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Together,  ture. 


Honeywell 


Today's  dynamic  aerospace  industry  offers 
many  new  challenges  and  opportunities. 
Together  with  BearingPoint,  Honeywell 
is  implementing  a  common  set  of  processes 
and  systems  to  continuously  improve  its 
operational  efficiency  and  global  visibility  — 
keeping  Honeywell  poised  to  respond  to  the 
next-generation  demands  of  its  defense  and 
commercial  customers.  These  are  the  kinds 
of  results  that  make  the  difference. 


BUSINESS,  TRANSFORMATION  AND  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 
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EXPERIENCE  BEARINGPOINT.COM 

©  2005  BearingPoint,  Inc.  All  rights  reserved. 
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PE RATI  ON 


The  members  of  the  U.S.  National 
Center  for  Asia-Pacific  Economic 
Cooperation  (APEC)  wanted  to 
demonstrate  how  companies  could 
improve  the  visibility  and  efficiency 
of  global  supply  chains  that  cross  the 
ports  and  borders  of  the  21  APEC 
economies,  and  still  meet  the  latest 
trade  security  standards.  BearingPoint 
determined  that  using  Radio  Frequency 
Identification  (RFID)  sensors  improvec 
cargo  security  and  generated  dramatic 
savings  for  importers  ranging  up  to 
US$2,000  per  container.  These  are  the 
kinds  of  results  that  make  the  difference 

GLOBAL  TRADE  MANAGEMENT. 
EMPOWERED  BY  BEARINGPOINT. 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered. 
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Fellow  Shareholders, 


Define  Your  Company's 
Future,  Today. 


DESIGNED  FOR  POWER  IN  A  COMFORTABLE  SIZE 


THE  NEW  DELL™  OPTIPLEX™  GX280  DESKTOP.  PLENTY  OF  PUNCH  IN  A 10"  FOOTPRINT. 

With  all  the  power  and  performance  to  multitask 

thanks  to  Intel®  Pentium®  4  Processors  with  HT  Technology. 


— ►  The  Intel  "  Pentium-' 4  Processor  with  HT  Technology  gives  you  immediate  performance 
at  speeds  up  to  3.20GHz  when  working  in  a  multitasking  environment. 

— ►  The  OptiPlex  GX280  offers  up  to  5  times  the  performance  compared  to  legacy  Y2K  desktops* 

For  better  networking,  PCI  Express  x1  offers  more  bandwidth  than  legacy  PCI. 

— ►  Dell  offers  a  Stable  Image  Assurance  Program  for  OptiPlex  280  desktops  that  helps 
reduce  transition  and  deployment  costs. 

— ►  Go  to  dell.com/opti2  to  see  how  your  company  can  benefit  by  partnering  with  Dell, 
the  global  desktop  leader. 

Dell  recommends  Microsoft*  Windows*  XP  Professional 


Base*  on  the  Sysmari  0H\zs  Productivity  and  Ziff  Davis'  Content  Creation  2004  benchmark  tests  performed  by  Dell  Labs  in  April  2004  on  the  OptiPlex  GX280  with  P4  3.2GHz,  512MB,  120GB  SATA 
as  compared  with  the  OptiPlex  GX110  conficured  with  P3  700MH2,  128MB.  40GB  ATA66  HDD,  WXP.  Actual  performance  will  vary  based  on  configuration,  usage  and  manufacturing  variability.  De'l 
responsive  for  ei  rors  in  typography  or  photography.  Dell,  the  Deli  logo  and  OptiPlex  are  trademarks  of  Dell  Inc.  Intel,  Intel  Inside,  Intel  Inside  logo,  and  Pentium  are  trademarks  or  registered  tradema 
Ccrporor  s  in  we  United  Sta*i?s  and  ether  countries  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and  other  countries.  ©2004  Dell  Inc.  Alt  rights 
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REMOVING  THE  TEMPTA 
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Chocolate  is  tempting,  but  sugar-free  chocolate  hasn't  always 
had  the  same  attraction.  Candy  companies  knew  there  was 
a  pent-up  demand  for  better-tasting  sugar-free  chocolate  and 
asked  Cargill  to  help  create  it.  We  combined  our  expertise  in 
sugar  replacers  with  our  knowledge  and  passion  for  making 
chocolate  to  develop  a  sugar-free  chocolate  that  was  superior 
to  anything  before.  Now  candy  makers  and  other  food 
companies  are  using  it  to  create  new  products  that  are  winning 
consumers  and  rapidly  growing  the  market  for  sugar-free 

chocolate.  This  is  how  Cargil!  works  with  customers. 
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collaborate    >  j  create    >  succeed, 


Cargill 


Nourishing  Ideas.  Nourishing  People: 


What's  New? 


NOTHING.  EVERYTHING. 


Sustainable 
growth  through 
customer  retention 
and  acquisition 
is  your  key  to 
long-term  success. 


Acxiom  makes  growth  possible  with  our 
innovative  approach  to  customer  and  prospect 
data  management  solutions.  It's  why  9  of 
the  top  10  credit  card  issuers,  5  of  the  top 
6  telecom  companies  and  8  of  the  top  9 
automotive  manufacturers  rely  oh  us. 
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www.acxiom.com 


United  States  •  Canada  •  United  Kingdom  •  France  •  Germany  •  Netherlands  •  Poland"-  Spain  •  Portugal  •  Australia  •  Ja| 
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Company  of  the  Year 

128  Biotech  Behemoth 

is  on  the  verge  of  a  renaissance  tha 
arget  cancer,  diabetes  and  more. 

'  Robert  Langreth 

America's  Best  Managed  Compan 

Big,  smart  and  profitable:  snapshots  of 
26  industry  leaders. 
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200,000  people.  On  3,800  flights.  Every  day.  Including  one  home  tonight,  instead  of  tomorrow. 

AmericanAirlines 

AA.com 


As  demonstrated  below. 

The  Infiniti  FX.  Unmistakable  styling.  Unbelievable  performance.  Uncommon 
features  like  an  available  RearView  Monitor,  GPS  navigation  and  laser-assisted  cruise 
control.  And  easy  to  find  in  a  crowded  parking  lot.  More  at  Infiniti  com 
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Latest  News  &  Analysis 

Breaking  news  at  a  glance  and 
analysis  of  what's  behind  the 
headlines  from  FORBES  editors 
throughout  the  business  day. 

Quotes  &  Research 

Get  the  latest  price  quotes,  charts, 
financial  data  and  news  for  U.S. 
equities  and  foreign  companies 
listed  on  The  Forbes  2000. 

E-mail  Newsletters  &  Alerts 

Don't  miss  a  thing.  Get  our  latest 
articles  e-mailed  to  you  as  an 
alert  as  we  publish  them,  or  sent 
as  daily,  weekly  or  fortnightly 
collections  via  any  of  our  28  free 
e-mail  newsletters.  We  also  offer 
33  subscription  newsletters 
written  by  investment  experts, 
plus  a  free  FORBES  Stock  of  the 
Week  e-letter. 


Forbes.com  Video 


Aetna's  Rowe  on 
Forbes  Video. 


Exclusive  on  Forbes.com:  Aetna 
Chief  Executive  John  Rowe  talks 
about  the  challenges  facing  the  U.S. 
health  care  industry. 

Business  Research 

Custom  Research  Center.  Fast, 
practical  and  personalized  answers 
to  your  business  questions. 
IT  Research  Library.  White  papers, 
case  smdies  and  market  research. 


Sneak  Peek  2005 

The  Year  Ahead 

By  Paul  Maidment 

On  Jan.  3  FORBES  editors  will  take  their  annual  peek 
into  the  future  to  give  you  a  bead  on  business  and 
investment  over  the  next  12  months.  We'll  offer  insights 
into  the  big  trends,  proffer  some  unconventional  wis- 
dom, caution  against  misplaced  assumptions,  name  the 
people  and  corporations  to  watch  and  hazard  some 
bold  predictions.  To  see  how  2005  looks  through  our 
crystal  ball,  go  to  www.forbes.com/extra  and  click  on 
Sneak  Peek  '05. 

Business 

"If  It  Works,  You  Can  Break  It" 

By  Josh  Levine 

Since  independence  in  1991  little  Estonia  has  used  a  knack 
for  technology  and  a  ravenous  appetite  for  change  to 
j  make  itself  a  largely 

wired  e-republic.  Gov- 
ernment is  near  paper- 
less, cabinet  meetings 
are  conducted  online, 
and  picture  ID  for  most 
citizens  is  a  smart  card. 
To  learn  more  about 
this  Baltic  state  that 
weaves  computer  liter- 
acy and  information 
technology  into  the 
fabric  of  the  nation,  rather  than  just  promoting  them  as 
specialized  skills  for  a  technological  elite,  go  to 
www.forbes.com/extra  and  click  on  e-Estonia. 

Lifestyle 

Coolest  Gadgets  of  2005 

By  Glenn  Derene 

Whether  they  are  getting  bigger  (a  71 -inch  plasma  TV), 
smaller  (USB  flash  cards)  or  more  mobile  (portable 
Sony  PlayStations),  consumer  electronics  are  getting 
cooler.  And  there  is  only  more  to  come.  To  see 
Forbes. corn's  guide  to  what  we  think  will  be  the  coolest 
electronic  gadgets  in  the  new  year,  go  to 
www.forbes.com/extra  and  click  on  the  Gadgets  link. 


x'- 


Estonia:  small  country  big  on  tech. 
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issues  among  the  best  big  com- 
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Search  Our  Archive 

Find  stories  from  past  issues 
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Search  by  topic,  author  or  date. 

Forbes  Lists  Online 

Searchable  and  expanded 
versions  of  all  FORBES  annual 
lists  are  available  at  Forbes.com. 

Forbes  on  Fox 

Visit  our  Web  site  to  watch  clips 
from  our  weekly  TV  show. 

Our  Columnists  Online 

Join  Rich  Karlgaard  in  his 
Forbes.com  forum  to  discuss  his 
latest  Digital  Rules  column. 
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We  take  a  forward-looking  approach 
to  investing.  Because  you  want 
something  to  look  forward  to. 


Introducing  One  Choice  Portfolios. 


Very  Conservative      •  Conservative 


•  Moderate 


•  Aggressive 


Very  Aggressive 


Stocks 


Bonds 


Cash 


t  American  Century  Investments,  we  combine  45  years  of  active  money-management 
:perience  with  our  forward-looking  market  insight  to  help  you  reach  your  goals.  With  One 
hoice  Portfolios,  our  portfolio  managers  regularly  adjust  asset  classes  and  weightings  to 
nphasize  investments  they  believe  will  provide  the  most  favorable  outlook  for  achieving  your 
Drtfolio  objectives.  You'll  also  be  automatically  invested  in  large,  small  and  mid-cap  stocks, 
>nds  and  money-market  funds,  as  well  as  in  a  variety  of  fund  styles,  such  as  growth  and  value, 
epending  upon  the  portfolio  you  choose,  you'll  have  exposure  to  various  market  sectors,  all 
ithin  one  fund  and  with  only  one  minimum  investment.  All  you  need  to  do  is  determine 
hich  portfolio  is  right  for  you,  and  we'll  do  the  rest.  So,  isn't  it  time  you  moved  forward,  too? 


Call  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


iu  should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  Contact  us  or  your  invest- 
snt  professional  for  a  prospectus,  which  contains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 

st  performance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and  it  is  possible  to  lose  money  by  investing.  The  performance  of  the 
rtf olios  is  dependent  on  the  performance  of  their  underlying  American  Century  funds  and  will  assume  the  risks  associated  with  these  funds.  The  risks  will  vary  according  to 
ch  portfolio's  asset  allocation,  and  the  risk  level  assigned  to  each  portfolio  is  intended  to  reflect  the  relative  short-term  price  volatility  among  the  funds.  There  is  also  a  risk 
it  the  manager's  evaluations  and  assumptions  regarding  the  underlying  funds  may  differ  from  actual  market  conditions.  American  Century  Investment  Services,  Inc.,  iistributor 


American  Century 
Investments" 

Genuine.  Results. 


2004  American  Century  Services  Corporation 
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Honk  If  You  Hate  Car  Alarms  There 

are  two  ways  to  catch  a  car  thief  red-handed.  One  is  to  affix  a 
loud  alarm  to  the  vehicle.  While  I  do  not  have  any  statistics  to 

back  this  up,  my  ^o.  

impression  is 
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Source:  FT  Interactive  Data  via 
FactSet  Research  Systems. 


Police  receivi 


LoJack's  stock  price  (LOJN) 

that  this  method 
is  approximately 
0%  effective.  The 
other  is  a  silent 
alarm,  of  the 
sort  sold  by 
Lojack  Corp. 
This  one  consists 
of  a  hidden  radio  transmitter 
that  is  activated  (via  radio  sig- 
nal) by  the  police  department 
when  you  report  that  your  car 
has  disappeared.  The  transmit- 
ter sends  out  a  homing  signal 
that  can  be  picked  up  by  a  squad  car  outfitted  with  a  receiver. 
Lojack  says  that  its  transmitters  have  yielded  75,000  recoveries  of 
stolen  vehicles  and  that  perhaps  1  in  5  cases  results  in  an  arrest. 
The  deterrent  effect  reaches  beyond  Lojack-equipped  cars: 
Thieves  don't  know  which  cars  are  protected. 

In  their  Why  Not  column  on  page  88,  professors  Ian  Ayres 
and  Barry  Nalebuff  lament  the  fact  that  most  insurance  compa- 
nies give  only  grudging  discounts  on  theft  insurance  to  Lojack 
buyers.  But  you  shouldn't  blame  the  insurers,  who  are  acting 
rationally.  Much  of  LoJack's  benefit  goes  to  society  in  the  form 
of  crime  prevention,  not  to  the  owners  or  insurers  of  the  few 
cars  that  have  the  device. 

One  thing  getting  in  the  way  of  LoJack's  success  is  its  stiff 
price  ($700  installed).  The  other  is  that  professional  thieves  have 
wised  up.  They  drive  a  stolen  BMW  half  a  mile  away  and  leave  it 
parked  for  a  few  days  to  cool  off.  If  no  cop  shows  up,  it's  not 
equipped  with  a  transmitter  and  can  safely  be  taken  to  the  dock 
for  export  to  Hong  Kong.  Lojack  has  a  new  "early  warning"  ver- 
sion of  its  system  ($300  extra)  that  rings  your  phone  as  soon  as 
the  car  is  moved.  Still,  you  have  to  get  to  the  police  very  fast  to 
nail  a  pro  during  that  half-mile  ride. 

Costs  for  the  few,  benefits  for  the  many.  This  situation  cries 
out  for  a  government  subsidy.  But  let's  be  smart  about  this. 
Don't  pay  for  each  Lojack  installed — pay  $10,000  for  each  thief 
caught.  Instead  of  demanding  the  BMW  back  right  away,  the 
owner  will  wait  patiently  while  the  police  stake  it  out. 

Where  do  we  get  the  money?  From  a  tax  on  the  other  kind  of 
car  alarm.  For  false  alarms  at  3  a.m.,  $100  a  minute  would  be 
about  right. 

Is"  editor 
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A  d  v  e  r  t  i 


s  e  m  e  n  t 


Timing  is  everything  in  the  fashion  industry.  What's  in 
vogue  one  month  is  often  out  of  style  the  next.  Not 
surprisingly,  fashion  houses  put  tremendous  pressure  on 
suppliers  to  deliver  the  latest  fabrics  and  textiles  on  time. 

Perhaps  nobody  knows  the  demands  of  the  fashion 
industry  more  than  Marcel  Banziger,  the  namesake  and 


preclearing  U.S. -bound  shipments  and  ensuring  seamless 
same-day  clearance.  "With  UPS,  it's  all  in-house  and  the 
brokerage  operations  are  much  more  qualified,  responsive 
and  can  get  quicker  results,"  said  Banziger. 

UPS  is  also  instrumental  in  helping  Marcel  Banziger 
stay  on  budget.  Ever  since  UPS  helped  streamline  his 


founder  of  New  York-based  Marcel  Banziger,  Inc.,  a  textile 
supplier  to  high-end  designers  like  Oscar  de  la  Renta, 
Halston  and  Bill  Blass. 

"Our  business  is  time-sensitive  and  customers  can't 
wait  until  tomorrow,"  said  Banziger.  "Our  customers  need 
fabrics  for  things  like  high-end  fashion 
shows.  A  garment  or  a  sample  must  meet 
the  deadline.  It's  critical  not  to  lose  an  hour." 

But  Banziger  realized  he  was  losing 
valuable  time  in  transit  due  to  customs 
delays  caused  by  brokerage  errors  and 
oversights.  To  make  matters  worse,  the 
failure  to  comply  with  customs  regulations 
could  potentially  lead  to  hefty  fines  —  up 
to  40  percent  of  the  value  of  the  imported 
merchandise. 

By  enlisting  the  help  of  UPS",  Banziger 
discovered  he  could  streamline  shipping 
operations  and  eliminate  importing  risks 
through  smart  solutions  that  saved  time, 
controlled  costs  and  even  helped  improve 
customer  service.  Right  away,  UPS  saved 
his  company  at  least  a  day  in  transit  by  reducing  multiple 
carriers  to  one.  UPS's  customs  brokerage  services  also 
came  into  play,  speeding  along  the  customs  process  by 


"Out  business 
is  time-sensitive 
and  customers 
can't  wait  until 
tomorrow. " 


supply  chain,  there  have  been  significant  cost  savings  and 
increased  efficiencies.  Also,  there  are  no  surprises  in  cost 
because  static  charges  are  known  up  front,  making  it 
easier  for  the  small,  ten-person  company  to  plan  ahead 
and  manage  cash  flow  more  efficiently. 

Largely  an  importer  of  textile  goods, 
Marcel  Banziger  depends  on  timely  ship- 
ments from  places  such  as  Italy,  France, 
Switzerland,  South  Korea  and  Japan.  UPS 
Import  Freight  Collect  consolidates  the 
company's  bills  and  converts  them  to  U.S. 
dollars,  eliminating  painstaking  and  costly 
currency  conversions.  To  simplify  things 
even  further,  Marcel  Banziger  uses  one 
account  number  for  all  its  import  business. 

"We're  in  the  fast-paced  fashion 
business  with  a  continually  changing 
product,"  said  Banziger.  "We  have  idea, 
color,  and  texture-driven  products  and  our 
reputation  for  reliability  in  the  market  is 
good  —  absolutely  good." 

Marcel  Banziger  may  be  a  small 
outfit,  but  by  saving  time  and  money  it  has  managed  to 
make  a  large  impact  in  an  industry  where  businesses 
come  and  go  as  quickly  as  last  season's  hemlines. 


©  2004  United  Parcel  Service  or  America,  Inc.  UPS,  (He  UPS  brandmark,  and  the  color  brown  are  trademarks  of  United  Parcel  Service  ol  America,  Inc.  All  rights  reserved. 


WHAT  CAN  BROWN  DO  FOR  YOU?* 


At  UPS  Supply  Chain  Solutions* 
we  have  the  full  range  of  expertise 
to  help  you  turn  your  supply  chain 
into  a  strategic  asset. 

Supply  Chain  Design  and 
Planning 

We'll  help  you  take  a  critical  look 
at  your  current  supply  chain.  Then 
work  with  you  to  design  a  more 
effective  model.  One  that  makes 
better  use  of  your  resources,  and 
ultimately  gets  your  inventory  to 
market  faster. 

Logistics  and  Distribution 
Services 

We  can  help  improve  your 
global  distribution  process  by 
finding  better  ways  to  handle  : 
materials  sourcing,  order  fulfill- 
ment, and  even  final  delivery 
compliance.  We'll  also  make  sure 
your  reverse  logistics  are  working 
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Readers  Say 


Brainy  Bidding 


It's  hard  to  innovate  with- 
out controversy,  which  you 
refer  to  in  "Top  Drawer" 
(Dec.  27,  2004,  p.  156).  Ask 
Bill  Gates,  Jeff  Bezos  and 
Ned  Johnson.  Our  goal  is 
to  create  a  more  liquid, 
transparent  marketplace 
for  collectibles,  much  like 
Fidelity  did  for  securities. 
Since  Steve  Ivy  and  I 
formed  Heritage  in  1982, 
we've  represented  25,000 
consignors,  all  paid  on 
time.  Today  we  sell  more 
collectibles  at  auction  than 
our  next  three  competitors 

combined,  mostly  because  we  educate  our  130,000  registered  bidder-mem- 
bers. Rather  than  keeping  collectibles  and  auctions  mysterious,  Heritage  pro- 
vides research  tools  that  help  our  clients  become  experts.  I  predict  some  of 
them  will  soon  leave  me  in  the  dust! 

JAMES  L.  HALPERIN 
Cochairman,  Heritage  Galleries  &  Auctioneers 

Dallas,  Tex. 


Mad  about  collecting:  Heritage's  Jim  Halperin. 


This  Plan  Has  a  Catch 

As  a  client  of  John  Valentine's  "Russian 
Roulette  Investing"  [Dec.  13,  2004, 
p.  194)  I've  learned  that  throwing  a 
football  50  yards  downfield  is  not  a 
winning  strategy.  But  selectively  buy- 
ing themed  stocks  is  a  prudent  way  to 
invest  15%  to  20%  of  your  money, 
which  is  what  Valentine  Capital  has 
advised  for  my  portfolio.  Taking  the 
long  shot  now  and  again  is  not  Russian 
roulette.  I  compare  John  Valentine's 
game  plan  to  the  distribute-the-ball 
strategy  of  former  49er  head  coach  Bill 
Walsh.  His  West  Coast  offense  created  a 
mix  of  plays  that  demanded  higher  lev- 
els of  talent  from  his  players,  a  system 
now  used  by  85%  of  the  teams  in  the 
National  Football  League.  A  successful 
team  needs  a  combination  of  slants, 
runs,  drives  and  eventually  the  big 
bomb  thrown  50  yards  down  the  field 
every  now  and  then. 

ROGER  CRAIG 
Portola  Valley,  Calif. 


Blissed  Off 

I  took  great  interest  in  "Thirsting  for 
Growth"  (Sept.  6,  2004,  p.  174),  but  also 
take  issue  with  the  comment  that  Crown 
gave  Bliss  Beverage  the  "brush-off."  In 
fact,  Bliss  never  even  contacted  us  for  a 
bid.  We  wish  they  had.  Crown  manufac- 
tures one  out  of  every  five  beverage  cans 
in  the  world.  Our  customers  represent 
large  and  small  processors,  which  is  what 
separates  us  from  the  competition. 

ROBERT  J.  TRUITT 
President 

Crown  Beverage  Packaging  USA 
Philadelphia,  Pa. 

Deductive  Reasoning 

In  "The  Deferral  Trap"  (Dec.  13,  2004, 
p.  224)  we  said  that  when  heirs  make  tax- 
able withdrawals  from  an  inherited  In- 
dividual Retirement  Account,  they  can 
claim  a  deduction  for  estate  taxes  paid 
on  the  IRA,  but  that  this  deduction  isn't 
allowed  in  the  Alternative  Minimum 
Tax.  In  fact,  it  is  allowed  in  the  AMT. 
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Three  extraordinary  medicines 
launched  within  sixteen  months. 

Three  potential  medicines 
in  late  stage  clinical  trials. 


And  one  patient  who  knows 
what  medicines  can  mean. 


It  was  an  extraordinary  year  for  cyclist  Lance  Armstrong.  He  won  the  Tour  de  France  a  historic  sixth 
time — after  coming  back  from  cancer  with  the  help  of  several  Bristol-Myers  Squibb  medicines. 

At  Bristol-Myers  Squibb,  we,  too,  have  met  challenges  that  have  led  to  successes.  In  the  space 
of  sixteen  months,  we  introduced  three  major  medicines — for  cancer,  HIV,  and  serious  mental 
illness.  These  medicines  are  already  transforming  lives  around  the  globe. 

Plus,  we  have  three  promising  investigational  compounds — for  hepatitis  B,  type  2  diabetes,  and 
rheumatoid  arthritis — in  the  final  phase  of  clinical  trials.  All  were  discovered  and  developed  by 
Bristol-Myers  Squibb  scientists.  Close  behind  these  three,  we  have  six  more  investigational  medi- 
cines in  full  development. 

At  Bristol-Myers  Squibb  we've  never  been  more  focused  on  our  mission:  to  extend  and  enhance 
human  life.  Today,  and  tomorrow. 

Bristol-Myers  Squibb  Company 
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GLUTTONY 


ALL-NEW  LONG  WHEELB 
ALL  ROOM  SERVIC 


Fact  and  Comment 

By  Steve  Forbes,  editor-in-chief 
"With  all  thy  getting  get  understanding" 


How  Good  a  Year?  Ask  Alan 


HOW  PROSPEROUS  A  YEAR  WE  HAVE  WILL  DEPEND  HEAVILY  ON 
how  well  and  how  quickly  .Man  Greenspan  quashes  the  inflation  he 
inadvertently  reignited  in  late  2003.  Raising  interest  rates  alone 
won't  do  the  job.  In  the  1970s  rates  rose  to  catastrophic  levels — 
and  so  did  inflation.  To  affect  a  cure  the  Fed  must  reduce  the  excess 
monetary  liquidity  in  the  marketplace.  It  has  a  time-tested  way 
to  do  this  through  its  open  market  operations — sell  bonds  from 
its  portfolio,  which  will  soak  up  excess  cash  used  to  pay  for  those 
bonds.  Until  gold  drops  below  $400  an  ounce,  inflation  will  con- 
tinue to  lurk,  and  we'll  be  subject  to  more  disruptive  price  erup- 
tions, a  la  oil  and  steel.  The  U.S.  economy  should  grow  around  4%, 
but  the  longer  the  Fed  dithers,  the  slower  the  economy  will  grow 
in  the  second  half  and  the  tougher  it  will  be  for  all  of  us  in  2006. 

In  the  meantime  Congress  would  do  the  economy  a  world  of 
good  if  it  made  permanent  the  2003  tax  cuts  and  immediately — 
and  forever — abolished  the  death  tax.  It  would  also  be  wise  to 
enact  major  tort  reform.  And  at  some  point  Congress  will  have  to 
clean  up  the  antigrowth  messes  in  the  Sarbanes-Oxley  Act  that  are 
disproportionately  damaging  small  and  medium-size  companies. 

How  committed  is  the  Administration  to  fundamentally 
overhauling  the  federal  income  tax  code  and  Social  Security? 
Caution  will  be  urged — why  rock  the  boat?  Why  upset  powerful 
interest  groups,  such  as  AARP?  The  President  and  his  colleagues 
will  have  to  exert  persuasive  advocacy,  but  the  job  can  be 
accomplished  more  easily  than  Beltway  pooh-bahs  realize. 

The  tax  code  is  a  horrific  mess.  Most  people  require  profes- 
sional help  in  filling  out  their  income  tax  returns.  The  booklet  with 
instructions  for  the  "simplified"  1040EZ  form  runs  36  pages. 


Most  people  also  realize  Social  Security  rests  on  a  shaky  fiscal 
foundation.  Personal  accounts,  contrary  to  what  demagogues  and 
Democrats  declare,  are  not  equivalent  to  putting  your  nest  egg  into 
prebubble  high-tech  highfliers.  The  money  could  go  entirely  into 
riskless  fixed-income  instruments,  such  as  U.S.  Treasurys  or  well- 
diversified,  balanced  mutual  funds.  Workers  could  choose  whether 
they  want  to  risk  staying  with  the  old  system  or  going  with  the  new. 

The  White  House  should  realize  that  any  overhaul  of  the  tax 
code  or  Social  Security  will  arouse  intense  opposition,  so  it  might  as 
well  go  for  the  big  reforms.  That  lesson  should've  been  learned  two 
years  ago  when  Republicans  tried  to  abolish  personal  taxes  on  divi- 
dends. The  effective  tax  rate  was  eventually  cut  by  almost  two-thirds, 
but  they  would  have  gotten  nothing  had  they  not  initially  asked  for 
a  100%  cut.  The  operating  political  principle  in  Washington:  Ask 
for  a  lot,  and  ye  shall  receive  more  than  if  ye  had  asked  for  a  little. 

If  the  Fed  gets  its  act  together,  japan's  economy  should  rev  up 
again  as  oil  prices  and  shipping  rates  fall.  Europe  will  no  longer  be 
able  to  blame  the  dollar  for  its  anemia;  pressures  will  again  build 
inside  France  and  Germany  for  the  kind  of  systemic  structural 
changes  that  Ireland  and  Britain  underwent  in  the  1980s  and  that 
most  central  eastern  European  countries  are  undergoing  today. 

China's  challenges  will  grow  as  its  economy  expands,  particularly 
in  regard  to  developing  an  environment  in  which  entrepreneurs  can 
flourish  without  landing  in  the  crosshairs  of  local  party  apparatchiks. 

The  big  geopolitical  issue  of  the  year  will  be  Iran  more  than 
Iraq.  The  mullahs  are  determined  to  get  the  bomb.  How — and 
if — we  stop  them  will  be  a  critical  battle  in  our  war  against 
Islamic  totalitarian  fanaticism. 


New  York  No  Longer  Appropriate  for  UN 


IT  WON'T  HAPPEN,  BUT  THE  U.S.  SHOULD  ADVOCATE  RELOCAT- 
ing  UN  headquarters  out  of  New  York  City.  Where?  A  lot  of 
cities  would  qualify,  all  having  the  com- 
mon denominator  of  being  in  troubled, 
poor  countries.  The  poverty  and  back- 
wardness of  Port-au-Prince,  Haiti  or  Lagos, 
Nigeria  or  Dar  es  Salaam,  Tanzania  or 
Addis  Ababa,  Ethiopia  would  serve  as  daily 
reminders  to  UN  diplomats  of  one  of  the 
reasons  their  organization  was  created — 
and  in  ways  that  New  York  never  can.  In 
Manhattan  UN  diplomats  and  bureaucrats 
inhabit  a  privileged,  pampered,  junket- 
oriented  bubble,  a  contributing  factor  to 
the  UN's  years-long  record  of  murderous 
failure  and  moral  turpitude.  No  surprise 


Port-au-Prince,  Haiti  would  be  more  appropri- 
ate for  UN  headquarters  than  New  York. 


that  the  UN  is  now  trying  to  expand  its  NYC  operations. 

The  oil-for-food  scandal,  perhaps  the  biggest  instance  of 
corruption  in  history,  allowed  Saddam 
Hussein  to  siphon  off  tens  of  billions  of 
dollars  and  direct  it  (after  meeting  his  own 
needs)  to  favored  countries,  companies 
and  individuals  whose  influence  could 
help  perpetuate  his  deadly  dictatorship. 

The  UN  has  long  turned  a  blind  eye  to 
terrorism.  It  failed,  miserably,  to  stop  the 
1994  genocide  in  Rwanda — militants  of 
the  dominant  Hutu  tribe  literally  hacked  to 
death  800,000  members  of  the  minority 
Tutsi  tribe.  On  the  eve  of  this  mass  murder, 
Kofi  Annan,  then  head  of  UN  peacekeep- 
ing efforts,  pulled  out  half  the  UN's  forces, 
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Fact  and  Comment 

thereby  giving  a  tacit  green  light  to  the  slaughter  that  followed. 

The  UN's  utter  lack  of  principles  is  on  constant  display  in 
the  UN  Human  Rights  Commission:  One  of  its  members  is 
Sudan,  whose  Arab-dominated  government  is  committing 
genocide  against  the  black  population  in  the  Darfur  region. 

Another  outrage  was  the  UN's  recent  attempt  to  influence 


our  presidential  election.  A  top  UN  bureaucrat  manufactured  the 
way-overhyped  story  about  an  alleged  missing  weapons  cache  in 
Iraq.  The  timing  of  this  was  no  coincidence — it  was  payback  for 
President  Bush's  violating  UN  sensibilities  with  regard  to  Iraq. 

UN  failings  are  not  new.  Repotting  it  might  not  enable  the 
UN  to  regain  its  moral  bearings,  but  it's  certainly  worth  a  try. 


Don't  Stop  Wining 


THE  SUPREME  COURT  WILL  MAKE  YOUR  NEXT  NEW  YEAR'S  EVE 
a  happy  one  indeed  if,  as  is  likely,  it  strikes  down  in  the  coming 
weeks  the  ban  a  number  of  states  have  imposed  on  the  direct 
interstate  shipment  of  wine  to  consumers  within  those  states.  It  is 
now  illegal  for  you  to  buy  wine  in  California  and  ship  it  to  your 
home,  say,  in  New  York.  It  and  23  other  states  argue  that  the  21st 
Amendment,  which  repealed  Prohibition,  gives  the  states  the 
right  to  do  pretty  much  what  they  want  when  it  comes  to  any 
aspect  of  regulating  how  liquor  is  sold  within  their  borders. 

The  Court's  upcoming  session  will  make  clear  that  the  Consti- 
tution's interstate  commerce  clause  trumps  states  from  engaging 
in  parochial  protectionism:  Most  if  not  all  states  that  ban  interstate 
shipments  do  permit  in-state  wineries  to  freely  ship  to  consumers. 
New  York  et  al.  are  in  blatant  violation  of  a  1984  Supreme  Court 
decision  that  states  are  not  empowered  to  favor  local  liquor  pro- 
ducers by  erecting  barriers  to  out-of-state  competitors. 

There  are  now  more  than  3,000  independent  wineries  in 
America.  Traditional  liquor  distributors  can  handle  only  a  frac- 
tion of  them.  Small  producers  thus  find  half  the  country  closed 


to  their  products.  This  is  as  gross  a  violation  of  the  interstate 
commerce  clause  as  there  can  be. 

States  such  as  Michigan  and  New  Jersey  claim  that  Internet 
sales  would  increase  underage  drinking.  Yet  Michigan,  for  instance, 
permits  its  in-state  wineries — not  to  mention  its  thousands  of 
liquor  retailers — to  make  home  deliveries.  Kids  can  all  too  easily 
obtain  liquor  via  fake  IDs  or  by  getting  older  siblings  or  other 
adults  to  buy  it  for  them.  As  Clint  Bolick  of  the  Institute  for  Justice 
put  it,  "Teenagers  ...  can  find  far  less  cumbersome  ways  [to  get 
wine]  than  locating  an  appropriate  Web  site,  producing  adult  iden- 
tification at  the  time  of  purchase,  waiting  an  unspecified  period  of 
time  for  delivery  of  a  parcel  marked  'Alcohol:  Adult  Identification 
Required,'  arranging  to  accept  delivery  when  a  parent  is  not  home 
and,  at  that  time,  producing  an  adult  identification  once  again." 

Should  the  Supreme  Court  rule  correctly  here,  premium  wine 
sales  will  boom.  More  independent  wineries  will  flourish.  Con- 
sumers will  have  a  fantastic  array  of  wine  from  which  to  choose. 
And  haven't  a  number  of  medical  studies  demonstrated  that  a 
regular  glass  of  wine  (red,  at  least)  is  good  for  one's  health? 


Elephantine  Epic 


Hannibal  Crosses  the  Alps — by  John  Prevas  (Da  Capo  Press, 
$17.50).  More  than  two  thousand  years  after  the  event,  Hanni- 
bal's epic  offensive  against  Rome  still  stirs  our  imaginations.  His 
exact  invasion  route  from  Spain,  then  a  colony  of  Carthage,  to 
Italy  via  the  Alps,  has  long  been  a  source  of  controversy.  Histo- 
rian-cum-Alpinist  John  Prevas  settles  the  issue  once  and  for  all. 
Armed  with  Polybius'  and  Livy's  ancient  histories  of  the  Punic 
Wars  between  Rome  and  Carthage,  Prevas  trekked 
around  the  Alps  and  elsewhere  for  six  summers. 

This  book  tells  the  story  of  Prevas'  search  and  gives 
a  brief  history  of  the  Second  Punic  War,  convincingly 
making  a  case  for  how  Hannibal  crossed  the  Alps.  The 
path  over  the  mountains  that  Hannibal  climbed  and 
crossed  was  extremely  difficult,  being  snow-covered 
even  in  the  summer.  At  the  beginning  of  the  march 
from  the  Carthaginian  capital  in  Spain,  Hannibal's 
army  was  estimated  to  be  about  100,000  men.  Thou- 
sands were  lost  in  the  Alps  as  men  and  pack  animals  routinely  slid 
off  icy  paths,  plunging  to  their  deaths,  and  in  ambushes  (guides 
could  be  treacherous)  by  mountain  tribes.  Disease,  desertions,  acci- 
dents, malnutrition  and  battles  that  were  fought  before  the  ascent 
also  took  their  toll.  By  the  time  Hannibal's  army — most  of  it  mer- 
cenaries— descended  from  the  Alps  into  Italy,  it  was  a  bedraggled 
force  of  some  26,000.  (Miraculously,  all  of  the  elephants  survived.) 

Within  a  short  period  of  time,  however,  Hannibal  whipped 


his  men  into  fighting  shape,  made  quick  alliances  with  local 
Celtic  tribes  and  proceeded  to  smash  the  veteran,  well-trained, 
superior-in-numbers  Roman  army  in  a  series  of  extraordinary 
battles,  culminating  in  Cannae.  Here,  in  one  afternoon,  Hanni- 
bal wiped  out  almost  70,000  Roman  troops.  But  Rome  didn't 
crack.  For  years  after  its  initial  losses  Rome  carefully  avoided 
pitched  battles  with  Hannibal,  harassing  his  army  instead. 

Eventually  Rome  sent  armies  to  rout  out  the 
Carthaginians  from  Spain;  then  the  armies  crossed  into 
northern  Africa  and  attacked  Carthage  itself.  Hannibal, 
who  had  never  received  adequate  support  from  Carthage 
during  his  Italian  campaign,  was  called  home.  The  young 
Roman  commander  Scipio  Africanus,  who  had  fought 
against  Hannibal  and  survived  three  times,  had  inten- 
sively studied  Hannibal's  modes  of  operation.  He  beat  the 
old  master  at  the  Battle  of  Zama,  Hannibal's  Waterloo. 
Prevas  answers,  as  well  as  anyone,  the  question  of 
why  Hannibal  didn't  attack  Rome  itself  after  his  early  victories.  He 
also  explains  how  Rome's  extension  of  citizenship  to  its  allies  and 
its  conquered  foes  alike  enabled  it  to  withstand  the  early  shocks  of 
Hannibal's  thrusts.  This  book  provides  a  salutary  lesson  for  busi- 
ness leaders:  If  circumstances  change,  be  prepared  to  alter  your 
strategy  or  tactics.  Historians  think  Hannibal's  rigid  adherence  to 
his  original  plan — don't  attack  Rome  itself;  undermine  it  by 
destroying  its  system  of  alliances — cost  him  ultimate  victor)'.  F 
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ARE  YOU  HUNTING  FOR  DATA  INSTEAD  OF  IDENTIFYING  OPPORTUNITIES? 

The  hunt  is  on.  Once  again,  you're  looking  for  clues  as  to  how,  why  and  where 
your  dollars  are  flowing.  Can  you  spot  your  next  sourcing  opportunity  in  the 
accounting  reports?  If  not,  you've  spotted  the  need  for  Spend  Management.  And 
also  Ariba.  We  can  pull  together  data  from  disparate  (and  often  incompatible) 
sources,  help  identify  savings  and  transform  your  business.  To  learn  about  Ariba 
Analysis  Solutions,  please  call  1-866-772-7422.  Or  visit  www.ariba.com/analyze 
for  your  free  Spend  Management  Opportunity  Assessment. 


Ariba  Impacts: 

Transportation 
Raw  Materials 
Packaging 
Construction 
IT  Hardware 
Temp  Labor 
Travel 

and  more... 


ARIBA® 

This  is  Spend  Management 
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SUPPLIEPS 


Other  Comments 


Promises  and  pie-crusts  are  made  to  be  broken,  they  say. 

— JONATHAN  SWIFT 


Tabernacle  of  Hypocrisy  Abuse  was  rampant  in 

the  [UN]  oil-for-food  program.  Senate  investigators  believe  that 
more  that  $21  billion  may  have  gone  back  to  Saddam's  regime 
and  some  of  those  funds  may  be  financing  the  insurgency  we 
face  today.  Moreover  the  United  Nations  is  facing  charges  of 
misbehavior  worldwide:  peacekeeping  troops  accused  of  rape 
and  extortion,  United  Nations  officials  failing  to  protect  civil- 
ians in  the  Sudan,  and  even  sexual  harassment  and  favoritism 
back  at  United  Nations  headquarters  in  New  York. 

The  United  Nations  has  been  a  tabernacle  of  hypocrisy  for 
decades.  The  racism  it  has  practiced  against  unfavored  nations,  for 
instance,  Israel,  is  well  known.  The  corruption  is  now  impossible 
to  ignore.  The  departure  of  Kofi  Annan  should  be  the  first  gesture 
at  reform,  but  much  more  is  needed.  The  halls  of  United  Nations 
headquarters  crawl  with  conspiracy.  During  the  Cold  War  the  con- 
spiring was  done  mainly  for  political  advantage.  Now  it  is  for  that 
and  for  lucrative  deals.  There  will  be  needed  many  more  retire- 
ments before  the  United  Nations'  integrity  is  restored.  For  now 
our  government  ought  to  be  demanding  reform  and  refusing  to 
send  this  corrupt  institution  any  more  money  until  reform  begins. 

— R.  EMMETT  TYRRELL  JR.,  editor  in  chief, 
The  American  Spectator,  in  the  New  York  Sun 

x  x  x 

The  U.S.  should  give  the  UN  notice  to  quit.  When  America  was  the 
leader  of  a  successful  wartime  coalition — and  the  world  wished  it 
to  continue  in  that  role — it  made  excellent  sense  to  place  UN  head- 
quarters in  New  York.  But  those  days  have  long  passed.  America  has 
accepted  its  world-policeman  destiny,  and  the  UN  is  merely  a 
minor  obstacle  to  the  successful  performance  of  that  task.  The  place 
has  become  a  mere  theater  of  empty  rhetoric  and  shameless  deals 
supporting  a  growing  tide  of  anti-Semitism  and  racism  and — let 


"It's  supposed  to  ward  off frivolous  lawsuits." 


us  not  be  mealymouthed — state  crime.  It  is  a  place  where  near- 
bankrupt  dictatorships  can  sell  their  votes  to  the  highest  bidder. 

—PAUL  JOHNSON,  Forbes 

Protectionist  Mischief  The  U.S.  Supreme  Court  [is 

hearing]  three  consolidated  cases  challenging  the  discriminatory 
bans  on  direct  interstate  shipments  of  wine  to  consumers  in 
Michigan  and  New  York.  The  underlying  clash  is  as  old  as  the 
American  republic,  pitting  economic  protectionism  against  free- 
dom of  commerce. 

In  their  briefs  to  the  high  court,  the  states  and  liquor  distributors 
have  largely  retreated  from  attempting  any  serious  policy  justification 
for  the  discriminatory  bans.  Instead  they  simply  invoke  the  language 
of  the  21st  Amendment,  which  confers  upon  states  authority  over 
"transportation  or  importation"  of  alcohol.  Such  language,  they  as- 
sert, confers  "plenary"  authority  over  alcohol  or,  as  the  2nd  Circuit 
put  it  in  upholding  New  York's  ban  in  Swedenburg,  the  21st  Amend- 
ment creates  a  blanket  "exemption"  from  the  commerce  clause.  In 
that  formulation,  the  case  appears  as  a  question  of  states'  rights.  Ex- 
cept that  there  would  have  been  no  Constitution  for  the  2 1st  Amend- 
ment to  amend  were  it  not  for  the  prohibition  against  parochial 
trade  barriers  that  motivated  the  creation  of  a  national  economic 
union  in  the  first  place.  As  the  Court  proclaimed  in  Gibbons  v.  Ogden 
(1824),  "If  there  was  any  one  object  riding  over  every  other  in  the 
adoption  of  the  constitution,  it  was  to  keep  the  commercial  inter- 
course among  the  States  free  from  all  invidious  and  partial  restraints." 

—CLINT  BOLICK,  Institute  for  Justice,  Legal  Times 

Living  Legacy  The  great  German  poet,  Goethe,  who  also 
lived  through  a  crisis  of  freedom,  said  to  his  generation:  "What  you 
have  inherited  from  your  fathers,  earn  over  again  for  yourselves  or 
it  will  not  be  yours."  We  inherited  freedom.  We  seem  unaware  that 
freedom  has  to  be  remade  and  re-earned  in  each  generation  of  man. 

— AD  LAI  E.  STEVENSON 

Winds  of  Fate  The  ill  winds  of  fate  continued  to  blow  on 
Hannibal  Barca  as  he  and  his  army  made  their  way  down  from  the 
Alps  and  onto  the  Italian  plains.  Coming  down  from  the  mountain 
proved  to  be  far  more  dangerous  than  the  climb  to  the  pass.  Because 
of  the  general  nature  of  the  Alps,  the  descent  of  the  mountain  on 
the  Italian  side  was  far  steeper  and  more  treacherous  than  the  ascent 
had  been  on  the  other  side.  By  the  time  he  reached  the  plains, 
Hannibal  would  lose  nearly  as  many  men  coming  down  from  the 
pass  as  he  had  lost  in  fighting  the  Gauls  and  climbing  the  mountain. 

—JOHN  PREVAS,  Hannibal  Crosses  the  Alps 

Creatures  of  the  Night  Cockroaches  and  socialites 
are  the  only  things  that  can  stay  up  all  night  and  eat  anything. 

—HERB  CAEN  F 
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Current  Events 


By  Ernesto  Zedillo,  former  president  of  Mexico 
Director,  Yale  Center  for  the  Study  of  Globalization 


Latin  American  Puzzles 


A  RECENT  UN  STUDY  ON  THE  STATE  OF  DEMOCRACY  IN  LATIN 
America  found  that  more  than  half  the  citizens  of  the  region  would 
support  an  authoritarian  regime  if  it  could  solve  their  country's 
economic  problems.  This  worrisome  position,  reflecting  the  cul- 
tural fragility  of  democracy  in  many  parts  of  the  Americas,  is  a  con- 
sequence of  the  region's  dismal  economic  results  that  have  en- 
dured for  many  years,  despite  the  political  and  economic  reforms 
that  have  been  undertaken  since  the  late  1980s.  In  fact,  many 
people  subscribe  to  the  idea  that  those  reforms  are  the  very  cause 
of  the  poor  performance  of  so  many  Latin  American  nations. 

This  belief  is  dangerous  on  two  counts:  It  provides  fertile  ground 
for  the  revival  of  authoritarian  governments,  which  were  pervasive 
throughout  trie  region  not  so  long  ago;  and  it  helps  resuscitate  pop- 
ulist, interventionist  and  protectionist  policies  once  thought  to  be 
totally  discredited  and  defunct  in  these  countries.  If  a  return  to  the 
past  were  to  occur,  the  biggest  losers  once  again  would  be  the  large 
majority  of  Latin  Americans,  whose  individual  freedoms  and 
chances  to  prosper  in  their  own  lands  would  be  severely  curtailed. 

Pertinent  Questions 

It  is  therefore  important  to  ponder  why  Latin  America,  with  the 
exception  of  Chile,  continues  to  fall  behind  much  of  the  rest  of 
the  world,  and  to  ask  what  must  be  done  to  reverse  the  situation. 
First,  I  want  to  refute  the  notion  that  Latin  America  is  failing 
despite — or,  even  worse,  because  of — the  adoption  of  profound 
reforms.  In  point  of  fact  the  reforms,  although  substantial,  have 
been  far  from  profound  and  have  proven  insufficient  to  break  the 
bottlenecks  that  have  impaired  the  region's  development  for  far 
too  long.  Today — as  was  the  case  30  to  40  years  ago — Latin 
America  is  crippled  by  low  savings  rates,  typically  one-third  to 
one-half  those  of  Asia's  emerging  economies.  Low  savings  rates 
lead  either  to  low  investment  rates  or  to  an  imprudent  reliance 
on  foreign  borrowing  to  finance  capital  expansion,  a  situation 
that  almost  invariably  leads  to  financial  crisis.  Even  more  serious, 
investment — both  in  physical  and  human  capital — continues  to 
be  plagued  by  low  productivity.  True,  some  economies  elsewhere 
\  have  grown  with  relatively  low  investment  rates,  but  only  when 
j  productivity  has  been  high  enough,  as  is  beginning  to  occur  in 
some  eastern  European  countries.  Other  countries,  such  as 
|  .China,  have  grown  fast  despite  having  relatively  low  productivity 
;  rates  because  they  have  high  rates  of  savings  and  investment. 
Latin  America  must  accept  that  in  order  to  grow  it  cannot  have 
it  both  ways:  investing  little  and  investing  wrong.  The  meaningful 
i  liberalization  efforts  of  a  few  years  ago  notwithstanding,  most  Latin 


American  economies  continue  to  be  burdened  by  numerous  dis- 
tortions in  their  product,  capital  and  labor  markets.  The  end  result 
is  that  too  much  of  their  available  resources  is  wasted.  The  huge 
costs  of  opening  and  closing  enterprises,  the  tremendous  rigidities 
in  labor  markets,  the  weak  institutional  ability  to  grant  title  to  and 
enforce  property  rights,  the  lack  of  quality  control  in  the  education 
systems  and  insufficient  competition  in  most  economic  sectors  are 
some  of  the  factors  that  consistently  conspire  against  productivity. 

Deepen,  Don't  Reverse,  Reforms 

Latin  American  nations  will  not  overcome  poverty  and  social  injus- 
tice without  achieving  and  sustaining  high  economic  growth  for  at 
least  two  generations.  For  this  to  happen,  policy  changes  must  be 
put  in  place  that  encourage  higher  levels  of  savings  and  investment 
and  increase  the  productivity  of  capital  and  labor.  It  must  be  recog- 
nized, however,  that  in  any  democracy  the  capacity  to  implement 
meaningful  reforms  is  limited  at  any  point  in  time — or  during  any 
particular  governmental  period,  for  that  matter.  Reforms,  therefore, 
must  be  prioritized.  None  seems  more  important  than  fixing,  once 
and  for  all,  Latin  America's  perennially  precarious  public  finances. 
These  states'  fiscal  weakness  continues  to  be  the  chief  reason  for 
their  poor  savings  and  investment  performance  and  the  main  fac- 
tor behind  their  recurrent  and  devastating  financial  crises. 

Not  every  fiscal  problem  is  the  same  throughout  the  region, 
however.  Some  countries  raise  high  amounts  of  revenue  but  spend 
even  more.  Others  spend  more  frugally  but  proportionally  collect 
less  in  taxes.  All  spend  too  little  on  basic  infrastructure.  The  general 
goal  must  be  to  achieve  fiscal  consolidations — either  by  axing  cur- 
rent expenditures  or  by  collecting  more  taxes.  This  would  enable 
governments  to  apply  countercyclical  macroeconomic  policies 
and  to  invest  more  in  human  and  physical  infrastructure. 

Next  in  importance  is  guaranteeing  the  rule  of  law,  under  which 
falls  the  protection  of  properly  rights  and  the  relentless  fight  against 
corruption.  The  rule  of  law  is  an  essential  requirement  for  the 
development  of  credit  markets  and  other  important  aspects  of  a 
modern  economy.  Finally,  the  removal  of  internal  and  external  bar- 
riers to  competition  must  be  part  of  any  must-do  list  of  public  pol- 
icy. Latin  American  economies  need  fewer  and  better  regulations 
and  must  be  more  open  to  foreign  competition  and  investment. 

Needless  to  say,  these  reforms  are  extremely  difficult  to  execute, 
mainly  because  of  opposition  from  those  benefiting  from  the  status 
quo  who  also  happen  to  be  well-positioned  to  control  to  their  ad- 
vantage economic  processes  as  well  as  political  outcomes.  Democ- 
racy must  be  used  to  defeat  them  before  they  defeat  democracy.  F 


Forbes 


Ernesto  Zedillo,  director,  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 
of  Singapore;  and  Paul  Johnson,  eminent  British  historian  and  author;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Digital  Rules  

By  Rich  Karlgaard,  publisher 


Cheap  Jet  Update 


BILL  LEAR,  IN  1964,  WAS  THE  LAST  ENTREPRENEUR  TO  BUILD, 
certify  and  sell  a  business  jet — the  Learjet.  During  the  years 
stretching  between  Chitty  Chitty  Bang  Bang  and  The  Aviator  no 
other  little  startup  company  has  matched  this  feat.  Plans  and 
attempts — or  what  mockers  like  to  call  paper  airplanes — have 
numbered  in  the  hundreds.  Flying  high  and  fast  has  always 
attracted  dreamers,  but  no  other  entrepreneur  has  pulled  off 
what  Lear  did  41  years  ago. 

The  startup  vacuum  is  easy  to  understand:  It  can  take  a  half- 
billion  dollars  or  more  to  get  a  new  jet  to  market.  The  stock 
market  is  not  eager  to  fund  this  capital-intensive,  risk-burdened, 
lawyer-strafed  industry.  Thus  the  job  of  building  new  jets  has 
fallen  to  older  firms,  such  as  Cessna,  Gulfstream  and  Raytheon 
in  the  U.S.,  Bombardier  in  Canada  (which  bought  the  Learjet 
line)  and  Dassault  Aviation  in  France. 

Battling  Industry  Conservatism 

This  is  why  most  improvements  in  bizjets  during  the  last  40  years 
have  come  from  outside  the  industry — electronic  engine  con- 
trols, global-positioning  satellites,  moving-map  displays,  down- 
loadable real-time  weather,  etc.  I'm  not  knocking  the  fine  aircraft 
produced  by  Cessna  and  the  like.  Today's  bizjets  are  marvels  of 
science  and  engineering.  They  are  infinitely  safer  than  those  of 
the  1960s,  when  10  of  the  first  100  production  Learjets  crashed. 

Still,  bizjets  cost  way  too  much,  and  just  why  that  is  could  fill  a 
book.  I'll  boil  it  down:  40  years  of  lawsuits  and  heavy-handed  reg- 
ulation have  made  the  bizjet  industry  hyperconservative.  What 
begins  as  a  healthy,  skeptical  attitude  toward  cost  and  market  size 
collapses  over  time  into  a  cynical,  vicious  circle.  For  example, 
manufacturing  technology  has  not  advanced  much  for  bizjets, 
because  few  care  to  invest  in  it.  Put  a  bizjet  CEO  on  truth  serum 
and  he'll  admit  that  he  doesn't  believe  the  market  is  large  enough 
to  recapture  the  costs.  Thus  bizjets  remain  inefficiently  manufac- 
tured; costs  and  prices  remain  high;  and  the  pool  of  buyers  stays 
small.  We  have  here  a  classic  case  of  self-fulfilling  prophecy. 

Eclipse  Aviation  of  Albuquerque,  N.M.  looks  like  a  good  bet 
to  end  this  streak  and  inject  some  needed  revolution  into  the 
field.  Last  month  the  Eclipse  500,  a  four-passenger  jet,  was  due 
to  take  a  test  flight  with  its  new  Pratt  &  Whitney  61  OF  engines. 
(Eclipse's  first  flight  test,  in  2002,  was  made  with  a  pair  of  pint- 
size  Williams  International  EJ22  engines  weighing  only  80 
pounds  apiece.  A  daring  try,  but  those  EJ22  engines  proved  too 
anemic  and  fragile,  and  Eclipse  severed  its  ties  with  Williams.) 

Certification  and  delivery  of  the  Eclipse  500  is  now  expected  in 
2006.  Here's  the  revolution:  The  Eclipse  500  will  cost  about  $1 .3  mil- 
lion— about  half  the  cost  of  the  rival  four-passenger  Cessna 
Mustang,  also  due  out  in  2006.  There's  no  question  that  the 


Cessna  Mustang  will  be  a  first-rate  jet  in  quality  and  safety.  These 
are  traditional  Cessna  attributes  and  the  reason  (Cessna  will  say)  the 
Mustang  deservedly  costs  twice  as  much.  I've  sat  in  both  prototypes 
and  prefer  the  Mustang  for  comfort  and  styling.  Indeed,  the  Eclipse 
is  so  tiny  as  to  be  cramped  for  my  stiff  back  and  long  legs.  But  its 
performance — in  speed,  range,  short-field  utility  and  direct  oper- 
ating costs  ($0.67  per  mile) — trumps  Cessna's,  at  half  the  price. 

Eclipse's  Low  Break-Even  Point 

Can  Eclipse  make  money  selling  a  new  jet  for  $1.3  million?  I  think  it 
will  succeed,  for  three  reasons. 

•  Eclipse  has  gone  to  the  trouble  of  certifying  a  new  manufac- 
turing process  called  friction-stir  welding.  Sheets  of  aluminum 
won't  be  riveted  by  workers,  but  welded  by  robots.  I've  seen 
these  robots  at  Eclipse's  Albuquerque  assembly  plant;  they  look 
like  something  from  the  floor  of  a  futuristic  Japanese  auto  man- 
ufacturer. Robots  will  cut  the  man-hour  labor  in  an  Eclipse  jet 
from  3,000  (the  industry  average)  to  700. 

•  Because  of  the  lower  costs,  Eclipse  says  it  will  break  even  at 
500  airplanes  a  year.  At  rival  Cessna  the  assumption  has  always 
been  that  Eclipse  will  need  to  sell  several  thousand  jets  a  year  to 
break  even,  which  is  why  Cessna  executives  haven't  taken  the 
Eclipse  threat  seriously.  Better  check  that,  Cessna. 

•  Eclipse  sees  several  new  markets  it  believes  will  expand  the 
market  for  bizjets:  air  taxis,  hourly  logistics  (e.g.,  when  a  remote 
factory  is  losing  money  for  lack  of  a  part)  and  newly  affluent 
countries,  such  as  China.  Eclipse  now  has  1,400  orders. 

I'll  confess  that  I've  liked  Eclipse  since  writing  a  May  29, 
2000  column  about  it.  What  initially  got  my  attention  was  a 
nasty  swipe  leveled  at  Eclipse's  CEO,  Vern  Raburn,  by  a  promi- 
nent aviation  editor — a  skeptic  who  bragged  that  he'd  seen 
every  startup  failure  in  aviation  during  the  last  40  years.  This 
editor  was  happy  to  tell  his  readers  why  Eclipse  would  be  next. 
Newcomer  Raburn  attracts  this  kind  of  bilious  response  in  a 
conservative  industry.  A  natural-born  promoter  well-versed  in 
the  software  business,  Raburn  worked  with  Bill  Gates  when 
Microsoft  was  still  incubating  in  Albuquerque  and  later  worked 
with  Microsoft  cofounder  Paul  Allen.  Raburn  tapped  these  con- 
tacts to  raise  $360  million  in  startup  capital  for  Eclipse. 

A  previously  skeptical  trade  publication,  Aviation  International 
News,  now  gives  the  Eclipse  500  a  75%  chance  of  success.  That's 
about  as  high  a  ranking  as  a  new  aircraft  gets  in  this  risky  field, 
and  it  matches  A/ATs  success  probability  for  the  Cessna  Mustang. 

Here's  to  Eclipse — and  to  the  confounders  of  cynicism  that 
make  America  great.  F 
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Sham?  What  Sham? 


I 


Snakebitten: 
Henry 

Camferdam  Jr. 


Indianapolis  business- 
man Henry  N.  Cam- 
Iferdam  Jr.  got  lots  of 
press  for  suing  account- 
ing, law  and  banking 
firms,  claiming  they  sold 
him  a  Cobra  tax  shelter 
knowing  the  Internal 
Revenue  Service  would 
call  it  bogus.  "It  was  ob- 
vious there  was  no  busi- 
ness purpose  for  this 
shelter  other  than  tax  re- 
duction," he  testified  to 
the  Senate  Finance 
Committee.  Camferdam  was  featured  sympathetically  in  an 
Emmy  Award-winning  60  Minutes  segment.  But  now  he  is  suing 
the  IRS  in  his  home-city  federal  court,  claiming  the  agency  in  fact 
erred  in  finding  Cobra  "a  sham  [that]  lacked  economic  sub- 
stance." Camferdam  is  fighting  the  IRS'  bid  for  $10  million  in 
taxes  and  $4  million  in  penalties.  — Janet  Novack 

Bush  Raises  Taxes 

A  just-issued  IRS  revenue  ruling  effective  Jan.  12  will  increase  the 
federal  tax  bite  on  athletes,  corporate  executives  and  anyone  else 
who  gets — or  pays — a  signing  bonus.  The  edict  rescinds  a  1958 
ruling  that  such  payments  were  not  income  at  all  for  the  pur- 
pose of  payroll  taxes  like  the  2.9%  Medicare  levy — $145,000, 
split  between  employer  and  employee,  on  a  $5  million  bonus — 
which,  unlike  Social  Security,  has  no  yearly  maximum.  The  rul- 
ing also  requires  withholding  for  income  taxes  on  the  bonus,  let- 
ting the  feds  grab  their  cut  earlier.  — Ashlea  Ebeling 

It's  That  Other  0.2%  We  Worry  About 

Aviation  crash  databases  say  9%  of  all  Cessna  208  Caravan 
turboprop  planes  ever  made  have  been  in  an  accident,  collectively 
killing  as  many  as  240  people.  A  Cessna  flack  was  "unable  to  ver- 

The  Land  of  Opportunity 


ify"  such  numbers  but  also  didn't  dispute  them.  A  U.S.  safety 
agency  just  urged  more  pilot  training  about  Caravan  deicing,  say- 
ing ice  buildup  caused  26  crashes  from  1987  to  2003.  Authorities 
continue  to  probe  a  Dec.  6,  2004  crash  of  a  Salmon  Air-owned 
Caravan  under  contract  to  United  Parcel  Service  near  the  Hailey, 
Idaho  airport,  killing  the  pilot  and  a  passenger.  Starting  in  the 
1980s  Cessna,  part  of  Textron,  has  sold  1,400  of  the  high-wing 
single-engine  workhorses  (price:  $1.5  million)  used  worldwide  to 
haul  cargo  or  up  to  14  passengers.  A  Cessna  statement  lauds  a 
"remarkable  99.8%  dispatch  reliability  rate." — William  P.  Barrett 

Certainly  Produced  Jobs  for  Lawyers 

The  bitter  lawsuit  by  the  Robertson  family,  claiming  Princeton 
University  misused  a  1961  gift  of  $35  million  (which  grew  under 
family  stewardship  to  $600  million  after  paying  out  $260  mil- 
lion) to  provide  graduate  education  for  would-be  public  ser- 
vants, contains  this  allegation:  So  few  students  took  such  first 
jobs  that  the  cost  of  each  successful  placement  worked  out  to 
$1.2  million.  Princeton,  which  defends  its  use  of  the  money,  says 
every  recipient  benefited  somehow,  in  effect  calculating  the  per- 
student  cost  at  only  $150,000.  The  Robertsons  sued  after  Prince- 
ton moved  to  reduce  the  family's  influence  over  investments. 
The  combined  legal  bills  in  the  case,  headed  for  a  2006  trial 
unless  there's  a  settlement,  likely  will  top  $15  million.  — A.E. 


Imagine  If  the  Chinese  Privatized  It  All 

A  Chinese  stock's  free  float— percent  of  shares  easily  available 
to  the  investing  public— is  correlated  with  better  future  returns, 
a  Financial  Analysts  Journal  study  says.  Free  float,  write 
Fenghua  Wang  and  Yexiao  Xu,  "serves  as  a  signal  of  the  qual- 
ity of  corporate  governance  in  a  Chinese  company,  which  will 
affect  the  company's  future  cash  flows."  On  average,  half  the 
A  shares  in  "public"  Chinese  firms  can't  trade  because  of  gov- 
ernmental ownership  or  other  restrictions.  After  examining  data 
from  1996  to  2002  the  researchers  say  free  float  is  a  better 
factor  in  predictions  than  beta  or  book-to-market  ratio.— W.P.B. 


Few  ideas  seem  too  far-fetched  these  days  for  those  peddling  franchise  deals. 

■Tatiana  Serafin 

NAME/HOME  OFFICE 

LINE  OF  BUSINESS 

FEE 

FRANCHISES 

Black  Diamond  Golf/San  Antonio,  Tex. 

golf-club  cleaning  system 

$50,000 

55 

Edible  Arrangements/Hamden,  Conn. 

floral  fruit  designs 

25,000 

63 

GarageTek/Syosset,  N  Y. 

garage-organization  systems 

50,000 

70 

Male  Care/Augusta,  Ga. 

combo  barber  shop/car  wash/cleaners  25,000 

0 

My  Girlfriend's  Kitchen/Salt  Lake  City,  Utah 

self-prepared  takeout  food 

35,000 

1 

Snitch/Louisville,  Ky. 

free  local  newspaper  covering  crime 

40,000 

0 

Wholly  Crap/Brookfieid  Ohio 

pet-refuse  removal  service 

12,500 

0 

World  Championship  Armwrestling/Ames,  Iowa 

regional  tournaments 

50,000 

4 

Sources:  Entrepreneur  magan:              \l  iuinchisors. 
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SMALL  BUSINESS  SURVEY: 


At  FedEx  Kinko's,  you  can  copy,  print  and 
ship  via  FedEx  Ground  and  FedEx  Express 
all  in  one  place.  Does  this  interest  you? 


Yes.  1  No.  Do  I  look  like  I  was  born  yesterday? 

Next  you'll  be  telling  me  that  all  the  computers 
in  the  world  are  connected  to  each  other  by 
some  sort  of  "electronic  superhighway."  Go  sell 
your  tall  tales  to  somebody  else,  Jules  Verne. 


Kinko's 

fedexkinkos.com  Our  office  is  your  office.-        Office  and  Print  Center 

5  2004  FedEx. 
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85  YEARS  AGO  IN  FORBES  I  JANUARY  10. 1920 

The  President  as  CEO  Four 

years  from  now  the  country  will  be  ready 
to  draft  a  business  man  as  its  Chief  Exec- 
utive. A  business  man  would  introduce 
into  the  administration  of  Government 
some  of  the  economies,  organization  and 
efficiency  which  he  has  practiced  in  busi- 
ness. He  would  root  out  innumerable 
extravagances.  He  would  cut  down  our 
terrific  army  of  office  holders  and  civil 
servants.  He  would  give  the  tax  payers 
more  for  their  money. 

20  YEARS  AGO  IN  FORBES  I  JANUARY  14. 1985 

IBM  Foreshadowing  m 

the  last  18 
months  some 
half-dozen 
companies, 
most  of  them 
startups  pro- 
ducing work- 
alikes  to  the 
IBM  PC,  have  dropped  out  of  the  personal 
computer  business.  More  will  vanish.  By 
1985,  90%  of  the  $23  billion  (retail)  busi- 
ness was  concentrated  among  five  com- 
panies—IBM, Apple,  Compaq,  Kaypro  and 
Tandy.  At  the  close  of  last  year  the 
specter  of  something  more  ominous  than 
a  shakeout  appeared  in  industry  sales 
figures:  slowing  growth. 
IBM  is  selling  its  PC  business  to  Chinese 
rival  Lenovo  in  a  deal  worth  $1.75  billion. 

15  YEARS  AGO  IN  FORBES  I  JANUARY  8, 1990 

J&J  on  Top  Johnson  &  John- 
son Chairman  Ralph  Larsen,  51,  is  run- 
ning what  may  be  the  world's  best  per- 
sonal products  and  health  care 
company.  Over  the  past  decade  it  has 
returned  21%  on  its  equity,  versus  an 
industry  average  of  16%.  Calling  J&J 
"one  of  the  best-diversified  and  best- 
positioned  health  care  companies  in  the 
world,"  Sanford  C.  Bernstein  analyst 
Kenneth  Abramowitz  forecasts  annual 
earnings  growth  of  15%  through  1993. 
The  toughest  part  of  Larsen's  job  will  be 
to  keep  his  $9  billion  (revenues)  com- 
pany innovative. 

Johnson  &  Johnson  is  buying  medical 
device  maker  Guidant  for  $24  billion. 


Follow-Through 

JANUARY  12,  2004 


White  Goods 


A year  after  our  cover  story,  Best  Buy 
is  raking  it  in,  even  though  its  mar- 
keting strategy  was  out  of  step  with 
some  consumers'  desires.  Chief  Execu- 
tive Brad  Anderson  had  repositioned  the 
company  as  a  service-oriented  retailer 
selling  pricey  digital  TVs,  stereos  and 
gadgets.  But  sales  of  some  of  those  items 
have  been  sluggish.  The  winners:  refrig- 
erators, ranges  and  washing  machines. 
Best  Buy  should  post  2004  earnings  per 
share  of  $2.94,  up  20%,  on  revenue  of 
$27.5  billion.  —Mark  Tatge 

JANUARY  7,  2002 

Perfect  Pitchman 

Omnicom  Chief  lohn  Wren  set  a  high 
bar  for  himself  three  years  ago: 
Maintain  the  advertising  giant's 
double-digit  annual  revenue  growth  and 
continue  reeling  in  $4  billion  in  new 
billings  a  year.  Wren  has  largely  met  those 
goals  in  a  rough  climate,  racking  up  a 
14%  revenue  hike  in  2003  and  a  projected 
13%  in  2004.  New  billings  have  totaled 
$4  billion  in  each  of  the  last  three  years. 
Omnicom  units  wooed  a  raft  of  clients, 
including  Capital  One,  DirecTV,  Novartis 
and  Subway,  away  from  competitors.  In 
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December  an  antsy  PepsiCo  moved  its 
$33.  million  diet  Pepsi  business  from 
longtime  Omnicom  agency  BBDO  to  sis- 
ter unit  DDB  Worldwide.  Next:  develop- 
ing TV  shows  that  highlight  an  adver- 
tiser's products.        — Penelope  Patsuris 

JANUARY  12,  2004 

If  at  First ...  Try 
Again 

Since  we  cited  Fidelity  National 
Financial  as  a  topflight  insurer,  it 
became  a  hot  prospect.  Two  private 
equity  kingpins,  Thomas  H.  Lee  Partners 
and  Texas  Pacific  Group,  tried  to  buy  it  in 
a  deal  worth  $9  billion.  But  the  acquisi- 
tion was  reportedly  thwarted  by  rating 
agencies  concerned  over  the  debt  the 
diversified  title  insurance  and  real  estate 
services  company  would  need  to  assume. 
Instead,  T.H.  Lee  and  Texas  Pacific  are 
anteing  up  $500  million  for  a  25%  stake 
in  a  unit  of  the  company  called  Fidelity 
National  Information  Services.  The  part- 
ners could  see  a  return  on  their  invest- 
ment soon.  The  Jacksonville,  Fla.  parent 
company  plans  to  spin  off  the  unit  in  an 
initial  public  offering.  — Carrie  Coolidge 

JANUARY  6,  2003 

Pogo  Sticks 

Electronic  Arts  is  still  king  of  the 
booming  videogame  business,  de- 
spite missteps  in  its  online  gaming 
efforts.  With  $3  billion  in  revenue  in  the 
fiscal  year  ended  Mar.  31,  2004,  the  pub- 
lisher of  Madden  NFL  and  The  Sims 
boasted  $577  million  in  profits,  an  82% 
increase  over  2003 — this  after  a  flop  by 
The  Sims  online.  An  EA  spokesman  says 
the  company  rushed  the  game  out  too 
quickly  and  charged  too  much  to  online 
users,  including  a  $10  monthly  fee.  EA  has 
scaled  back  its  Internet  operation,  taking 
an  impairment  charge  of  $63  million.  But 
there's  one  online  bright  spot:  Pogo,  a 
game  download  service  aimed  at  families, 
which  helped  boost  online  revenue  11% 
to  $50  million.  — Dorothy  Pomerantz 
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CURRENCY  BETS 


A  Word  From 
A  Dollar 
Bear 

Warren  Buffett's  vote  of  no 
confidence  in  U.S.  fiscal 
policies  is  up  to  $20  billion. 
By  Robert  Lenzner  and  Daniel  Kruger 

THE  DOLLAR  HAS  FALLEN  SAVAGELY  AGAINST 
the  euro  for  the  past  three 
years,  and  the 
trade  deficit  is 
running  $55  bil- 
lion a  month.  Is 
the  currency  rout  over?  Can 
the  trade  deficit  be  fixed  with  a 

rise  in  interest  rates  or  an  upward  revaluation  of  the  Chi 
nese  currency?  Warren  Buffett,  the  world's  most  visible  dollar 
bear,  says  the  answer  to  both  these  questions  is  no.  His  bet  against 
the  dollar,  reported  at  $12  billion  in  his  last  annual  report  (for  Dec. 
31,  2003),  has  gotten  all  the  bigger.  Now  his  Berkshire  Hathaway 
has  a  $20  billion  bet  in  favor  of  the  euro,  the  pound  and  six  other 
foreign  currencies. 

Buffett  has  for  a  long  time  been  lecturing  fellow  Americans 
about  their  bad  habit  of  borrowing  from  abroad  to  live  well 
today.  He  made  a  big  stink  about  his  currency  trades  in 
his  March  2004  letter  to  shareholders.  FORBES 
phoned  him  recently  for  an  update,  hoping  for  the 
news  that  the  Scold  of  Omaha  had  softened  his 
views  on  the  decline  of  the  dollar.  What  we  got  was 
more  doom  and  gloom,  more  than  we  have  ever  heard 
from  the  man.  In  other  words,  he  is  not  about  to  cover  his  short 
position  on  the  dollar. 
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Euros  per  U.S.  dollar 


Buffett  said  that  he  began  buying  foreign  currency  forward 
contracts  when  the  euro  was  worth  86  U.S.  cents,  and  kept  buy- 
ing until  the  price  reached  $1.20.  It  s  now  worth  $1.33.  Buffett 
said  he  is  not  adding  new  positions  now  but  has  been  rolling  over 
contracts  as  they  mature.  Berkshire  lost  $205  million  on  currency 
speculations  in  the  first  half  of  2004,  but  more  than  made  that 
back  with  a  $412  million  gain  in  the  third  quarter.  It's  likely  that 
the  December  quarter  report  will  show  another  huge  gain. 

Since  January  2002  the  dollar  has  fallen  33%  against  the  euro. 
Buffett  blames  that  on  bad  policy,  coming  from  both  the  White 
House  and  Congress.  It  does  appear  that  forex  speculators  are  no 
big  fans  of  George  Bush  or  his  Treasury  secretary,  John  Snow. 
Since  Nov.  2  the  dollar  has  fallen  4.4%  against  the  euro. 

Says  Buffett:  "The  rest  of  the  world  owns  $10  trillion  of  us, 
or  $3  trillion  net."  That  is,  U.S.  claims  on  foreign  assets  run  to 
only  $7  trillion.  "If  lots  of  people  ^ 
try  to  leave  the  market,  we'll  have 
chaos  because  they  won't  get 
through  the  door."  In  a  nutshell, 
the  trade  deficit  is  forcing  foreign 
central  banks  to  ingest  U.S.  cur- 
rency at  a  rate  approaching  $2 
billion  a  day.  Buffett  continues: 
"If  we  have  the  same  policies,  the 
dollar  will  go  down." 

The  $20  billion  bet  has  to  be 
t  put  in  context.  Berkshire  has  a 
:  huge  portfolio  of  investments 
that  includes  $40  billion  of  Trea- 
i  sury  securities.  Budget  and  trade 
deficits  are  likely  to  make  dollars 
worth  less  and  bonds  worth  less.  So 

the  currency  play  is  a  partial  hedge  of  a  large  position  that  can  be 
!  read  as  bullish  on  the  U.S. 

Still,  that  Buffett  is  making  a  currency  bet  at  all  is  striking 
given  that  this  investor  has,  in  his  74  years,  rarely  made  macro- 
economic  bets.  He  built  Berkshire  to  a  $130  billion  market  value 
by  acquiring  parts  or  all  of  lots  of  businesses,  primarily  in  the 
insurance  sector  and  primarily  in  the  U.S.  Now  some  of  those 
i  assets  are  antidollar  assets.  Example:  In  2002  he  bought  bonds  of 
Level  3,  a  telecom  company,  that  were  denominated  in  euros.  In 
j  2000  Berkshire  picked  up  MidAmerican  Energy,  a  gas  pipeline 
:  company.  By  doing  so,  Berkshire  indirectly  acquired  the  assets  of 
|  Northern  Electric,  a  utility  in  England,  at  a  time  when  the 
I  pound  was  worth  $1.58.  Now  it's  worth  $1.94,  so  Berkshire  has 
I  a  paper  gain  irrespective  of  any  appreciation  in  the  electric  com- 
)  pany's  pound-denominated  earning  power. 

A  continuing  fall  in  the  dollar  "could  cause  major  disrup- 
I  tions  in  financial  markets.  There  could  be  unpredictable  side 


Decline  and  Fall 

The  dollar  has  fallen  sharply 
against  the  euro  in  the  past 
3  years.  What  will  happen 
in  2005? 
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Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


effects.  It  could  be  precipitated  by  some  exogenous  event  like  a 
Long-Term  Capital  Management,"  Buffett  says,  referring  to  the 
1998  collapse  of  a  steeply  leveraged  hedge  fund. 

How  about  a  soft  landing  for  our  deficit-addicted  economy? 
Don't  count  on  it.  We're  running  $100  billion  a  year  in  the  hole 
against  China,  but  Buffett  doesn't  expect  that  an  upward  revalu- 
ation of  the  renminbi  (stoutly  resisted,  in  any  event,  by  the  Chi- 
nese government)  would  greatly  reduce  this  number. 

How  about  a  rise  in  short-term  interest  rates?  They  used  to 
say  on  Wall  Street,  "Six  percent  interest  will  draw  money  from 
the  moon."  Buffett  is  skeptical,  though,  that  the  recent  tighten- 
ing by  Fed  Chairman  Alan  Greenspan  will  do  much  more  than 
"put  off  the  day  of  reckoning." 

Nor  does  Buffett  support  the  notion  that  intervention  in  the 
currency  markets  by  one  or  another  central  bank  can  overcome 

the  momentum  of  a  currency 
that's  losing  value.  "Sooner  or  later 
markets  win  over  the  interveners. 
The  intervenors  always  run  out  of 
gas,"  says  Buffett. 

What  is  absolutely  necessary 
to  bolster  the  dollar  is  "a  public 
policy  that  brings  imports  and 
exports  together."  Buffett  has  pro- 
posed a  grand  scheme  to  force 
imports  and  exports  into  perfect 
balance  by  demanding  that  each 
dollar  of  imports  be  accompanied 
by  a  certificate  bought  from  an 
exporter  who  moved  a  dollar  the 
other  way.  He  concedes,  using  the 
self-deprecating  humor  for  which 
he  is  known,  that  this  scheme  has  met  with  deafening  silence 
from  policymakers. 

Moving  beyond  cloudland  to  economic  history,  Buffett 
reflects  wistfully  on  the  writings  of  David  Ricardo,  the  19th-cen- 
tury trade  theorist:  "In  those  days  the  trade  imbalances  got  set- 
tled in  gold — and  when  they  ran  out  of  gold,  people  stopped 
doing  business  with  you."  A  gold  standard?  More  wishful  think- 
ing. But  Buffett  is  no  goldbug.  It's  more  that  he's  an  antidollar 
bug.  In  dollar  terms,  gold,  copper  and  oil  have  all  climbed  in  the 
past  several  years;  in  euros,  not  so  sharply. 

So,  Warren,  what  are  you  buying  now?  And  what's  your  pre- 
diction for  the  dollar  next  year?  His  answers,  respectively:  No 
comment,  and  I'm  not  making  one. 

But  here's  a  long-term  perspective.  He  says  he  may  hold  for- 
eign currencies  "for  years  and  years."  And  he  says  that  the  elec- 
torate of  the  U.S.  may  be  strongly  tempted  to  get  out  of  hock  by 
inflating  away  the  country's  dollar  debts.  F 
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THE  WEB 


Feed  Me 


A  toy  for  bioggers  could  disrupt  real 

Web  businesses  By  Peter  Kafka  and  David  Whelan 

LICKR,  A  TEN-MONTH-OLD  PHOTO  WEB  SITE,  HAS 
already  signed  up  176,000  users,  stealing  shutterbugs 
from  larger  and  older  rivals  like  Ofoto  and  Snapfish. 
Flickr's  selling  point:  When  users  post  new  photos,  the 
site  can  automatically  stream  them  out  to  the  desktop 
PCs  of  friends  and  family.  The  technology  that  makes  Flickr  pos- 
sible is  called  RSS,  for  really  simple  syndication,  a  messaging  for- 
mat that  lets  sites  easily  and  automatically  stream  data  to  other 
sites,  cell  phones  and  Centrino  laptops.  Instead  of  searching  for 
information,  you  get  RSS  to  push  it  to  you. 

By  Internet  standards  RSS  is  ancient,  invented  circa  1997,  but 
it  is  just  now  catching  on,  in  part  because  of  the  millions  of  blogs 
constantly  generating  new  content  and  in  part  because  of  new  RSS 
search  services  like  Feedster.com  that  sort  through  the  missives 
like  an  e-mail  reader.  Technorati.com  is  now  monitoring  more 
than  5  million  RSS-enabled  blogs.  Yahoo's  free  MyYahoo  service, 
revamped  in  September,  offers  a  built-in  RSS  reader.  Microsoft  is 
tinkering  with  its  own.  Google  is  pushing  a  similar  syndication 
technology  called  Atom.  Forrester  Research  analyst  Charlene  Li 
guesses  that  2  million  people  are  reading  RSS  deliveries  regularly. 
(Forbes.com  broadcasts  43  different  feeds.) 

Much  hype  has  swirled  around  RSS'  presumed  ability  to  allow 
^  blogs  to  subvert  big  media.  That's  a  romantic  presumption.  The 

likelier  disruption  will  come  in  areas  such  as  classifieds,  search  and 
e-commerce.  RSS  lets  big  companies  increase  their  reach — Ama- 
zon.com now  streams  catalog  updates  to  its  Web  resellers — while 
letting  little  guys  into  the  game.  LiveDeal,  a  new  Ebay  competi- 
tor, touts  its  use  of  RSS  as  its  differentiating  factor.  Users  don't 

Cm         v"  ; 9    'iave  to  ^eeP  corrnn8  back to  'ts  s'te  to  check  for  new  items. 

RSS-based  searchers  Technorati,  Topix,  Feedster  and  Day- 
Pop  look  for  instantly  updated  material,  thus  providing  a  dif- 
ferent slice  of  the  Web  than  Google  does,  one  based  on  fresh- 
ness rather  than  relevancy.  Down  the  road,  online 
advertising  might  mutate  into  something  wrapped 
around  RSS  streams— if  fewer  people  surf  news 
sites  or  use  traditional  search  services.  Feedster  has  already  started  incorporating 
sponsored  links  with  its  RSS  headlines. 

Monster.com,  the  biggest  Internet  job  board,  is  keeping 
its  listings  walled  off  from  RSS  for  now,  but  smaller  rivals 
such  as  CareerBuilder  and  Craigslist  are  blasting  feeds  either 
directly  to  job  hunters  or  to  aggregators  like  Feedster,  which 
pulls  in  5,500  new  job  listings  a  day,  close  to  as  many  as  Mon- 
ster. "RSS  is  a  big  coup  for  us,"  says  Robert  Salerno  of  Ac- 
tiveWireless,  a  cellular  industry  job  site  that  has  been  using 
RSS  since  August  to  augment  its  listings. 

Feedster  Chief  Executive  Scott  Rafer  has  raised 
$1  million  from  such  venture  sources  as  Ebay  founder 
Pierre  Omidyar.  "A  lot  of  industries  are  worried,"  says 
Rafer.  F 


You  need  a  Web  service  or 
reader  software  to  grab  an 
RSS  feed.  Point  one  to  a 
Web  site  and  you're  done. 

TO  GET  SERVICE 

biogiines.com 
my.yahoo.com 

TO  DOWNLOAD  SOFTWARE 

newsgator.com 
feeddemon.com 
shrook.com 
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NUMBERS  GAME 

Not  So  Swiff 

Amid  questions  over  insider 
stock  purchases,  self-dealing 
and  cronyism,  Swift 
Transportation  is  changing 
its  management.  Except  it's 
not  By  Elizabeth  MacDonald 


JERRY  C.  MOYES  FOUNDED  SWIFT 
Transportation  38  years  ago  and 
built  it  into  one  of  the  nation's 
largest  truck  fleets,  with  a  blue- 
chip  customer  roster  that  in- 
cludes Wal-Mart  and  DaimlerChrysler. 
Along  the  way  he  and  his  family  accumu- 
lated 38%  of  the  company,  and  he  became 
a  glamorous  player  in  real  estate  and  pro 
sports  in  Phoenix,  investing  in  baseball's 
Diamondbacks,  basketball's  Suns  and 
hockey's  Coyotes. 

Moyes  likes  to  say  he  "loves"  Swift 
and  its  employees.  But  in  these  times  of 
Sarbanes-Oxleyism,  getting  too  intimate 
with  your  company  can  be  dangerous. 

Four  of  the  nine  Swift  directors  have 
close  ties  to  him  (some  invested  in  his 
teams),  says  stock  research  firm  Gradi- 
ent Analytics.  He  owns  a  truck-leasing 
company  that  collected  $68  million  from 
Swift  over  the  past  three  years.  How 
much  of  that  was  for  drivers?  For  fuel? 
At  what  price?  "That  information  is  not 
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broken  out,"  says  David  Berry,  a  Swift 
vice  president. 

Moves  also  has  uncanny  luck  in  tim- 
ing stock  buys,  says  Zachary  Shannon,  a 
Gradient  analyst.  Moyes  bought  in  on 
May  19,  2004,  just  five  days  before  Swift 
announced  a  stock  buyback,  and  a  favor- 
able earnings  forecast  sent  the  stock  up 
20%  in  one  day.  He  had  also  bought 
shares  on  Mar.  22,  a  day  before  another 
buyback  announcement. 

The  company  says  that  the  Securities 
&  Exchange  Commission  is  investigating 
possible  insider  trading  by  Moyes  and 
other  insiders.  Other  regulators  are  prob- 
ing Swift's  safety  record. 

Time  for  a  little  sweeping-up  in  the 
corner  office?  Swift  says  it  anticipates  that 


by  the  end  of  2005  Moyes  will  give  up  the 
chief  executive's  title.  And  the  company 
has  formed  a  new  "office  of  the  chair- 
man" to  oversee  Swift's  strategic  and 
operational  decisions. 

Applause,  applause — until  you  see 
who's  on  this  committee:  Moyes,  who  re- 


with  Swift  since  2003.  The  other  is  William 
Riley,  a  longtime  Swift  employee  who  took 
over  as  Swift's  chief  financial  officer  last 
November.  Riley  and  his  family  either  own, 
control  or  are  affiliated  with  three  compa- 
nies that  have  since  2000  sold  $10  million 
worth  of  trucking-related  goods  to  Swift. 


The  SEC  is  investigating 
possible  insider  trading. 


mains  as  chairman,  and  two  other  insiders 
who  have  engaged  in  the  same  kind  of 
dealmaking  that  got  Moyes  into  trouble. 
One  is  incoming  Chief  Executive  Robert 
Cunningham,  who  owns  a  company  that 
has  done  $3.3  million  worth  of  business 


Swift  says  Cunningham  is  unloading 
the  dealership  and  "independent"  directors 
okayed  all  related  party  transactions.  Moyes 
says  his  directors  meet  all  "independence 
requirements."  He  adds:  "I  certainly  haven't 
packed  the  board  [with  cronies]."  F 
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Queen 
Of  Arts 

Louise  MacBain 
is  buying  up  art 
publications 
around  the 
world.  Squeezing 
money  from 
these  titles  will 
be  an  art  in 
itself 

Bflrk  SmiSlse 


LOUISE  BLOUIN  MACBAIN  JUST  HATES  TALKING 
about  her  social  life,  which  involves  tabloid- 
fodder  like  dating  Prince  Andrew,  entertaining 
Bianca  Jagger  and  hosting  dinner  parties  for  Eu- 
ropean royalty. 

What  she  really  wants  to  gab  about  is  her  latest  collecting 
passion.  Over  the  past  two  years  her  Bermuda  investment  com- 
pany,.LTB  Holdings,  has  snapped  up  160  art  tides  in  20  coun- 
tries, including  the  dominant  Art  +  Auction  magazine.  That 
already  makes  her  one  of  die  biggest  art  publishers  in  the  world. 

Now  she  is  laying  out  $20  million  to  launch  a  Web  portal  this 
summer,  a  kind  of  Bloomberg  terminal  for  the  arts,  delivering 


breaking  news  from  the  auction  and  collecting  worlds. 
"Globalization  is  connecting  art  and  its  buyers  every- 
where," she  says.  "There's  no  central  news  or  information 
source  covering  them." 

MacBain,  45,  is  a  Harvard  Business  School  grad  and 
former  investment  banker  who's  been  known  to  dress 
like  neither — arriving  at  business  meetings  in  a  slinky 
white-leather  catsuit.  Much  of  the  money  to  bankroll  her 
art  empire  comes  from  the  classified  ad  publishing  com- 
pany she  cofounded  in  1987  with  John  MacBain,  her  for- 
mer husband.  The  Netherlands-based  Trader  Media 
acquired  400  publications  over  the  next  decade,  most  of 
them  focused  on  ads  for  used  cars,  boats  and  real  estate 
(2003  sales:  $540  million).  The  MacBains  divorced  in 
2000,  and  Louise  later  sold  her  22%  share  of  the  business 
to  her  husband  for  $200  million. 

In  2003  she  bought  Art  +  Auction.  Though  losing  $1 
million  a  year  until  recendy,  and  with  a  circulation  of 
9,000,  the  magazine  makes  its  artist  profiles  and  glitz)' 
Power  100  List  must-reads  among  collectors.  Ac- 
cording to  gossipy  accounts  in  Vanity  Fair  and  the 
British  tabloids,  MacBain  bought  Art  +  Auction  to 
exact  "revenge"  on  Simon  de  Pury,  her  former  boss 
and  lover.  MacBain  was  chief  executive  of  De 
Pury's  famous  but  ailing  auction  house  in  2002,  a 
post  she  resigned  after  ten  months.  MacBain  says 
she  acquired  Art  + Auction  to  anchor  her  business 
with  a  recognizable  brand. 
She  is  hoping  to  parlay  her  background  in  used  car  classi- 
fieds at  Trader  into  pitching  advertisers  for  Modern  Painters. 
That  won't  be  easy.  "They  are  two  very  different  sales  models," 
says  magazine  consultant  Martin  S.Walker. 

Noting  that  advertisers  like  Coach,  Cartier  and  Christian 
Dior  are,  for  the  first  time,  gracing  her  pages,  she  says,  "Give  me 
a  chance.  CNN  wasn't  built  in  a  day." 
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Forget  steroids.  Baseball  owners'  biggest  worry  is  Scott  Boras. 
By  Monte  Burke 


FOUR  YEARS  AFTER  GETTING  ALEX 
Rodriguez  a  ten-year,  $252  mil- 
lion contract,  agent  Scott  Boras 
is  at  it  again.  This  winter  he  has 
seven  of  the  top  ten  free-agent 
baseball  players,  including  Carlos  Bel- 
tran,  who  fits  the  Rodriguez  mold: 
young,  talented  and  very  expensive. 
Boras  gets  the  industry  standard  agent 
fee  of  5%. 

Owners  won't  publicly  criticize  Boras, 
but  let's  just  say  he's  as  popular  as  urinal- 
ysis. "It's  a  domino  effect.  When  he  drives 
up  the  price  for  one  player,  it  drives  up 
the  price  for  every  player,"  says  Salvatore 
Galatioto,  who  represents  baseball  owners 
as  the  head  of  the  sports  advisory  group 
at  Lehman  Brothers.  "It's  terrible  for  the 
game." 

Boras,  52,  spoke  with  FORBES'  Monte 


Burke  to  press  the  opposite  case. 
FORBES:  You  say  contracts  in  base- 
ball are  more  efficient  than  in  other 
sports.  How  so? 

Boras:  The  big,  multiyear  contracts 
represent  a  player's  status,  following 
his  performance  and  market  value 
after  a  period  of  time.  Players  are 
only  rewarded  after  they've  estab- 
lished themselves  as  an  extreme 
benefit  to  the  game.  In  the  NFL, 
quarterbacks  get  $60  million  to  $70 
million  right  out  of  the  draft,  though  they 
have  yet  to  perform.  It's  like  an  IPO.  That 
doesn't  happen  in  our  business. 

FORBES:  Make  the  business  case  for  giv- 
ing these  huge  contracts  to  players  like 
Rodriguez  and  presumably  Beltran. 
Boras:  Any  sport  or  business  or  product 


.    Vnrk  Varies 
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is  all  about  attention.  With 
Rodriguez — with  the  Texas 
Rangers  and  last  year  with  the 
New  York  Yankees — he  was  on 
the  front  page  of  newspapers  in 
the  off-season,  when  the  game 
wasn't  even  being  played.  Same 
with  Beltran  this  year.  That's  a 
substantial  benefit  to  the  fran- 
chise and  to  the  game  itself.  It's 
like  a  company  that  has  a  prod- 
uct. That  product  is  getting 
publicity,  and  you're  not  pay- 
ing for  it. 


FORBES:  Are  players  like 
Rodriguez  and  Beltran 
worth  that  much 
money? 

Boras:  A  ballplayer  is 
someone  who  people 
come  to  see,  like  a  star 
in  a  movie.  You  don't 
sell  the  movie,  you  sell 
the  names  associated 
with  the  movie.  There 
are  15  to  20  players 
who  drive  the  game, 
what  I  call  icon  players. 
The  top  20%  of  players 
get  80%  of  the  salaries, 
like  in  the  movie 
houses.  Owners  who 
invest  in  their  teams, 
who  have  signed  icon 
players — San  Fran- 
cisco, Seattle,  the  Yan- 
kees— sell  out  each 
year,  and  their  fran- 
chise values  have  gone 
up.  It's  just  good  busi- 
ness for  an  owner  to 
pay  fair  market  for 
these  players. 


FORBES:  Owners  say  the 
game  can't  sustain  your  contracts. 
Boras:  By  our  count,  when  I  started  in  this 
business  [1983],  the  baseball  industry  was 
around  $600  million.  Today  gross  revenues 
are  $4. 1  billion.  And  franchise  values  have 
risen  as  well.  Historically  player  salaries  have 
always  been  between  53%  and  55%  of  the 
league  gross  revenues. 
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vest  of  Topeka,  someone's  getting  out  for  a  breath  of  fresh  air. 


■^Thich  is  why  a  farmer  is  harvesting  corn.  And  why 
a  train  is  transporting  that  corn. 


And  why  ADM  is  turning  corn  into  ethanol, 
a  renewable,  cleaner-burning  fuel. 


And 'a  lot  of  us  at  ADM  are  working  to  help  make  sure 
that  fresh  air  is  actually  —  fresh. 
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nity  to  sign  him.  Money  is  a  part  of  win- 
ning, but  like  other  industries,  it's  more 
about  intellectual  power. 


FORBES:  Do  these  big  contracts  leave 
the  small-market  teams  out  in  the  cold? 
Boras:  Small-market  teams  just  have  to  be 
more  creative.  They  can  use  the  draft  or 

trades  to  build  a  winner.  Even  Kansas  City    FORBES:  Are  you  greedy? 
[Beltran's  former  team]  had  the  opportu-     Boras:  We  get  the  greed  label  all  the  million?" 


time.  Some  general  managers  have 
said  about  a  player  "Oh,  he  has  more 
money  than  he'll  ever  need."  And  I 
go,  "Oh  really?  You  work  for  a  billion- 
aire owner.  Why  didn't  he  stop  at  $50 


No  Money  Down 

Worthy  goal:  foster  homeownership.  Unworthy 
side  effect:  foster  deadbeats  |  By  Ira  Carnahan 

WHAT  CAN  YOU  SAY  ABOUT  A  BILL,  INTRODUCED  BY 
a  Realtor  turned  congressman,  that  requires  the 
Federal  Housing  Administration  to  insure  tens  of 
billions  of  dollars'  worth  of  mortgages  taken  out 
by  first-time  home  buyers  who  put  nothing 
down?  Normally,  you  wouldn't  need  to  say  much,  because  it 
would  go  nowhere.  But  this  curious  idea  has  been  embraced  by 
President  Bush  as  part  of  his  ambitious  push  to  build  a  nation  of 
home  and  investment-account  owners. 

It  was  just  a  year  ago  that  Congress  unanimously  passed  the 
President's  American  Dream  Downpayment  Act,  which  gives 
low-income  home  buyers  grants  to  make  their  down  payments. 
But  that  requires  government  spending.  By  contrast  the  Zero 
Downpayment  Act,  which  authorizes  the  mortgage  insurance,  is 
being  touted  as  a  free  lunch  by  the  Bush  Administration  and  Rep- 
resentative Patrick  Tiberi  (R-Ohio),  the  bill's  chief  sponsor. 

John  Weicher,  an  assistant  secretary  at  Housing  &  Urban 
Development,  told  a  congressional  subcommittee  in  2004  that 
the  no-money-down  insurance  won't  cost  the  government's 
insurance  fund  anything  and  will  actually  raise  $184  million  in 
the  first  year  because  borrowers  will  be  charged  higher  premi- 


ums, including  a  2.25%  upfront  fee,  compared  with  the  FHA's 
normal  1.5%  fee.  And  how  will  borrowers  pay  that  fee?  They'll 
be  able  to  fold  it  into — and  increase  the  size  of — their  no- 
money-down  loans,  of  course,  meaning  they'll  start  out  in  an 
even  bigger  equity  hole. 

Right  now  the  FHA  typically  requires  a  down  payment  of  at 
least  3%.  That's  far  below  the  traditional  20%,  but  is  evidence 
that  a  borrower  has  at  least  some  ability  to  budget  and  save  (or 
relatives  who  will  help  out).  As  Ronald  Utt  of  the  Heritage  Foun- 
dation points  out,  "With  today's  median-price  existing  home 
selling  for  $183,600,  half  the  homes  for  sale  in  America  can  be 
purchased  with  standard  FHA  financing  for  a  down  payment  of 
$5,500  or  less." 

Is  anyone  shocked  that  a  home  buyer  who  can't  manage  to 
come  up  with  3%  of  the  house  price  might  be  a  bad  credit  risk? 
The  Congressional  Budget  Office  predicts  that  at  least  30%  of 
no-money-down  borrowers  will  be  foreclosed  on,  about  twice 
the  rate  HUD  predicts.  As  a  result,  by  CBO's  figuring,  the  zero- 
down  program  will  end  up  costing  taxpayers  a  half-billion  dol- 
lars over  four  years. 

Even  some  boosters  for  government-subsidized  housing 
have  questioned  whether  down-payment  giveaways  are  a  bet- 
ter use  of  tax  money  than  other  housing  programs.  Sheila 
Crowley,  president  of  the  National  Low  Income  Housing  Coali- 
tion, told  a  House  hearing:  "The  problem  with  this  legislation 
is  not  what  it  does  but  how  far  off  the  mark  it  is  in  addressing 
the  most  serious  housing  problem — that  is,  the  shortage  of 
rental  housing  stock  that  is  affordable  and  available  to  the  low- 
est-income families." 

The  one  redeeming  feature  of  the  Zero  Downpayment  Act  is 
that  it  could  cut  into  a  racket  in  which  home  builders  funnel 

money  into  nonprofits  such 
as  the  Nehemiah  Corp.  and 
AmeriDream,  which  "donate" 
the  money,  minus  a  fee,  as  a 
down  payment  on  behalf  of 
the  builders'  customers.  The 
losers  in  this  game  are  tax- 
payers, who  end  up  footing 
the  bill  when  marginal 
home  buyers  with  FHA 
insurance — folks  who  never 
put  up  any  genuine  equity — 
are  later  foreclosed  on.  The 
bill  still  promotes  equity- 
free  ownership,  but  at  least  it 
cuts  out  the  middlemen.  F 


By  the  Numbers 


Share  of  mortgages 


sured  by  the  FHA. 


Number  of 
new  FHA  mortgages,  2001-03. 


Delinquency  rate 
of  FHA-insured  mortgages. 


Delinquency  rate  of 
non-FHA  prime  mortgages. 
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by  Ned  Barnholt 
Chairman,  President  and  CEO 
Agilent  Technologies 


>}  Agilent  Technologies 


CORPORATE  CITIZENSHIP 

A  VITAL  STRATEGY  FOR  LEADING  COMPANIES 

While  financial  success  and  market  leadership  are  clearly  a  business's 
top  priorities,  innovation  and  effectiveness  in  corporate  citizenship 
will  increasingly  be  required  for  companies  to  achieve  their  long-term  goals. 
The  highest  standards  of  integrity,  along  with  meaningful  contributions 
to  the  communities  where  companies  operate,  are  key  components  of 
successful  corporate  citizenship  strategies  and  are  becoming  increasingly 
important.  The  expectations  of  customers,  investors,  employees  and 
partners  continue  to  rise,  and  the  ability  to  attract  and  retain  top  employ- 
ees will  be  determined  in  part  by  how  well  companies  meet  their  social 
responsibilities.  Innovation  in  corporate  citizenship  can  be  as  significant  as 
innovation  in  technology,  marketing  and  people  practices. 

Given  its  growing  importance,  it's  probably  counterproductive  to 
approach  corporate  citizenship  as  a  stand-alone  program  or  initiative.  The 
goal  should  be  to  make  uncompromising  integrity  and  contribution  part 
of  the  company's  fabric  by  weaving  them  into  the  company's  values  and 
culture  as  well  as  into  its  market  and  operational  goals,  strategies  and 
metrics.  Companies  also  need  to  take  a  long-term  view  of  citizenship.  While 
the  scope  of  a  company's  activities  will  necessarily  vary  with  business 
conditions,  the  basic  commitment  to  citizenship  should  endure  across  the 
ups  and  downs  of  economic  and  market  cycles. 

How  can  leaders  help  create  an  environment  in  which  innovation  in 
citizenship  can  flourish?  There  are  several  actions  to  consider: 

■  Make  citizenship  a  full-fledged  element  of  company  goals  and  values 

■  Create  expectations  and  incentives  for  senior  managers  to  support 
citizenship  goals 

■  Tailor  citizenship  efforts  to  the  company's  expertise  and  to  the 
communities  where  it  operates 

■  Build  partnerships  with  nongovernmental  and  nonprofit  organizations 

■  Assess  these  efforts  continuously;  be  ready  to  adjust  to  changing 
conditions  and  new  opportunities 

■  Build  internal  and  external  awareness  of  the  links  between  the 
company's  citizenship  efforts  and  its  business  success 

True  leadership  companies  set  the  standard  in  corporate  citizenship,  in 
part  because  businesses  have  responsibilities  that  go  beyond  returns  to 
shareholders.  Companies  have  responsibilities  to  our  employees,  customers 
and  partners  —  in  short,  to  our  fellow  citizens.  Organizations  that  embrace 
these  responsibilities  with  energy  and  creativity  will  help  strengthen  their 
businesses  in  the  long  term  while  doing  what  is  right.  I 
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Watching  the  Watchdogs 

Eliot  Spitzer's  investigation  into  abusive  practices  by  insurers  has  taken  a  worrisome  turn- 
for  the  insurance  regulators  By  Bernard  Condon 


CALIFORNIA  INSURANCE  COMMISSIONER  JOHN  GARA- 
mendi  sued  four  insurers  this  fall,  subpoenaed  others 
and  generally  expressed  moral  outrage  at  kickbacks 
and  other  dirty  doings  in  the  industry.  He  has  nothing 
but  praise  for  New  York  Attorney  General  Eliot  Spitzer 
and  his  probe  of  the  insurance  industry.  So  it's  a  bit  embarrass- 
ing now  to  discover  that  Spitzer  is  scrutinizing  an  insurance  prac- 
tice that  Garamendi's  department  had  blessed. 

Spitzer  recently  subpoenaed  Chubb  Group  for  information 
about  complex  policies  known  as  fi- 
nite reinsurance.  A  kind  of  in- 
surance for  insurers, bought 
sometimes  even  after  an 
event  has  led  to  big 
losses,  they  are  often 
used  just  to  gussy 
up  financial  state- 
ments. The  buyer 
basically  takes  out 
a  loan  to  pay  pol- 
icyholders, but  the 
debt  is  disguised 
because  the  trans- 
action is  booked 
as  a  purchase  of 
reinsurance. 

Some  $26 
billion  worth  of 
these  backward- 
looking  finite  policies 
are  in  existence  in  the 
U.S.,  amounting  to  17% 
of  commercial  insurers'  net 
worth.  Insurers  facing  regu- 
latory heat  could  rock  the 
industry  if  they  began  to  unwind 
even  a  portion  of  this  total. 

One  possible  Spitzer  target:  a  Chubb  deal 
that  started  in  2002,  when  ailing  Canadian 
insurer  Fairfax  Financial  asked  California  reg- 
ulators for  permission  to  take  $300  million 
from  a  securities  portfolio  owned  by  TIG 
Holdings,  one  of  its  subsidiaries  in  the  state. 
The  regulators  objected — TIG  was  ailing, 
too — but  finally  agreed  only  if  Fairfax 
could  get  another  insurer  to  take  over 
>rne  worrisome  TIG  policies. 
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Enter  Chubb.  In  September  2003  it  agreed  to  handle  $300 
million  worth  of  claims  against  TIG  related  to  property  and 
casualty  losses  that  had  occurred  through  December  2002 — that 
is,  nine  months  earlier. 

This  isn't  necessarily  a  bad  practice.  But  it  raises  suspicions 
that  little  risk  is  involved  here — the  insurer  and  the  so-called 
reinsurer  pretty  much  know  the  size  of  the  claims  and  when  the 
bills  will  come  due  and  are  just  pretending  they  don't  know. 
Rather  than  put  up  reserves  now  for  all  the  claims  to  be  paid  in 
the  future,  a  financially  strapped  insurer  shifts  that  burden  to  the 
reinsurer,  paying  the  reinsurer  the  present  value  of  those  future 


Spitzer  is  on  the  hunt  for  traffickers  in  loans  disguised  as  policies.  A 
good  place  to  start:  John  Garamendi  (above),  California's  insurance  cop. 

payments — a  far  lesser  amount.  The  insurer  then  guarantees, 
sometimes  in  a  secret  side  agreement,  that  the  reinsurer  will  be 
protected  from  losses. 

Morgan  Keegan  analyst  John  Gwynn  says  he  has  no  evi- 
dence of  such  a  secret  deal  but  adds  that  the  Chubb  policy 
appears  to  be  just  such  a  loan.  The  first  clue  is  that  within  three 
months  of  the  deal  Chubb  recorded  $290  million  of  claims 
(and  related  costs)  out  of  the  $300  million  it  had  agreed  to 
cover.  Funny  how  those  unexpected  commercial  claims  popped 
up  so  quickly.  But  TIG  didn't  have  to  pay  $300  million  for  the 
coverage.  According  to  Fairfax,  it  agreed  to  pay  only  $  1 80  mil- 
lion, reflecting  the  fact  that  the  claimants  would  be  getting  their 
policy  benefits  over  a  period  of  years. 

Fairfax  and  Chubb  declined  to  comment,  as  did  Spitzer's  of- 
fice. Garamendi's  department  says  there  is  a  blurry  line  between 
insurance  and  a  loan,  but  it  is  confident  Chubb's  policy  amounts 
to  insurance.  The  department  points  out  that  it's  still  unknown 
when  TIG's  corporate  policyholders  will  file  claims  for  money.  F 
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Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HealthFund®  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 

We  want  you  to  know- 
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Life 


©  2004  Aetna  Inc.  Aetna  HealthFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
integrated  Informatics  Study  of  Aetna  HealthFund  enrollment  (January-September  2003). 
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Hello  Out  There! 

Monster  Cable  Products  is  pushing  well  beyond  its 
highly  successful  stereo  cables.  So  where  are  the 
crowds?  |  By  Amanda  Schupak 


YOU  MIGHT  WONDER  IF  NOEL  LEE 
knows  what  he's  doing.  Recently 
the  founder  of  Monster  Cable 
Products,  maker  of  deluxe  stereo 
cables,  spent  $6  million  for  the 
right  to  rename  Candlestick  Park  "Monster 
Park."  Never  mind  that  it's  the  home  of  the 
misbegotten  San  Francisco  49ers.  Or  that 
people  will  mistakenly  think  the  place  is 
named  after  the  other  Monster,  the  online 
employment  outfit.  Lee  has  camouflaged 
his  company's  identity:  While  there's  a  big 
sign  outside  the  park,  there's  no  clue  about 
what  Monster  makes.  No  handouts  with 
your  ticket  stub  or  souvenir  cups.  No  ad- 
vertising value  at  all.  "We  didn't  want  to 
make  it  a  product  play,"  says  Lee,  56.  In- 
stead, he  was  eager  to  do  something  for  the 
city  (whose  parks  department  gets  half  the 
licensing  fee)  and  give  his  workers  in  nearby 
Brisbane  a  boost  on  their  way  to  work. 

A  curious  choice  for  a  guy  in  the  middle 
of  an  ambitious  diversification.  Over  the  last 
25  years  Lee  has  built  a  $100  million  empire 
(which  nets  10%  pretax),  mainly  on  wires. 
Today  the  Monster  label  appears  on  4,000 
products,  from  cables  and  camera  bags  to 
subwoofers  and  sofas,  even  mints.  A  big 
marketing  shove  would  seem  appropriate. 

Yet  Lee  has  always  gone  his  own  way. 
The  son  of  Chinese  immigrants  who  fled  to 
the  U.S.  in  1948,  Lee  got  a  B.S.  in  engineer- 
ing at  California  Polytechnic  State  Univer- 
sity in  1970  and  worked  in  laser- fusion  re- 


search for  Uncle  Sam,  but  grew  bored.  His 
passion  was  music.  At  age  27  he  quit  his 
job  and,  first  wife  in  tow,  toured  with  his 
band.  Two  humbling  years  later  Lee  re- 
turned to  the  lab — then  quit  again. 

If  he  couldn't  make  music  for  a  living,  he 
could  at  least  make  music  sound  better.  Peo- 
ple were  spending  big  bucks  on  new  hi-fi 
systems,  but  hooking  up  their  speakers  with 
cheap  lamp  wire.  Lee  took  $3,000  in  savings 
and  camped  in  his  in-laws'  garage,  attaching 
various  grades  of  copper  wire  to  his  speak- 
ers and  replaying  Amanda  McBroom's 
Growing  Up  in  Hollywood  Town  ad  nauseam 
until  it  sounded  right.  Hundreds  of  spins 
later  came  the  first  Monster  Cable. 

He  sold  his  cables  in  specialty  stores  in 
the  Bay  Area,  funding  inventory  with  letters 
of  credit  from  a  Canadian  distributor.  After 
three  years  of  trade  shows  and  endless  re- 
visions, Lee  secured  a  $250,000  loan  from 
Crocker  Bank  (with  his  parents'  house  as 
collateral).  Monster  moved  to  a  factory,  and 
3  workers  became  30;  today  it's  1,000.  The 
company  makes  23  different  types  of  home- 
theater  cables — priced  $15  to  $4,500— 
available  in  12,000  stores  worldwide,  in- 
cluding specialty  retailers  like  Radio  Shack, 
and  mass-marketers  Target  and  Sears. 

Monster  took  its  first  step  out  of  the  liv- 
ing room  a  dozen  years  ago.  Carried  by  auto 
specialists  who  did  most  of  the  installation, 
the  cables  and  connectors  for  car  stereos 
were  a  success.  And  so  were  the  follow-up 


products,  a  move  back  to  indoor  sound  with 
a  line  of  power  conditioners  and,  later,  sterec 
amps,  designed  by  gearheads  who  receivec 
royalties  on  sales.  While  gross  margins  or 
the  new  components  were  notably  lowei 
than  the  30%  on  stereo  cables,  the  powei 
products  were  profitable  in  two  years  anc 
now  account  for  35%  of  total  sales.  Mean 
time,  the  auto  business  stalled.  But  it's  get 
ting  a  face-lift.  Working  with  Apple,  Monste: 
has  partnered  with  SoundGate,  a  Sheridan 
Wyo.  digital  audio  outfit,  to  create  th« 
iCruze,  a  $200  device  that  allows  iPod  user: 
to  play  MP3s  through  their  car  stereos. 
Now  comes  M-Design,  a  radical  depar 
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ture  from  the  past,  offering  classy  and  ex- 
pensive furniture,  introduced  in  June  to  two 
dozen  or  so  consumer  electronics  stores 
around  the  country.  Component  centers, 
running  from  $2,000  to  $5,000,  accommo- 
date and  hide  the  gamut  of  A/V  equip- 
ment— and  keep  them  cool  with  internal 
fans.  A  $3,500  subwoofer  doubles  as  a  side 
table.  And  then  there's  the  $6,000  leather 
"action  couch."  Fitted  with  remotely  con- 
nected amplifiers  and  vibrators  that  rumble 
with  low-frequency-effects  in  movies,  it's 
part  audio  enhancer,  part  back  massager. 

Lee  has  sunk  $5  million  or  more  into 
this  latest  venture.  A  lot  of  that  has  gone  into 


design  and  high-quality  manufacturers  in 
Italy  and  China.  He  even  licensed  material 
from  Disney  and  Electronic  Arts  to  give  re- 
tailers a  dramatic  demo  DVD  for  the  inter- 
active furniture.  Yet  the  Monster  Web  site 
has  no  mention  of  or  link  to  M-Design. 

Perhaps  that's  one  reason  the  new  line 
hasn't  sold  well  yet.  Alan  C.  (never  reveal- 
ing his  last  name,  he  goes  by  "the  Audio 
Elf),  a  retail  rep  at  New  York's  Stereo  Ex- 
change and  a  leading  Monster  salesman,  is 
optimistic  about  the  line's  eventual  success. 
But  he  hears  echoes  of  the  two  most  com- 
mon phrases  uttered  by  clients  in  his  35 
years  of  home  theater  sales:  "I  have  to  come 


back  with  my  wife,"  followed  the  next  day 
by  "Not  in  my  home."  Fewer  than  a  dozen 
complete  $20,000  packages  have  sold. 

That  hasn't  stopped  Lee  from  consid- 
ering his  next  new  bet — on  wireless.  Slated 
for  sometime  next  year  is  a  series  of  touch- 
pad-control  wireless  remote  systems  to  dis- 
tribute sound  throughout  the  home  and 
consolidate  the  operations  of  stereo,  TV, 
lights,  drapes,  even  heating  and  air-condi- 
tioning. To  avoid  the  slugfest  between  ti- 
tans, Lee  is  deliberately  making  his  controls 
compatible  with  all  major  electronics  man- 
ufacturers. Says  he:  "I  want  Monster  to  be 
to  wireless  what  Windows  is  to  PCs."  F 
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Technology 


The  Accidental 
Videographer 

Sick  of  wrestling  with  hours  of  raw  holiday  footage? 
The  insta-movie  is  here  |  By  Justin  Doebele 


SUNG  HWAN  CHO  IS  A  30-YEAR-OLD 
computer  science  graduate  from 
Stanford,  living  in  New  York,  and 
he's  fairly  handy  around  a  PC.  Last 
year  Cho  thought  he'd  make  a  simple  two- 
minute  video  of  his  cousin's  wedding.  It 
took  him  several  hours  to  cut  one  hour  of 
footage  down  to  something  short  and 
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sweet,  using  Pinnacle  Studio  software.  "I'll 
never  do  that  again,"  he  says.  "I  just  don't 
have  the  patience."  Six  more  hours  of 
holiday  videos  as  well  as  his  Pinnacle  pro- 
gram are  gathering  dust. 

Then  there's  Dixie  Wu-Lim,  a  profes- 
sional video  editor  based  in  Singapore. 
She  has  produced  videos  for  MTV  Asia 


Muvee  founders  Terence  Swee 
and  Peter  Kellock. 


and  HBO.  As  a  favor  she  produces  wed 
ding  videos  for  her  friends.  Even  with  he 
fast  hands  Wu-Lim  used  to  spend  at  leas 
six  hours  making  a  decent  four-minut 
video.  But  now  it  takes  her  only  ten  min 
utes  when  she  drops  the  footage  into  ; 
piece  of  software  called  Muvee.  It  know; 
what  to  cut  and  what  to  keep  and  spit, 
out  a  punchy  minifilm,  synchronizec 
properly  to  music.  "It  works  20  time 
faster  than  I  can,"  says  Wu-Lim.  "Unfor 
turrately,  no  one  could  tell  the  difference. 

Every  year  millions  of  earnest  hour 
of  home  video  go  unwatched  and  tossec 
on  the  shelf,  never  to  be  shared,  becaus« 
no  one  has  time  to  edit  the  films  into 
something  watchable.  The  problem  wiJ 
get  worse  as  the  50  million  camcorders  ii 
use  today  are  joined  by  cell  phones  an« 


digital  cameras  in  video  mode. 

The  biggest  names  in  tech  are  anxious 
to  make  video  less  of  the  ordeal  that  it  is 
today.  Video  files  eat  prodigious  amounts 
of  bandwidth,  memory  and  processing, 
spurring  businesses  and  consumers  to 
upgrade  their  PCs,  screens  and  Internet 
connections. 

Microsoft's  Movie  Maker  and  Sony's 
MovieShaker  both  have  featured  very 
limited  automation  of  the  video  editing 
process.  Yet  sales  of  traditional  consumer 
editing  programs,  such  as  those  from 
Adobe  Systems,  Sonic  and  Pinnacle,  are 
rising  at  least  15%  a  year.  The  industry 
claims  to  have  sold  more  than  10  million 
copies. 

But  an  unknown  company  from 
Singapore  called  Muvee  (pronounced 
"mew-vee")  has  trumped  them  all  with  a 
simple,  fun  piece  of  software  called  Auto- 
Producer.  It  has  had  remarkable  success 
finding  its  way  into  the  devices  of  the 
world's  largest  makers  of  camcorders, 
computers,  cell  phones  and  software. 

Sony  recently  dropped  MovieShaker; 
it's  shipping  Muvee  on  a  disc  with  all  its 
digital  camcorders  and  cameras.  Hewlett- 
Packard  bundles  Muvee  with  all  its  con- 
sumer laptops  and  desktops.  Nokia  is 
putting  Muvee  on  all  its  higher-end  cam- 
era phones.  Muvee  claims  AutoProducer 
will  be  in  the  hands  of  50  million  users  by 
early  2005. 

"We  want  the  phrase  T  made  a 
Muvee'  to  be  as  common  as  'I  took  a 
snapshot,'"  says  31-year-old  Terence 
Swee,  a  founder  of  the  company.  Peter 
Kellock,  49,  Muvee's  other  founder,  says 
he  and  Swee  are  discussing  licensing  deals 
with  another  150  companies. 

Making  a  Muvee  movie  boils  down  to 
three  decisions:  picking  an  editing  style, 
such  as  old-fashioned  silent  film  or  wild 
music  video;  picking  a  desired  length;  and 
then  choosing  a  backing  music  track.  In 
anywhere  from  a  few  seconds  to  a  few 
minutes  Muvee  assembles  a  close  cousin 
of  a  professional-quality  video.  (See 
"Robot  Edits  Video!",  p.  52.) 

Swee  and  Kellock  are  going  with  a 
get-rich-slow  business  model.  They 
licensed  Muvee  at  only  "pennies"  per 
device  to  build  the  software's  user  base, 


with  the  real  aim  of  getting  a  couple  of 
million  people  to  buy  at  least  $20  per  year 
of  new  editing  styles  and  other  upgrades. 
"We  keep  getting  requests  for  more  styles. 
It's  like  the  demand  for  ring  tones  on 
phones,"  says  Swee. 

Swee  and  Kellock  spent  hundreds  of 
hours  interviewing  dozens  of  professional 
video  editors  to  find  out  the  "rules"  of 
editing.  Then  they  turned  those  into  algo- 
rithms that  control  the  software.  It  knows 
to  delete  shaky  frames  and  overexposed 
ones  automatically,  and  to  cut  out  the 
ten-minute  shot  of  the  floor  when  some- 
one left  the  camera  on  by  mistake.  It  also 
knows  to  keep  what's  important,  like 
when  the  camera  zooms  in  on  a  face.  It 
slows  down  and  speeds  up  the  cuts  in 
time  to  the  music. 

Muvee  isn't  good  enough  for  true 
artists,  but  for  the  other  99%  of  us,  it's 
fine.  "It  will  never  put  me  out  of  busi- 
ness," says  Marc  Franklin,  the  head  of 
Franklin  Video  Productions  in  Oak  Park, 
Calif,  who  has  shot  events  featuring  Kirk 
Douglas  and  Minnie  Driver.  But  Franklin 
does  admit  that  he  uses  Muvee  to  do 
highlight  reels  of  weddings. 

Swee,  a  Singaporean  electronics  engi- 
neer, met  Kellock,  a  Scotsman  with  a 
doctorate  in  electronic  music,  in  1999  at 
Kent  Ridge  Digital  Labs,  a  tech  incuba- 
tor supported  by  the  Singapore  govern- 
ment. Both  amateur  musicians,  they 
would  jam  together  after  work  on  the 
keyboards.  Days  after  Kellock  began 
work  on  the  core  of  the  auto-editing 
idea,  Swee  joined  him,  and  together  they 
took  it  from  concept  to  the  first  version 
released  in  September  2001.  "I  wanted  to 
put  amateur  editors  out  of  business," 
says  Swee. 

In  2001,  after  getting  the  bum's  rush 
from  private  venture  capitalists,  a  VC  firm 
backed  by  the  Singapore  government 
bought  one-third  of  the  company  for 
$2  million.  At  a  weddings-and-events 
video  trade  show  in  Las  Vegas  in  2002 
Swee  sold  out  of  his  entire  supply  of  soft- 
ware on  the  first  day  and  had  to  have 
more  couriered  in  for  the  second  day. 

The  still  privately  held  company  just 
raised  more  capital.  But  this  time  the  ven- 
ture capitalists  courted  them.  F 
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Digital  Tools 


Robot 
Edits  Video! 


YOU  UNWRAPPED  THE  NEW  DIGITAL  CAMCORDER  EARLY 
and  made  a  pest  of  yourself  at  holiday  parties.  Now  you've 
got  hours  of  raw  footage  that  nobody  would  nominate  for 
a  Golden  Globe. 

You  could  toss  the  cassettes  in  a  drawer  and  forget  about 
them,  but  that  would  mean  all  your  effort  went  for  naught.  You 
could  show  the  tapes  in  their  unedited  glory,  with  appropriate 
intervals  of  fast-forwarding,  but  your  victims  are  likely  to 
squirm  and  make  snide  remarks. 

You  could  edit  the  stuff  into  something  vaguely  coherent, 
perhaps  with  an  upbeat  musical  background  that  might  stand  a 
chance  of  keeping  viewers  awake.  But  that  would  require  learn- 
ing at  least  the  rudiments  of  a  video  editing  program,  the  sim- 
plest of  which  can  be  baffling  to  the  uninitiated. 

A  better  option:  Let  software  do  the  editing  for  you.  The  auto 
movie  functions  in  Windows  programs  like  Pinnacle  Studio  9 
and  Roxio  Easy  Media  Creator  7  aren't  bad,  but  the  results  are 
pretty  bare-bones  and  leave  the  tedsous  finishing  touches  to  you. 
So  I  tried  a  prerelease  copy  of  the  new  4.0  version  of  Muvee  Auto- 
Producer  ($70),  which  does  one  thing  and  one  thing  only:  Edit 
your  footage  into  a  music  video  pretty  much  automatically. 

Hook  up  your  digital  camcorder  to  your  computer  and 
Muvee  will  let  you  tell  it  which  footage  to  capture.  Next  you  pick 
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music  from  files  on  your  hard  drive.  Finally,  you  choose  a  pre- 
determined style  that  can  range  from  "Over  the  Top  Psyche- 
delic" to  "Pro:  Slow."  Press  a  button  and  Muvee  spends  a  few 
minutes  analyzing  sound  and  picture.  A  moment  later  it  spits 
out  a  video. -If  you  don't  like  it,  you  can  change  the  style  and  try 
again,  fast. 

Still  dissatisfied?  You  can  do  some  limited  tweaking.  Unlike 
most  editing  software,  Muvee  can't  break  video  into  clips  auto- 
matically as  it  captures  the  video,  and  with  my  camera  it  was 
slow  to  issue  stop  and  start  commands.  But  it  does  let  you  go 
through  big  clips  and  tell  it  which  shots  you  deem  stinkers,  which 
ones  you  absolutely  insist  on  including  and  how  long  the  pro- 
duction should  run.  And  it's  your  call  whether  to  have  the  edited 
video  maintain  the  order  in  which  you  shot  it  or  shuffle  it  around. 

Audio  control  is  slimmer.  You  can  balance  the  music  and 
the  original  audio,  but  your  selection  applies  to  the  whole  piece 
and  can't  be  changed  for  individual  shots.  Though  you  can  cre- 
ate simple  titles  and  end  credits  using  just  about  any  font 
installed  on  your  machine  and  have  them  appear  over  still  pho- 
tos, you  can't  have  music  play  over  them.  And  on  the  DVD  I 
burned,  the  piano  music  in  one  of  my  videos  had  annoyingly 
fuzzy  overtones  that  weren't  in  the  original. 

How  satisfied  you'll  be  with  the  results  depends  on  your  fussi- 
ness.  If  you  can  find  appropriate  music — the  key  to  this  kind  of 
production — you  stand  a  good  chance  of  producing  something 
your  friends  and  relatives  might  be  willing  to  sit  through  in  small 
doses.  And  you  can  put  it  together  in  a  fraction  of  the  time  it 
would  take  to  assemble  the  production  in  a  traditional  editor. 

AutoProducer  often  comes  up  with  clever  video  tricks  you 
might  never  think  of  or  figure  out  how  to  accomplish  on  your 
own.  If  you  import  still  photos,  you'll  find  them  getting  the  Ken 
Burns  pan-and-zoom  treatment  for  a  semblance  of  motion. 
Portions  of  your  video  may  turn  slow-mo,  others  will  get 
speeded  up,  and  still  others  will  get  shortened  by  a  quick  dissolve 
in  the  middle  or  punched  up  by  a  repetitive  zoom.  In  some  of 
the  wilder  styles  your  turgid  shots  will  be  posterized  almost 
beyond  recognition  in  psychedelic  colors.  You  find  yourself  try- 
ing unlikely  styles  just  for  fun  because  it's  quick  and  easy  to 
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TOSHIBA 

Don't  copy.  Lead.* 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources — sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 
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change  things  back. 

You  can  buy  extra  styles,  but  you  prob- 
ably won't  want  to.  Some  that  come  with 
the  program  even  do  things  like  adding 
cutesy  animation  to  your  shots,  and  you're 
unlikely  to  want  your  video  to  look  like 
grainy  black-and-white  Fifties  TV  more 
than  once  every  50  years.  Do  you  really 
want  your  road  trip  video  to  intermittently 
feature  an  animated  horizon,  car,  stars  and 
rear- view  mirror?  Didn't  think  so. 

And  it's  a  shame  that  the  algorithms 
that  put  your  masterpiece  together  aren't 
nearly  as  sophisticated  as  you  might  hope. 
You  still  get  plenty  of  ugly  "Whoops,  I 
panned  right  too  fast  and  then  back  left 
again"  shots  if  you  don't  explicitly  exclude 
them.  Zooms  meant  to  close  in  on  a  par- 
ticular architectural  detail  often  get  cut  off 
before  you  see  what  you  meant  to  empha- 


size. Why  did  Muvee  decide  I'd  like  to  see 
the  back  of  somebody's  head?  Beats  me. 
At  times  it's  reminiscent  of  aleatoric  art, 
created  from  chance  events,  but  it's  often 
amusing  nonetheless. 

The  interface  has  been  improved  from 
earlier  versions,  but  the  window  where  you 
preview  your  masterpieces  is  still  frustrat- 
ingly  small.  Help  files  are  virtually  useless. 
The  new  DVD-burning  component  offers 
very  limited  customization;  fortunately,  you 
can  export  Muvee  files  to  better  burners. 

Control  freaks — I  think  they're  called 
"directors" — will  absolutely  hate  Auto- 
Producer;  there's  too  much  surrender 
involved.  But  when  you  consider  how 
much  time  traditional  video  editing  can 
steal  from  your  day,  you  may  find  that 
surrendering  to  Muvee  will  free  you  to 
shoot  more  and  better  stuff  next  time.  F 
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What  to  Do  If  the  Editor's  You 

UNWILLING  TO  CONSIGN  YOUR  FOOTAGE  TO  A  ROBOT  EDITOR? 
Herewith,  a  few  suggestions. 

TAKE  THE  TUTORIAL  Most  editing  software  comes 
with  a  tutorial  that  requires  lots  of  clicks  back  and  forth 
between  the  help  system  and  the  program.  It's  a  pain,  but 
it's  worth  suffering  through  to  get  at  least  a  first-pass  idea 
of  what  you  can  do.  And  you  might  not  have  to  suffer:  The 
clever  "show  me"  tutorials  in  Sony's  Vegas  Movie  Studio 
work  directly  with  the  program  so  you  don't  have  to  jump  back  and  forth  to  the  help 
system. 

BUY  THE  BOOK  Not  one  of  the  video  editing  programs  I've  tried  comes  with 
decent  documentation.  A  book  keyed  to  the  program  you  pick  should  help  you 
climb  the  typically  steep  learning  curve. 

ORGANIZE  THE  SHOOT  Tutorials  inevitably  feature  a  birthday  parry  with  a  lit- 
tle story:  Guests  arrive,  cake  appears,  gifts  are  opened,  kids  smile  for  the  camera. 
Unless  you  plan  ahead,  what  you  get  in  real  life  may  be  limited  to  the  not-so-magic 
moments  when  you  are  herding  kids  away  from  the  TV  or  scraping  frosting  off  the 
carpet.  And  to  get  live  sound  you  might  be  able  to  use  in  your  production,  forget 
about  the  microphone  built  into  the  camera  and  use  an  external  mike  held  close  to 
the  subjects. 

SAVE  EARLY  AND  OFTEN  Video  editing  programs  are  among  the  flakiest  in 
existence.  When  you  discover  that  you  caused  a  fatal  program  crash  and  mangled 
your  key  scene  because  you  didn't  hold  down  the  alt  key  while  shift-clicking  on  the 
scissors,  you'll  be  glad  you  have  a  recent  version  to  resort  to. 

KEEP  IT  SHORT  Yeah,  I  know  a  DVD  can  hold  two  hours  of  video,  and  it's  a 
shame  to  waste  all  that  plastic.  But  unless  you're  Martin  Scorsese,  don't  expect  any- 
body to  sit  through  your  hour-long  productions.  —S.M. 


"CV|i«f>pic     !  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been 

I  covering  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/manes. 
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There  is  a  place  where  heaven 
and  earth  are  separated  by  a  very 
fine  line.  A  place  where  every  sense 
is  heightened,  and  every  experience 
is  unlike  all  those  before  it. 


Experience  Range  Rover 
for  yourself  at 
landroverusa.com/heaven 
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Breaking  Up  Is 
Good  to  Do 

Companies  like  IBM  are  cutting  underperforming  business 
segments  loose.  Result:  better  stocks.  Here's  where  to  find  the  next 
divesters  |  By  Kurt  Badenhausen 

T 


|OYS  "R"  US,  THE  INVENTOR  OF  CHAIN-STORE 
toy  discounting,  is  being  run  ragged  by  Wal-Mart. 
Tossing  its  hands  up,  in  August  2004  Toys  "R"  Us 
announced  plans  to  separate  its  toy  business  from  its 
Babies  "R"  Us  unit.  Sales  at  the  company's  U.S.  toy 
business  had  declined  in  each  of  the  past  three  years,  and  the 
profit  margin  had  fallen  to  2%  in  2003. 

Babies  "R"  Us  has  increased  sales  10%  annually  since  2000, 
and  its  EBIT  margin  (earnings  before  interest  and  taxes  as  a  per- 
centage of  sales)  has  averaged  1 1%.  Wall  Street  has  applauded  the 
proposed  split,  sending  the  stock  up  27%  since  the  announce- 
ment. Why  jettison  the  business  the  company  was  founded  on? 
The  name  of  the  game,  says  retail  analyst  Berke  Bakay  of  Eqyty 
Research  &  Management,  is  "unlocking  shareholder  value." 
If  you  own  Toys  "R"  Us  shares,  you  likely  will  come  out 


ahead,  either  by  cashing  in  at  the  parent  company's 
deal-fueled  price  or  by  waiting  for  someone  to  buy 
the  toys  unit.  The  $  1 .8  billion  (sales)  Babies  "R"  Us  will  jy 
be  growing  and  swollen  with  cash  from  the  sale  of  its 
sister  division. 

In  a  similar  vein  IBM  will  sell  its  personal  computer  business 
to  China's  Lenovo  Group  because  IBM  can  make  more  money 
on  things  like  consulting  than  on  PCs.  Divestiture  deals  are  on 
the  rise.  Thomson  Financial  forecasts  over  $200  billion  worth  of 
them  in  the  U.S.  in  2004,  up  30%  from  2002. 

This  is  typical  of  bear  market  recovery  behavior,  says  David 
Katz,  chief  investment  officer  at  Matrix  Asset  Advisors.  Two 
holdovers  from  the  hard  times — low  interest  rates  and  cash 
flush  corporate  balance  sheets — give  buyers  of  castoffs  the 
wherewithal.  Cash  for  companies  in  the  S&P  Industrials,  an 


Losing  the  Laggards 


These  companies  have  strong  portfolios  of  businesses  marred  by  a  dragging  division  in  need  of  ejection.  The  jettisoning  would  lift 
their  stocks.  While  the  companies  here  haven't  announced  plans  tq  do  so,  they  will  if  they're  smart. 


52-WEEK 

P/E 

SALES 

UNDERPERFORMING 

COMPANY 

COMPANY 

RECENT 

HIGH 

2005 

(SBIL) 

DIVISION 

SALES 

ABBOTT  LABORATORIES 

$43.89 

$45.48 

17 

$19.6 

Diagnostics 

17% 

CENDANT 

22.65 

25.19 

16 

19.2 

Vehicle  Services 

32 

FORTUNE  BRANDS 

76.34 

80.50 

15 

7,1 

Office  Products 

16 

GENERAL  DYNAMICS 

107.69 

109.98 

16 

19.1 

Marine  Systems 

25 

GILLETTE 

44.97 

45.70 

24 

10.0 

Braun  Products 

13 

HONEYWELL  INTERNATIONAL 

36.45 

38.46 

18 

25.1 

Specialty  Materials 

14 

LIMITED  BRANDS 

23.75 

27.89 

15 

9.3 

Apparel 

28 

TEXTRON 

73.60 

74.92 

18 

10.2 

Fastening  Systems 

19 
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index  of  383  companies  that 
excludes  financial  firms,  is 
$600  billion,  more  than  twice 
what  it  was  five  years  ago. 

All  that  has  to  be  overcome 
now  is  the  natural  disinclina- 
tion of  chief  executives  to 
dismantle  their  empires.  Says 
Tony  R.  Boase,  who  tracks  sev- 
eral   conglomerates    for  A.G. 
Edwards:  "It's  unfortunate  the  success  of  a  General  Electric  or 
an  IBM  leads  people  to  believe  they  shouldn't  divest  businesses." 

How  to  find  the  next  Toys  "R"  Us?  We  searched  through  Secu- 
rities &  Exchange  Commission  filings  for  large-cap  companies 
that  report  results  for  multiple  business  segments.  Our  targets  {see 
table)  were  companies  where  one  segment  has  severely  under- 
performed  the  others  in  profitability  over  the  past  three  years. 

At  Limited  Brands,  Victoria's  Secret  and  Bath  &  Body  Works 
have  been  racking  up  operating  margins  (net  before  interest,  taxes 
and  depreciation  as  a  percent  of  sales)  over  20%.  Their  strong  per- 
formance boosted  the  stock  32%  in  2004  to  a  recent  $24.  But  the 
apparel  division,  which  includes  the  Limited  and  Express  stores,  is 
doing  only  6%  on  its  $2.7  billion  in  sales. 

Unloading  the  apparel  group  would  move  the  company's 
operating  margin  from  the  bottom  of  the  retail  sector  to  near 
the  top.  And,  says  retail  analyst  Bakay,  there  would  be  a  higher 
earnings  multiple.  Limited  says  it  is  "committed  to  the  apparel 
division  in  the  near  term."  But  note  that  the  company  has  a  his- 
tory of  divesting  underperforming  assets,  including  retailer  Lane 
Bryant  in  2001. 

Cendant,  home  to  brands  like  motel  chain  Ramada  Inn  and 
real  estate  broker  Coldwell  Banker,  also  has  a  long  history  of 
buying  and  selling  businesses.  There's  evidence  that  Cendant  is 
willing  to  shed  more  divisions.  Last  year  it  tried  unsuccessfully 


to  sell  its  mortgage  division  to  reduce  earnings  volatility.  So 
Cendant  upped  the  ante  by  folding  its  fleet  management  arm 
(handling  other  companies'  trucks  and  cars)  into  the  deal.  Now 
Cendant  plans  to  spin  off  the  mortgage-fleet  combo  to  share- 
holders. 

But  to  truly  help  investors,  Cendant  should  exit 
from  vehicles  entirely  by  unloading  the  Avis  and  Budget 
car  rental  businesses.  A  Cendant  spokesman  says  a 
divestiture  of  the  car  rental  business  is  not  in  the  offing: 
"We  are  focusing  on  our  core  travel  and  real  estate  busi- 
nesses, and  car  rental  is  considered  core  travel." 

It's  not  a  very  profitable  core.  The  vehicle  division's 
operating  income  last  year  came  to  8%  of  its  $6  billion  in 
sales.  Cendant's  other  four  divisions  (real  estate,  hospital- 
ity, travel  and  financial)  posted  an  average  margin  of  24% 
in  2003  on  combined  sales  of  $12  billion. 

Honeywell,  maker  of  everything  from  jet  engines  to  ther- 
mostats, has  a  $3  billion  division  that  makes  polymers,  fluorines 
and  plastics.  This  part  of  the  company  is  the  black  sheep,  with  a 
margin  (EBIT)  averaging  3%  over  the  past  three  years,  compared 
with  13%  for  the  rest  of  Honeywell.  Honeywell  has  thus  far  only 
taken  the  baby  step  of  selling  its  performance  fibers  unit,  whose 
products  go  into  tires  and  ropes.  A.G.  Edwards  analyst  Boase 
says  it's  time  to  jettison  the  whole  speciality  materials  division. 

Fortune  Brands  hired  Goldman  Sachs  in  2000  to  find  a 
buyer  for  its  office  products  division.  After  no  acceptable  bid 
emerged,  the  company  undertook  a  massive  restructuring  of  the 
unit,  which  makes  Day-Timer  organizers  and  Swingline  staplers. 
After  writeoffs,  layoffs  and  offshoring  (the  jobs  went  to  Asia  and 
Mexico),  the  margin  (EBIT)  doubled  in  2003  to  5%  and  hit  10% 
in  the  first  nine  months  of  2004.  "The  office  division  is  no  longer 
the  eyesore  it  once  was,  but  it's  still  a  below-average-margin 
business,"  says  FTN  Midwest  Research  analyst  Eric  Bosshard. 

Fortune's  other  divisions  consist  of  premium-price  products 
like  Titleist  golf  balls,  Moen  faucets  and  Jim  Beam  bourbon.  The 
margin  at  these  segments  averaged  19%  in  the  first  nine  months 
of  2004.  With  office  products  there  is  little  innovation  or  brand 
equity,  and  companies  are  forced  to  compete  on  price.  Fortune 
won't  comment  on  the  notion  of  divesting,  but  a  spokesman 
says  the  office  products  operation  is  reaping  the  benefits  of  a 
restructuring  and  has  debuted  innovations  like  a  stapler  with  a 
built-in  staple  remover. 

Not  every  company  can  or  should  give  laggard  divisions  the 
heave-ho.  At  Hewlett-Packard  the  PC  and  server  divisions  gener- 
ated $37  billion  in  sales  last  year,  with  a  loss  (EBIT)  of  $35  mil- 
lion. Meanwhile,  HP's  printing  and  services  divisions  earned 
$5  billion  on  $35  billion  in  sales.  But  without  the  computer  and 
server  businesses  to  feed  it  customers,  profitability  at  HP's  print- 
ing and  service  arms  would  suffer.  F 
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Canadian  royalty  trusts 
for  oil  and  gas  offer 
tempting  dividends, 
but  not  all  can  keep 
up  the  largesse. 
By  Daniel  Fisher 


energy 


THE  CANADIAN  ENERGY  FIELD  HAS  BECOME 
a  happy  hunting  ground  for  higher  yields 
than  you  can  find  outside  the  junkiest  of 
junk  bonds.  And  not  simply  because  oil 
and  natural  gas  prices  are  up.  Or  because 
Canada's  dollar  is  strengthening  (now  worth  82 
American  cents),  giving  Americans  a  nice  bump 
from  money  earned  north  of  the  border. 

Canadian's  oil  and  gas  trusts  typically  pay  out  ^^^^^ 
most  of  their  cash  flow  (net  income  plus  noncash  charges  like 
depletion)  to  unit  holders.  Result:  tempting  payouts  of  10%  to 
18%  a  year,  paid  in  quarterly  or  monthly  chunks  and  taxed 
lightly  at  15%.  That  15%  is  the  same  as  the  U.S.  dividend  tax 
rate.  You  pay  the  tax  to  Canada  but  can  claim  a  foreign  tax  credit 
with  the  Internal  Revenue  Service. 

Too  good  to  be  true?  While  some  royalty  trusts  are  solid 
investments,  watch  out:  Those  dividends  are  vulnerable  to 
falling  energy  prices  and  higher  interest  rates.  And  it's  not  just 
volatility  that  is  a  problem.  Some  of  these  beasts  pay  out  more 
cash  than  they  are  earning  from  pumping  oil  and  gas.  That 
means  they  must  raise  money  from  lenders  and  stock  sales  to 
keep  the  dividends  flowing.  If  oil  prices  fall  too  far  or  interest 




The  best  royalty  trusts  pay  out  less  than  three-quarters  of  their  cash  flow  in  dividends 
and  show  a  good  number  of  years  of  reserves  left  to  tap,  preferably  over  nine. 


RECENT 

CASHOISTR/ 

YEARS 

WINNERS 

PRICE 

YIELD 

CASH  AVAIL1 

RLl2 

ARC  ENERGY  TRUST 

$14.14 

10.6% 

0.71 

9.03 

BONAVISTA  ENERGY  TRUST 

22.13 

12.4 

0.57 

4.96 

BONTERRA  ENERGY  INCOME  TRUST 

18.05 

10.0 

0.68 

11.92 

CANADIAN  OIL  SANDS  TRUST 

51.83 

3.2 

0.30 

33.93 

Prices  as  of  Dec  7.  2004  Adjusted  cash  flow,  through  2004  Q2  -RLl:  reserve  life  index,  a 
reserves  divided  by  average  annual  production.  Sources:  Benjamin  Financial  Solutions;  Re 
FactSet  Research  Systems. 


rates  rise  too  high,  both  cash  sources  could  dry  up. 

Rolling  12-month  returns  for  oil  and  gas  trusts  have  fluctu- 
ated between  90%  and  negative  30%  over  the  past  10  years.  When 
oil's  price  sank  recendy  from  $55  per  barrel  to  $40,  royalty  trusts 
saw  share  prices  dip  around  10%.  The  price  decline  does  not  im- 
mediately jeopardize  dividend-paying  abilities  since  oil  is  still  con- 
siderably higher  than  it  was  a  year  ago.  The  problem  would  come 
if  oil  prices  slumped  all  the  way  into  the  teens,  as  they  did  in  1998. 

For  some  of  the  trusts,  says  Patrick  Bryden,  an  analyst  who 
covers  the  sector  for  RBC  Capital  Markets  in  Calgary,  "sustain- 
ability  is  a  big  question  mark." 

Royalty  trusts  are  like  U.S.  real  estate  investment  trusts, 
which  can  avoid  corporate  taxes  by  channeling  most  of  their 
earnings  to  investors.  The  U.S.  version  of  a 
royalty  trust  also  owns  oil  wells,  coal 
deposits  and  pipelines.  But  American 
trusts  can't  issue  new  debt  or  equity,  so 
their  reserves  are  a  dwindling  asset.  Even- 
tually the  trust  will  peter  out.  In  Canada 
the  trusts  can  raise  fresh  capital  to  expand 
energy  holdings  and  theoretically  keep 
rolling  into  the  big-dividend  future. 

That's  why  Canadian  trusts  now  are  a 
craze.  They  even  have  moved  beyond 
energy  to  own  stuff  ranging  from  fast- 
food  chains  to  dog-food  factories.  By  far 
the  most  money  still  flows  into  energy. 
Canadian  energy  trusts'  market  value  has 
surged  from  less  than  $1  billion  in  1996, 
when  the  idea  caught  on,  to  $33  billion 
now  (ail  sums  translated  into  U.S.  dollars. 

The  trick  for  investors  is  to  find  trusts 
that  have  sufficient  wells  to  generate  the 
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Count  on  LEVITRA 


Patient  Information 

LEVITRA®  (Luh-VEE-Trah) 
(vardenafil  HCI)  Tablets 


08669034IP 


8/03 


Read  the  Patient  Information  about  LEVITRA  before  you  start  taking  it 
and  again  each  time  you  get  a  refill.  There  may  be  new  information. 
You  may  also  find  it  helpful  to  share  this  information  with  your  partner. 
This  leaflet  does  not  take  the  place  of  talking  with  your  doctor.  You 
and  your  doctor  should  talk  about  LEVITRA  when  you  start  taking  it 
and  at  regulai  checkups.  It  you  do  not  understand  the  information,  or 
have  questions,  talk  with  your  doctor  or  pharmacist. 

WHAT  IMPORTANT  INFORMATION  SHOULD  YOU  KNOW  ABOUT 
LEVITRA? 

LEVITRA  can  cause  your  blood  pressure  to  drop  suddenly  lo  an 
unsafe  level  if  it  is  taken  with  certain  other  medicines.  With  a  sudden 
drop  in  blood  pressure,  you  could  get  dizzy,  faint,  or  have  a  heart 
attack  or  stioke. 
Oo  not  take  LEVITRA  it  you: 

•  take  any  medicines  called  "nitrates." 

•use  recreational  drugs  called  "poppers"  like  amyl  nitrate  and 
butyl  nitrate. 

•  take  medicines  called  alpha-blockers. 
(See  "Who  Should  Not  Take  LEVITRA?") 

Tell  all  your  healthcare  providers  that  you  take  LEVITRA.  If  you 
need  emergency  medical  care  for  a  heart  problem,  it  will  be  important 
for  your  healthcare  provider  to  know  when  you  last  took  LEVITRA 

WHAT  IS  LEVITRA? 

LEVITRA  is  a  prescription  medicine  taken  by  mouth  for  the  treatment 
ot  erectile  dysfunction  (ED)  in  men. 

ED  is  a  condition  where  the  penis  does  not  harden  and  expand  when 
a  man  is  sexually  excited,  or  when  he  cannot  keep  an  erection.  A  man 
who  has  trouble  getting  or  keeping  an  erection  should  see  his  doctor 
for  help  if  the  condition  bothers  him  LEVITRA  may  help  a  man  with 
ED  get  and  keep  an  erection  when  he  is  sexually  excited. 

LEVITRA  does  not: 

•  cure  ED 

•  increase  a  man's  sexual  desire 

•  protect  a  man  or  his  partner  trom  sexually  transmitted  diseases, 
including  HIV.  Speak  to  your  doctor  about  ways  to  guard  against 
sexually  transmitted  diseases. 

•  serve  as  a  male  form  of  birth  control 

LEVITRA  is  only  for  men  with  ED.  LEVITRA  is  not  for  women  or 
children.  LEVITRA  must  be  used  only  under  a  doctor's  care. 

HOW  DOES  LEVITRA  WORK? 

When  a  man  is  sexually  stimulated,  his  body's  normal  physical 
response  is  to  increase  blood  flow  to  his  penis  This  results  in  an 
erection.  LEVITRA  helps  increase  blood  flow  to  the  penis  and  may 
help  men  with  ED  get  and  keep  an  erection  satisfactory  tor  sexual 
activity.  Once  a  man  has  completed  sexual  activity,  blood  How  to  his 
penis  decreases,  and  his  erection  goes  away 

WHO  CAN  TAKE  LEVITRA? 

Talk  to  your  doctor  to  decide  if  LEVITRA  is  right  for  you. 
LEVITRA  has  been  shown  to  be  effective  in  men  over  the  age  of  18 
years  who  have  erectile  dysfunction,  including  men  with  diabetes  or 
who  have  undergone  prostatectomy, 

WHO  SHOULD  NOT  TAKE  LEVITRA? 
Do  not  take  LEVITRA  if  you: 

•  take  any  medicines  called  "nitrates"  (See  "What  important  infor- 
mation should  you  know  about  LEVITRA?").  Nitrates  are 
commonly  used  to  treat  angina  Angina  is  a  symptom  of  heart  dis- 
ease and  can  cause  pain  in  your  chest,  jaw,  or  down  your  arm. 
Medicines  called  nitrates  include  nitroglycerin  that  is  found  in 
tablets,  sprays,  ointments,  pastes,  or  patches.  Nitrates  can  also  be 
found  in  other  medicines  such  as  isosorbide  dinitrate  or  isosorbide 
mononitrate.  Some  recreational  drugs  called  "poppers''  also  contain 
nitrates,  such  as  amyl  nitrate  and  butyl  nitrate.  Do  not  use  LEVITRA 
if  you  are  using  these  drugs.  Ask  your  doctor  or  pharmacist  if  you 
are  not  sure  if  any  of  your  medicines  are  nitrates. 

•  take  medicines  called  "alpha-blockers."  Alpha-blockers  are  some- 
times prescribed  for  prostate  problems  or  nigh  blood  pressure.  If 
LEVITRA  is  taken  with  alpha-blockers,  your  blood  pressure  could 
suddenly  drop  to  an  unsafe  level  You  could  get  dizzy  and  faint. 

•  you  have  been  told  by  your  healthcare  provider  to  not  have  sexual 
activity  because  of  health  problems.  Sexual  activity  can  put  an 
extra  strain  on  your  heart,  especially  if  your  heart  is  already  weak 
from  a  heart  attack  or  heart  disease. 

•  are  allergic  to  LEVITRA  or  any  of  its  ingredients.  The  active  ingre- 
dient in  LEVITRA  is  called  vardenafil  See  the  end  of  this  leaflet  for  a 
complete  list  of  ingredients. 

WHAT  SHOULD  YOU  DISCUSS  WITH  YOUR  DOCTOR  BEFORE 
TAKING  LEVITRA? 

Before  taking  LEVITRA,  tell  your  doctor  about  all  your  medical 
problems,  including  if  you: 

•  have  heart  problems  such  as  angina,  heart  failure,  irregular  heart- 
beats, or  have  had  a  heart  attack.  Ask  your  doctor  if  it  is  safe  for  you 
to  have  sexual  activity. 

•  have  low  blood  pressure  or  have  high  blood  pressure  that  is  not 
controlled 

•  have  had  a  stroke 

•  or  any  tamily  members  have  a  rare  heart  condition  known  as 
prolongation  ol  the  OT  interval  (long  QT  syndrome) 

•have  liver  problems 

•  have  kidney  problems  and  require  dialysis 

•  have  retinitis  pigmentosa,  a  rare  genetic  (runs  in  families)  eye  disease 

•  have  stomach  ulcers 

•  have  a  bleeding  problem 

•  have  a  deformed  penis  shape  or  Peyronie's  disease 

•  have  had  an  erection  that  lasted  more  than  4  hours 

•  have  blood  cell  problems  such  as  sickle  cell  anemia,  multiple 
myeloma,  or  leukemia 

CAN  OTHER  MEDICATIONS  AFFECT  LEVITRA? 

Tell  your  doctor  about  all  the  medicines  you  take  including  prescription 
and  non-prescription  medicines,  vitamins,  and  herbal  supplements. 
LEVITRA  and  other  medicines  may  affect  each  other  Always  check 
with  your  doctor  before  starting  or  stopping  any  medicines. 
Especially  tell  your  doctor  it  you  take  any  ot  the  following: 


•  medicines  called  nitrates  (See  "What  important  information  should 
you  know  about  LEVITRA?") 

•  medicines  called  alpha-blockers.  These  include  Hytrin"*  (terazosin 
HCI).  Flomax®  (tamsulosin  HCI),  Cardura55  (doxazosin  mesylate). 
Minipress:55  (prazosin  HCI)  or  Uroxatral®  (alfuzosin  HCI) 

•  medicines  that  treat  abnormal  heartbeat.  These  include  qumidine, 
procainamide,  amiodarone  and  sotalol. 

•  ritonavir  (Norvir")  or  indinavir  sulfate  (Crixivan®)  , 

•  ketoconazole  or  itraconazole  (such  as  Nizoral  "  or  Sporanox®) 

•  erythromycin 

•  other  medicines  or  treatments  for  ED 
HOW  SHOULD  YOU  TAKE  LEVITRA? 

Take  LEVITRA  exactly  as  your  doctor  prescribes  LEVITRA  comes  in 
different  doses  (2.5  mg,  5  mg,  10  mg.  and  20  mg)  For  most  men, 
the  recommended  starting  dose  is  10  mg  Take  LEVITRA  no  more 
than  once  a  day.  Doses  should  be  taken  at  least  24  hours  apart 
Some  men  can  only  take  a  low  dose  of  LEVITRA  because  of  medical 
conditions  or  medicines  they  take  Your  doctor  will  prescribe  the 
dose  that  is  right  for  you. 

•  If  you  are  older  than  65  or  have  liver  problems,  your  doctor  may 
start  you  on  a  lower  dose  of  LEVITRA 

•  If  you  are  taking  certain  other  medicines  your  doctor  may  prescribe 
a  lower  starting  dose  and  limit  you  to  one  dose  of  LEVITRA  in  a 
72-hour  (3  days)  period 

Take  1  LEVITRA  tablet  about  1  hour  (60  minutes)  before  sexual  activity 
Some  form  of  sexual  stimulation  is  needed  lor  an  erection  to  happen 
with  LEVITRA  LEVITRA  may  be  taken  with  or  without  meals. 
Do  not  change  your  dose  of  LEVITRA  without  talking  to  your  doctor 
Your  doctor  may  lower  your  dose  or  raise  your  dose,  depending  on 
how  your  body  reacts  to  LEVITRA 

If  you  take  too  much  LEVITRA,  call  your  doctor  or  emergency  room 
right  away. 

WHAT  ARE  THE  POSSIBLE  SIDE  EFFECTS  OF  LEVITRA? 

The  most  common  side  effects  with  LEVITRA  are  headache,  flushing, 
stuffy  or  runny  nose,  indigestion,  upset  stomach,  or  dizziness.  These 
side  effects  usually  go  away  after  a  few  hours.  Call  your  doctor  if  you 
get  a  side  effect  that  bothers  you  or  one  that  will  not  go  away 

LEVITRA  may  uncommonly  cause: 

•  an  erection  that  won't  go  away  (priapism).  If  you  get  an  erection 
that  lasts  more  than  4  hours,  get  medical  help  right  away.  Priapism 
must  be  treated  as  soon  as  possible  or  lasting  damage  can  happen 
to  your  penis  including  the  inability  to  have  erections. 

•  vision  changes,  such  as  seeing  a  blue  tinge  to  ob|ects  or  having 
difficulty  telling  the  difference  between  the  colors  blue  and  green 

These  are  not  all  the  side  effects  ot  LEVITRA  For  more  information, 
ask  your  doctor  or  pharmacist. 

HOW  SHOULD  LEVITRA  BE  STORED? 

•  Store  LEVITRA  at  room  temperature  between  59°  and  86°  F 
(15°  to  30°  C). 

•  Keep  LEVITRA  and  all  medicines  out  of  the  reach  of  children. 

GENERAL  INFORMATION  ABOUT  LEVITRA. 

Medicines  are  sometimes  prescribed  for  conditions  other  than  those 
described  in  patient  information  leaflets.  Do  not  use  LEVITRA  for  a 
condition  for  which  it  was  not  prescribed  Do  not  give  LEVITRA  to 
other  people,  even  if  they  have  the  same  symptoms  that  you  have  It 
may  harm  them. 

This  leaflet  summarizes  the  most  important  information  about  LEVITRA 

If  you  would  like  more  information,  talk  with  your  healthcare 

provider.  You  can  ask  your  doctor  or  pharmacist  for  information 

about  LEVITRA  that  is  written  for  health  professionals. 

For  more  information  you  can  also  visit  www.LEVITRA.com,  or  call 

1-866-LEVITRA. 

WHAT  ARE  THE  INGREDIENTS  OF  LEVITRA? 

Active  Ingredient:  vardenafil  hydrochloride 

Inactive  Ingredients:  microcrystalline  cellulose,  crospovidone,  colloidal 

silicon  dioxide,  magnesium  stearate,  hypromellose,  polyethylene 

glycol,  titanium  dioxide,  yellow  ferric  oxide,  and  red  ferric  oxide. 

Norvir  (ritonavir)  is  a  trademark  of  Abbott  Laboratories 
Crixivan  (indinavir  sulfate)  is  a  trademark  of  Merck  &  Co..  Inc. 
Nizoral  (ketoconazole)  is  a  trademark  of  Johnson  &  Johnson 
Sporanox  (itraconazole)  is  a  trademark  of  Johnson  &  Johnson 
Hytrin  (terazosin  HCI)  is  a  trademark  of  Abbott  Laboratories 
Flomax  (tamsulosin  HCI)  is  a  trademark  of  Yamanouchi 
Pharmaceutical  Co.,  Ltd. 

Cardura  (doxazosin  mesylate)  is  a  trademark  of  Pfizer  Inc. 
Minipress  (prazosin  HCI)  is  a  trademark  of  Pfizer  Inc. 
Uroxatral  (alfuzosin  HCI)  is  a  trademark  of  Sanofi-Synthelabo 

Manufactured  and  Marketed  by: 
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M  Moneyftlnvesting 

necessary  cash  to  cover  dividends,  as  well 
as  interest  and  operating  costs.  To  keep 
the  dollars  flowing,  trusts  have  to  keep 
finding  more  oil,  a  process  Canadian 
energy  types  call  "staying  on  the  tread- 
mill." The  best  trusts  find  them;  the  lesser 
lights  do  not  (see  table,  p.  58). 

One  of  the  good  guys  is  ARC  Energy 
Trust,  says  RBC  analyst  Bryden.  It  has  re- 
placed reserves  in  the  past  three  years  for 
$10.52  a  barrel,  while  cash  costs  are  run- 
ning around  $9  a  barrel.  That  leaves  more 
than  enough  for  the  trust  to  pay  dividends 
of  $1.80  a  year  per  unit,  even  though  ARC 
hedged  its  oil  at  about  $27  a  barrel  last 
year,  an  insurance  policy  against  price 
swings.  ARC  pays  out  7 1  %  of  its  cash  flow 
as  distributions,  for  a  10.6%  yield. 

Other  trusts  are  more  lavish  with  their 
cash  dividends — and  more  suspect  as  in- 
vestments. Look  hard  at  those  paying  out 
more  than  75%  in  cash  flow.  NAV  Energy 
Trust  paid  out  119%  through  2004's 
second  quarter.  Others,  like  APF  Energy, 
also  pay  at  uncomfortably  high  levels. 

Another  important  thing  to  look  at  is 
reserve  life  index,  or  how  many  years  of 
oil  remain  in  proven  reserves,  at  current 
production  rates.  More  than  nine  is  good. 
Trusts  that  own  oil  sands  can  keep  min- 
ing their  tar  deposits  for  decades.  Cana- 
dian Oil  Sands  Trust  has  a  reserve  life 
index  of  34  years.  While  its  3.2%  yield  is 
abnormally  low  by  double-digit  royalty 
trust  standards,  it's  dependable. 

At  the  more  dubious  end  of  the  scale  is 
NAV  again,  with  an  index  of  2.5  years, 
pretty  depressing  given  that  it  would  take 
today's  buyer  of  the  units  at  least  six  years 
to  recover  the  purchase  price  (assuming 
the  monthly  distribution  stays  constant). 
NAV  argues  that  its  index  now  exceeds 
seven  years,  counting  reserves  that  aren't 
producing  but  will  in  the  future. 

Shorter-reserve  trusts  are  fine  as  long 
as  their  other  attributes,  including  valua- 
tion, make  up  for  the  risk.  For  example, 
Bonavista  Energy  Trust,  despite  a  rela- 
tively short  reserve  life  span  of  five  years, 
has  a  12%  yield,  a  conservative  payout 
ratio  and  some  of  the  lowest  operating 
costs  in  the  business,  at  $5.50  a  barrel. 

The  Canadian  energy  trusts  are  easy 
to  buy.  They  are  available  over-the-counter 
or  on  the  Toronto  Stock  Exchange. 


■■■■■■■■■■ 


The  problems  are  out  there  -  and  they're  not  going  to  go  away  by  themselves.  Lucky 
for  you,  there's  a  new  solution  from  the  storage  experts.  We'd  like  you  to  meet 
our  StreamLine"''  SL500  tape  library.  It's  the  perfect  problem  solver  for  growing 
business  requirements,  shrinking  budgets  and  mandatory 
compliance.  The  enterprise-class  SL500  offers  a  flexible 
storage  system  that's  much  less  expensive  than  disk. 
You'll  mitigate  risk  more  reliably  and  manage  costs 
more  efficiently.  Better  yet,  the  SL500  will  integrate 

into  your  current  storage  infrastructure,  and  it  starts  at  around  $14,000.  Bring 
your  worries  to  800-786-7835,  extension  500,  or  visit  www.StreamLineSL500.com. 


StorageTek* 


©  2004  Storage  Technology  Corporation,  Louisville,  CO.  All  rights  reserved.  StreamLine,  S.torageTek  and  the  StorageTek  logo/are  trademarks 
and  registered  trademarks  of  Storage  Technology  Corporation. 


Sir  Jackie  Stewart's  racing  career  is  legendary:  27  wins  in  99  starts  and  three  World  Championships.  Yet 
somehow,  around  every  turn,  he's  managed  to  redefine  himself.  He's  been  a  fashion  icon,  racing  team  owner, 
marksman  for  his  country  and  a  passionate  campaigner  for  the  awareness  of  dyslexia.  But  perhaps  his  greatest 
victory  has  come  from  revolutionizing  safety  in  mbtorsport.  Sir  Jackie  himself  may  have  retired,  but  the  mark 
he  left  on  the  sport  remains  as  visible  as  ever. 
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SCIENCE  &  LAW 


Food  on  the  Brain 

Are  the  high-fat,  sugar-laden  things  we  crave  addictive? 

Here's  what  the  latest  scientific  research  is  telling  us  By  Daniel  Fisher 


This  is  your  brain  on  drugs.     This  is  your  brain  on  junk  food. 

This  PET  scan  of  a  methamphetamine  user  shows  a  diminished  The  PET  scan  of  a  morbidly  obese  patienf  shows  a  similar  lack  of 

area  of  dopamine  recepfors— requiring  more  drugs  to  give  pleasure.     dopamine  receptors.  Could  food  play  a  role  similar  fo  narcofics? 


■  N  A  LAB  AT  BROOKHAVEN  NATIONAL 
I  Laboratory  on  Long  Island,  Gene- 
I  Jack  Wang  is  injecting  overeaters 
I  with  a  radioactive  sugar  solution 
H  and  putting  them  into  a  positron- 
emissions  tomography  machine  to  see 
how  their  brains  react  to  food.  If  Dr. 
Wang's  previous  studies  are  any  indica- 
tion, he  will  see  that  a  test  subject's  stria- 
tum, a  sort  of  communications  hub 
inside  the  brain,  has  fewer  dopamine 
receptors  than  the  striatum  of  someone 
with  normal  eating  habits.  Wang  has 


already  demonstrated  that  the  mere 
sight  and  smell  of  food  can  cause  a 
release  of  dopamine,  a  neurotransmit- 
ter associated  with  motivation  and  plea- 
sure. He's  also  shown  that  drug  addicts 
have  a  similar  shortage  of  dopamine 
receptors. 

Add  it  up  and  a  theory  emerges: 
Overeaters  consume  more  food  than  is 
good  for  them  to  get  the  kick  that 
dopamine  delivers — the  same  reason  that 
cokeheads  snort  cocaine.  "They  use  eating 
as  a  means  to  compensate,"  says  Wang,  a 


Johns  Hopkins-trained  physician  who  has 
studied  addiction  for  more  than  a  decade. 
Wang's  theory  could  mean  nothing  more 
than  that  drugs  hijack  the  same  brain  cir- 
cuits that  evolved  over  millions  of  years  to 
motivate  people  to  find  and  eat  food.  That 
doesn't  mean  food  is  a  drug.  Nobody  ever 
went  through  withdrawal  after  going  cold 
turkey  on  Big  Macs,  after  all. 

And  yet  his  research  has  ominous 
implications  for  food  companies  as  they 
brace  for  a  wave  of  tobacco-style  litiga- 
tion over  the  nation's  obesity  problem.  If 
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From  Aroma 


JL»  Empty  stomach  releases 
ghrelin,  an  appetite 
stimulant,  to  the  hypo- 
thalamus, which  controls 
the  body's  metabolism. 

2i  The  hypothalamus 
releases  dopamine  to  the 
nucleus  accumbens  and 
striatum,  motivating  the 
conscious  area  of  the  brain 
to  find  food. 

3.  The  smell  of  food 
stimulates  the  amygdala, 
also  a  center  of  emotion, 
and  causes  further 
dopamine  release  by  the 
nucleus  accumbens. 

4L  Sight,  smell  and  taste  of 
food  stimulates  release  of 
endorphins  (opioids)  and 
dopamine  by  the 
orbitofrontal  cortex,  further 
stimulating  the  conscious 
part  of  the  brain  to  eat. 

Leptin  released  by  fat 
cells  eventually  overpowers 
ghrelin  and  signals  the 
hypothalamus  to  shut  down 
the  dopamine  flow.  As  a 
result,  appetite  wanes. 


lawyers  can  show  that  food  has  addictive 
properties,  they  can  argue  that  overeating 
isn't  a  choice  but  a  compulsion.  If  they 
can  trace  the  compulsion  to  specific 
ingredients  such  as  fat  or  high-fructose 
corn  syrup,  they  might  have  the  eviden- 
tiary equivalent  of  nicotine — a  substance 
manufacturers  may  have  manipulated  to 
hook  their  customers  on  food. 

"You  could  make  things  more  addic- 
tive," says  Dr.  William  Jacobs,  an  obesity 
researcher  at  the  University  of  Florida. 
"Just  like  the  Colombia  cartel  invented 
crack  cocaine." 

So  far  scientists  are  a  long  way  from 
uncovering  a  smoking  French  fry.  No 
one  has  found  credible  evidence  that 
manufacturers  are  taking  advantage  of  a 


to  Appetite 


mystery  ingredient  that  overrides  con- 
scious choice,  although  some  people 
think  they're  close  to  establishing  just 
that.  Dr.  Neal  Barnard  of  the  Physicians 
Committee  for  Responsible  Medicine, 
author  of  Breaking  the  Food  Seduction 
(St.  Martin's  Press,  2003),  maintains  that 
chocolate  acts  on  the  brain  like  heroin. 
And  cheese,  he  says,  breaks  down  into 
potentially  addictive  casomorphins  in 
the  digestive  tract.  "There  are  people 
who  crave  cheese,"  says  Barnard,  a  vege- 
tarian who  is  also  active  in  the  animal- 
rights  movement.  "It  acts  just  like  an 
addicting  substance." 

But  there  is  no  proof  that  casomor- 
phins enter  the  bloodstreams  of  adults, 
turning  them  into  Brie-gobbling  junkies. 


Researchers  have  uncovered  some  evidence 
that  certain  foods  stimulate  more 
dopamine  release  in  mammals  than  oth- 
ers— critical  to  the  legal  argument  that 
those  foods  are  unreasonably  addictive  and 
dangerous — but  their  findings  are  tentative 
or  difficult  to  replicate  in  humans. 

Ann  Kelley  of  the  University  of  Wis- 
consin, for  example,  has  shown  that 
giving  calorie-packed  chocolate  Ensure, 
a  diet  supplement,  to  rats  rapidly 
reduces  pleasure-inducing  endorphins.) 
an  effect  also  seen  in  rats  that  have  been 
given  narcotics.  Normal  diet  has  no 
such  effect.  "The  implication  is  thai 
long-term  overingestion  of  foods  thai 
are  highly  preferred  could  have  a  drug- 
like effect  on  the  brain,"  says  Kelley 
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the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


I  Health 

whose  work  is  funded  in  part  by  an  institute  that  gets 
money  from  PepsiCo,  Procter  &  Gamble  and  other  food 
manufacturers. 

Researchers  have  seen  signs  of  a  similar  brain  preference 
for  sweet  and  fatty  foods  in  humans.  Still,  the  evidence  isn't 
clear-cut.  Kelley  determined  brain-endorphin  levels  by  killing 
and  dissecting  the  rats;  PET  scans  and  other  nonlethal  methods 
aren't  as  accurate. 

One  of  the  most  cited  studies,  by  University  of  Washing- 
ton researcher  Adam  Drewnowski,  found  that  women  who 
were  given  a  drug  that  blocks  opioid  receptors  consumed  less 
sweet,  high-fat  foods — but  only  if  they  were  bulimic.  He  has 
no  explanation  for  why  the  drug  didn't  affect  the  diets  of  12 
control  subjects  of  normal  weight.  The  opioid  blocker  "works, 
we  see  it,"  he  says.  "But  only  in  a  person  whose  system  is 
disturbed." 

All  this  uncertainty  is  understandable,  given  the  complex 
mechanisms  behind  eating  and  obesity.  Pharmaceutical  manu- 
facturers have  sought  in  vain  to  find  a  miracle  drug  that  would 
make  people  lose  weight;  most,  like  fen-phen  and  methamphet- 
amines,  have  side  effects  worse  than  the  problem  they're  trying 

The  multibillion  -dollar  question: 

Can  food  be  manipulated  to  tell 
the  brain  to  eat  when  you're  full? 

to  solve.  Acomplia  from  Sanofi-Aventis  blocks  cannabinoid 
receptors,  the  same  brain  receptors  that  give  pot  smokers  the 
munchies,  but  also  causes  depression  in  some  patients  (FORBES, 
"The  Ultimate  Pill?"  Dec.  13,  2004,  p.  96). 

Obesity  runs  in  families — genes  alone  can  predict  up  to  40% 
of  the  chance  of  becoming  severely  overweight — and  overeating 
seems  linked  to  other  family-related  disorders  such  as  alco- 
holism and  drug  addiction.  They  all  appear  to  involve  disrup- 
tions to  the  brain's  reward  system,  which  dispenses  pleasure- 
inducing  dopamine  in  response  to  species-propagating  behavior 
such  as  eating,  drinking  water  or  having  sex.  Cocaine  addicts,  for 
example,  have  fewer  dopamine  receptors  either  as  a  result  of  the 
constant  stimulation  by  the  drug — it  blocks  transporters  that 
normally  usher  dopamine  back  into  brain  cells  to  be  recycled — 
or  because  they  were  born  that  way. 

Overeaters  have  a  similar  shortage  of  dopamine  receptors, 
but  researchers  don't  know  if  that  is  an  inherited  difference,  one 
developed  by  overeating  or  a  combination  of  the  two.  Scientists 
also  are  far  from  unraveling  the  connections  between  the  largely 
autonomous  parts  of  the  brain  that  regulate  day-to-day  energy 
consumption  and  expenditure,  and  the  conscious  brain  that 
directs  behavior  such  as  walking  across  the  street  to  get  a  bacon 
cheeseburger. 

Body  weight  is  controlled  mostly  by  the  hypothalamus,  a 
structure  at  the  center  of  the  brain  that  fine-tunes  metabolism  to 
a  level  that  no  conscious  calorie-counter  could  match.  Rocke- 
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We're  inspired  by  the  human  side  of  data.  Bank 
data  is  more  than  dollars  and  cents.  It's  an 
allowance,  savings  bonds  from  Grandma,  maybe 
even  college  tuition.  That's  why  seven  of  the 
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technologies  to  protect  their  data,  and  her  future. 
From  the  smallest  Microdrive  to  the  largest  SAN 
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:eller  University  researcher  Jeffrey  Friedman  has  calculated  that 
in  imbalance  of  as  few  as  1,700  calories  a  year  would  lead  to 
veight  gain  or  loss  over  time.  The  hypothalamus  reacts  to 
^hrelin,  a  hormone  excreted  by  an  empty  stomach,  by  releasing 
ippetite-stimulating  neurotransmitters  into  other  parts  of  the 
)rain.  It  shuts  off  the  neurotransmitters  in  response  to  leptin,  a 
aormone  released  by  fat  cells. 

Scientists  still  don't  know  exactly  how  the  hypothalamus 
:ommunicates  with  the  cerebral  cortex,  the  site  of  conscious 
hought,  although  dopamine  is  believed  to  play  a  role.  The  ill- 
ated  diet  drug  fenfluramine,  for  example,  stimulated  dopamine 
elease  within  the  hypothalamus  and  had  the  paradoxical  effect 
)f  reducing  appetite.  The  hypothalamus  also  has  connections  to 
he  cortex  via  the  striatum  and  the  nucleus  accumbens,  a  struc- 
ure  that  secretes  its  own  dopamine  and  opioids  in  response  to 
bod  (see  graphic,  p.  64). 

The  exact  role  of  the  nucleus  accumbens  is  a  mystery.  It 
>rocesses  sensory  information  from  the  mouth  and  nose — wow, 
hat  pizza  smells  good! — and  releases  dopamine  and  opioids  in 
esponse.  Researchers  have  even  seen  a  bias  for  fatty  foods  as 
>pposed  to  carbohydrates,  something  they  can't  explain.  Stimu- 
ate  the  nucleus  accumbens  in  rats  and  they  gorge  themselves  on 
he  stuff;  administer  an  opioid  blocker  and  they  stop.  Mice  bred 
vithout  dopamine  receptors  in  the  nucleus  accumbens  quickly 
tarve  themselves  to  death. 

Ann  Kelley  has  found  an  even  more  powerful  layer  of  con- 
rol  in  the  amygdala,  a  center  for  emotions  that  also  has  rich 
lerve  connections  to  the  nose.  When  she  neutralizes  the  amyg- 
lala  in  rats  with  a  drug  that  halts  its  function,  they  no  longer  pig 
>ut  even  if  their  nucleus  accumbens  is  stimulated.  The  implica- 
ion,  she  says,  is  that  the  emotional  response  to  food  and  its  are- 
nas— remember  the  popcorn  you  had  on  your  first  date? — 
night  be  more  important  than  the  weight-control  system  of  the 
lypothalamus.  One  implication:  Advertising  campaigns  that 
:onjure  up  images  of  home  and  hearth  might  also  stimulate  the 
imygdala. 

Fact  is,  the  human  brain  has  a  multitude  of  ways  to  stimulate 
ippetite  and  only  a  few  to  turn  it  off.  That  makes  sense  in  evolu- 
ionary  terms  because  until  recently  mankind  existed  in  a  state 
)f  constant  food  scarcity.  "Think  about  it:  Your  brain  is  walking 
hrough  these  megastores  and  saying,  'Aren't  I  a  great  hunter?  I 
:an  catch  king  salmon  or  Kobe  beef  without  any  chance  of  being 
ittacked  by  a  sabre-toothed  tiger,'"  says  Mark  Gold,  distin- 
;uished  professor  of  neuroscience  at  the  McKnight  Brain  Insti- 
ute  at  the  University  of  Florida. 

The  multibillion-dollar  question  is  whether  certain  easily 
nanipulated  food  ingredients  can  trigger  one  of  those  pathways 
o  say  "eat,"  even  when  other  parts  of  the  brain  are  saying 
enough."  Lawyer  Christopher  Cole  in  the  Washington  office 
)f  Paul,  Hastings  Janofsky  &  Walker  advises  food  companies  on 
lefense  strategies  should  food  litigation  take  off.  So  far  he  has- 
l't  seen  anything  in  the  research  to  worry  about.  But  he's  keep- 
ng  a  close  eye  on  the  obesity  journals:  "Once  you  characterize 
obesity]  as  an  illness  and  you  argue  that  companies  are  urging 
)eople  to  catch  that  illness,  you  can  build  a  case."  F 
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In  just  over  a  decade  Richard  Sands  has  turned 
Constellation  Brands  from  an  outcast  seller  of 
twist-offs  to  the  biggest— and  most  diverse- 
producer  of  wine  on  the  planet  |  By  Lea  Goldman 


ST.  EMILION  IT  ISN'T  BUT  FROM  HIS 
third-floor  office  in  Fairport,  N.Y., 
20  miles  from  the  nearest  vineyards, 
Richard  Sands,  53,  keeps  a  watchful 
eye  on  the  world's  vast  grape- 
growing  regions.  It's  from  here,  in  a 
nondescript  exurb  of  Rochester,  that 
the  chief  executive  of  Constellation  Brands  has 
constructed,  piece  by  piece,  a  $3.8  billion  (sales) 
wine-and-spirits  Godzilla.  For  breadth  and  sheer 
number  of  brands,  the  company  is  unlike  anything 
else  in  its  industry,  an  alcoholic  emporium  that  has 
become  all  things  to  all  drinkers. 

That's  thanks  to  strategic  temporizing,  timely 
acquisitions  and  the  recent  snatching  of  a  crown 


jewel — the  Robert  Mondavi  Co.  As  so  often  dur- 
ing his  decade-plus  of  stewardship,  Sands  has 
deftly  exploited  others'  misfortunes.  The  leg- 
endary Mondavi,  almost  singlehandedly  responsi- 
ble for  turning  the  Napa  Valley  into  a  source  of 
classic  vintages,  was  falling  apart,  buffeted  by  very 
public  family  squabbles,  declining  sales  and 
mediocre  reviews.  Still,  the  company  wasn't  for 
sale — not  on  any  terms.  Sands  had  other  ideas  and 
hired  Merrill  Lynch  in  June  2004  to  analyze  a 
potential  purchase. 

The  plan  lay  idle  until  September,  when  Mon- 
davi announced  a  draconian  recapitalization 
project  to  raise  $850  million  by  selling  off  the  sto- 
ried premium  labels.  That  would  leave  the  wine- 
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Humans  are  inherently  fragile  beings.  Which 
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Grape  Expectations 


maker  with  the  lucrative  supermarket- 
ready  brands  like  Woodbridge.  The  hush- 
hush  takeover  project  was  on.  In  a  flurry 
of  calls  Sands  convened  his  brother 
Robert  (Constellation's  chief  operating 
officer),  Merrill  investment  bankers  and 
takeover  lawyers  from  Wachtell,  Lipton  to 
come  up  with  the  money  (mostly  bank 
debt  through  a  syndicated  loan)  and  exe- 
cute the  bid.  Three  weeks  later  Sands  fired 
off  a  fax  to  Ted  W.  Hall,  Mondavi's  chair- 
man, offering  $970  million  for  his  com- 
pany. Hall  shrugged  it  off.  That  inspired 
another  round  of  missives  and  phone 
calls.  At  the  end  of  October,  over  a  tense 
dinner  at  Harmony  Club  in  Manhattan, 
Sands  informed  Hall  that  if  a  deal  was  not 
reached,  he  would  proceed  with  a  hostile 
takeover — his  first  ever.  Hall  caved,  and  a 
week  later,  amid  almost  audible  gasps 
from  California,  Sands  announced  he  was 
buying  Mondavi  for  $1  billion,  plus  the 
assumption  of  $325  million  in  debt.  Says 
he:  "It  was  like  a  high-stakes  chess  game." 

And  it  provided  another  vital  piece  in 
the  vast  jigsaw  puzzle  that  is  Constella- 
tion. With  the  deal,  Constellation  will 
control  booze  on  the  low  and  the  high 
ends  and  a  vast  spectrum  in  between. 
That's  everything  from  cheapo 
wines,  most  notably  the  $4  vagabond 
classic  Richard's  Wild  Irish  Rose  to 
the  $100-a-bottle  of  Quintessa 
Cabernet.  To  regard  this  latest  acqui- 
sition as  a  face-lift  is  to  misunder- 
stand Constellation's  intentions.  "I'm 
not  ashamed  of  Wild  Irish  Rose,"  says 
Sands.  Indeed,  what's  shameful  about 
a  gross  margin  of  33%?  "But  it's  just 
one  product."  And  he  wants  to  sell  to 
them  all — to  the  cash-strapped,  the  ultra- 
flush,  cocktail  lovers  and  suds  guzzlers. 
The  supermarket  approach  hasn't 
worked  terribly  well  in  financial  services 
or  auto  manufacturing.  But  it's  been  a 
winning  formula  for  Constellation. 

Mondavi  is  Sands'  15th  acquisition 
since  1991.  But  Constellation  isn't  just 
bulking  up.  With  its  network  of  1,000  dis- 
tributors worldwide,  the  company  can 
quickly  leverage  its  200-plus  brands  and 
steadily  improve  its  operating  margins.  Its 
debt-to-capital  ratio  is  a  manageable  46%. 
Every  year  over  the  last  decade  top-line 
growth  has  averaged  25%.  Net  profits,  an 


expected  $300  million  for  the  fiscal  year 
ending  Feb.  28,  have  jumped  an  average  of 
30%  annually  for  the  same  period.  Betting 
against  Sands  isn't  smart.  A  hundred  dol- 
lars invested  in  Constellation  in  1993,  the 
year  he  became  chief  executive,  is  today 
worth  $979 — roughly  the  same  price  as  a 
case  of  Robert  Mondavi  Reserve  Cabernet 
Sauvignon  bottled  that  same  year.  The  S&P 
500  would  have  gotten  you  just  $395. 

Sands  joined  the  family  business, 
founded  by  father  Marvin  as  Canandaigua 
Brands  in  1945,  shortly  after  he  received  a 
doctorate  in  social  psychology  from  the 
University  of  North  Carolina  in  1979.  He 
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There's  the  Spirits 

Americans  are  drinking  more 
and  more  hard  liquor,  wine  and 
imported  beer. 


The 

amount  of  wine  sold  in  U.S 
supermarkets  last  year. 


The  share 
of  domestic  wine 
produced  in 
California. 


The  number  of 
Americans  who  are 
regular  wine  drinkers. 

Sources.-  ACNielsen;  USD  A.  Wine 
Market  Council. 


spent  his  first  two  years 
jumping  around  departments,  learning 
how  wine  is  bottled  and  mastering  the 
elaborate  archives — taxes,  promotions, 
pricing  and  the  like — that  spirits  compa- 
nies must  keep  to  fulfill  onerous  regula- 
tions in  place  since  the  repeal  of  Prohibi- 
tion in  1933.  (A  case  now  before  the 
Supreme  Court,  brought  by  small  winer- 
ies in  New  York  and  Michigan,  is  challeng- 
ing the  states'  right  to  govern  the  distribu- 
tion of  alcohol.)  At  28  he  still  lived  with  his 
parents  in  Rochester,  each  night  returning 
from  work  to  dissect  the  wine  business 
with  his  dad.  He  became  president  in  1986. 

By  the  time  Richard  Sands  took  over 
the  company,  Constellation  was  a  prof- 


itable, if  middling,  maker  of  low-price 
wines,  including  J.  Roget  "champagne," 
Old  Duke  and  the  ultrasweet  kosher  wine 
Manischewitz,  all  together  hauling  in 
$306  million  in  sales  in  1993.  The  com- 
pany had  already  tried  its  hand  at  home- 
grown innovation,  launching  the  wine 
cooler,  Sun  Country,  which  bombed, 
thanks  to  the  much  more  successful  mar- 
keting blitz  of  Seagram's  Bartles  & 
Jaymes.  Buying,  rather  than  inventing, 
Sands  decided,  was  the  way  to  grow.  He 
saw  opportunity  as  distributors  were 
consolidating,  with  national  companies 
like  Southern  Wine  &  Spirits  squeezing 
out  regional  players.  Small  vintners  were 
feeling  the  pinch — there  just  weren't 
enough  distributors,  restaurants  and 
liquor  stores  to  handle  the  proliferation 
of  tiny  vineyards  that  had  cropped  up 
over  the  decade.  "The  bigger  you  are, 
the  more  attention  you  command," 
Sands  says. 

First  order  of  business  was  breaking 
into  beer  and  spirits,  new  territory  for 
the  company.  Just  before  becoming 
chief,  Sands  paid  $125  million  for 
Barton,  which  he  saw  as  "a  perfect 
fit,"  since  both  companies  targeted 
the  same  price-conscious  drinkers. 
Barton  was  the  fourth-largest  dis- 
tributor of  beer  in  the  U.S.,  with 
domestic  rights  to  Corona,  Modelo 
Especial  and  St.  Pauli  Girl.  Barton 
also  had  a  diverse  line  of  affordable 
spirits  like  Barton  gin  and  vodka 
and  Montezuma  tequila.  (Those 
offerings  have  been  expanded  with 
the  purchase  of  United  Distillers  of 
Glenmore,  whose  brands  included  Ken- 
tucky Tavern,  Fleischmann's  and  Black 
Velvet  Canadian  whiskey.)  "[The  Barton] 
buy  singlehandedly  doubled  the  size  of 
our  international  presence,"  says  Robert 
Sands.  Biggest  hit  from  the  acquisition: 
Corona,  the  most  popular  imported  beer 
in  the  U.S.,  representing  75%  of  Constel- 
lation's $863  million  in  annual  beer  sales. 

Next  on  the  list — buying  into  Califor- 
nia, by  far  the  biggest  producer  of  wines 
in  America.  Four  months  after  picking  up 
Barton,  Sands  put  up  $150  million, 
mostly  in  debt,  for  Vintners  International, 
the  nation's  fifth-largest  winemaker  and 
ripe  for  the  plucking.  Though  the  com- 


72     FORBES  -  January  10,  2005 


pany  owned  the  hugely  popular  table- 
wine  labels  Paul  Masson  and  Taylor  Cali- 
fornia Cellar,  it  had  scaled  back  advertis- 
ng  and  promotion,  falling  out  of  favor 
with  distributors,  with  a  resulting  drop  in 
;ales.  Sands  jazzed  up  the  labels  and 
ardered  a  reformulation  of  a  Paul  Masson 
lard  liquor,  dubbing  the  new  concoction 
Paul  Masson  Grande  Amber  Brandy  and 
acking  up  the  price.  Nov/  the  number 
wo  brandy  in  America,  the  label  sells  1 .6 
nillion  cases  a  year,  an  eightfold  jump 
;ince  the  makeover. 

But  Sands  wasn't  done  in  California 
did  Alexander  stop  at  Persia?).  Although 
le  had  just  nabbed  two  of  the  state's  five 
io-called  "gamut  brands,"  popularly 
?riced  wines,  he  wanted  complete  domi- 
lation.  So  in  August  1994  the  company 
ricked  off  a  significant,  if  lower-end,  stake 
n  varietal  and  nonvarietal  categories, 
)uying  the  mid-tier  Inglenook  and 
Mmaden  brands,  respectively,  the  fifth- 
ind  sixth-largest-selling  jug  wines  in  the 
J.S.  That  $120  million  purchase  did 
nore  than  cement  Constellation's  pres- 
:nce  in  California:  It  transformed  the 
:ompany  into  the  nation's  second-largest 
vine  supplier,  behind  Ernest  &  Julio 
jallo,  boosting  its  sale  of  table  wines  to 
58.4  million  gallons  from  10.4  million 
»allons  just  two  years  earlier. 

During  what  he  straight -facedly  calls 
'dry  spells" — those  rare  periods  when  he 
vasn't  shopping — Sands  worked  on  his 
)rganization.  In  the  mid- 1 990s  the  com- 
pany had  five  divisions,  split  among  types 
)f  alcohol  and  price  range.  Each  had  its 
)wn  chief  executive  and  marketing  groups. 
\nd  while  the  units  all  reported  to  Robert 
iands,  they  ran  their  labels  autonomously, 
banning  their  own  advertising  and  pro- 
notions.  "They  have  very,  very  good  peo- 
ple in  place  running  all  their  divisions," 
;ays  Eileen  Fredrikson,  a  principal  at 
Romberg,  Fredrikson  &  Associates,  a  San 
*rancisco  wine  consultancy.  "And  so  they 
an  be  real  hands-off  managers." 

That  cozy  arrangement  worked  just 
ine — until  the  company's  first  foray  into 
iurope.  (Today  Constellation  is  cut  into 
wo  big  pieces:  Stephen  Millar  runs  Con- 
tellation  Wines;  Alexander  Berk  heads  the 
>eers  and  spirits  unit.)  The  $475  million 
;rab  in  1998  of  Matthew  Clark  at  once 


delivered  a  leading  U.K.  producer  of  wine 
and  cider  and  the  largest  wholesale  liquor 
distributor  in  that  country,  with  16,000 
restaurants  and  bars  as  clients.  Sands  had 
coveted  the  company  for  three  years,  biding 
his  time  until  the  stock  hit  a  soft  spot.  Soon 
enough  the  London  stock  market  became 
disillusioned  with  Matthew  Clark  for  its 
costly  acquisitions  and  flat  sales.  Once  the 
company's  market  value  (including  debt) 
sank  to  five  times  operating  income  (earn- 
ings before  interest,  taxes,  depreciation  and 
amortization),  Sands  jumped. 

Opportunistic  stealth  still  hadn't  net- 
ted Sands  the  prize  he  wanted  most  of  all: 
a  high-end  California  winery.  Cases  of  so- 
called  super-premium  California  wines 
account  for  30%  of  all  unit  sales,  but  62% 
of  revenues  to  the  U.S.  wine  industry. 
And  yet  Sands  felt  locked  out  of  the  club. 
"Constellation  was  known  for  lesser 
wines,"  says  Fredrikson,  who  was  then 
advising  a  Napa  Valley  family-owned 

"Richard  is  a  master 
at  buying  companies. 

It's  his  real  game— 
not  selling  wine." 

winery  looking  for  buyers.  "This  family 
just  refused  to  talk  to  those  guys." 

His  break  came  in  1999.  Agustin 
Huneeus,  founder  of  Franciscan  Estates,  a 
premium  Napa  Valley  winemaker  with 
$70  million  in  sales,  was  looking  to  cash 
out.  He  had  met  Sands  a  couple  of  years 
before  and  found  him  inquisitive  and 
trustworthy.  While  Constellation  had  no 
experience  marketing  fine  wines,  and 
Franciscan  was  already  negotiating  with 
other  buyers,  Huneeus  called  Sands.  Ten 
days  later  Sands  had  amassed  $243  mil- 
lion in  financing.  "It  was  evident  to  me 
that  he  would  get  Franciscan  and  protect 
it  from  being  mixed  with  the  lower-end 
stuff,"  Huneeus  recalls.  "Richard  is  a  mas- 
ter at  buying  companies,"  he  continues. 
"It's  his  real  game— not  selling  wine." 

That's  not  quite  fair.  With  Franciscan 
at  its  core,  Constellation  created  a  fine- 
wine  division,  run  by  Huneeus'  son, 
which  gobbled  up  a  string  of  high-end 


labels  in  2001.  Its  biggest  snag: 
Ravenswood,  a  winery  with  what  is  now 
the  bestselling  red  zinfandel  in  America. 

No  question  but  that  Sands  loves  to 
hunt — and  if  that  sometimes  means 
thwarting  a  larger  rival,  so  much  the  bet- 
ter. Constellation  knew  that  Diageo  was 
stalking  BRL  Hardy,  Australia's  largest 
wine  producer.  Wines  from  Down  Under 
are  winning  palates  around  the  globe  and 
sold  $1.5  billion  in  exports  last  year,  just 
behind  the  mighty  triumvirate  of  France, 
Italy  and  Spain.  "There's  a  major  shift 
taking  place  in  the  world,"  says  Robert 
Nicholson,  principal  of  International 
Wine  Associates,  a  Healdsburg,  Calif, 
wine  financing  firm.  "It's  gotten  to  the 
point  that  if  customers  see  a  kangaroo  on 
the  label,  they'll  buy  it."  Particularly  in 
the  U.S.,  where  the  Aussies  have  a  24% 
hold  on  the  import  market  and  Hardy's 
Yellow  Tail  label  is  the  most  popular  of  all 
Australian  wines. 

Sands  waited  as  he  thought  Diageo 
was  deep  into  due  diligence.  He  also 
watched  as  the  grape  glut  in  Australia 
forced  massive  price-cutting  in  2001, 
whacking  Hardy's  stock  from  $8.30  to 
$5.10  over  eight  months.  That's  when  he 
made  an  offer  to  buy  at  $7.90  a  share,  or 
$1.4  billion,  in  cash  and  stock.  The  acqui- 
sition added  20%  to  Constellation's  sales, 
turning  the  company  into  the  world's 
biggest  wine  producer. 

What's  left  to  conquer?  The  Sands 
brothers  can't  seem  to  agree.  Robert  says 
the  company  will  make  a  play  for  the 
cloistered  European  wine  market.  There 
are  230,000  individual  wineries  in 
France,  and  centuries-old  regulations 
governing  land  ownership  and  produc- 
tion don't  welcome  newcomers.  "We're 
number  one  in  the  New  World  but  don't 
have  any  presence  in  Europe,"  he  gripes. 
That's  why  he  pushed  a  deal,  announced 
in  December,  to  buy  a  40%  interest  in 
Ruffino,  an  Italian  fine-wine  producer, 
for  $80  million.  Richard  went  along  but 
clearly  has  other  things  on  his  mind.  "My 
more  immediate  priority  is  to  fill  out  our 
spirits  portfolio."  He's  also  eager  for 
more  Corona  business  from  its  owner, 
Grupo  Modelo,  to  be  able  to  sell  the  brew 
to  all  50  states.  "Bigger,"  he  says,  "is 
always  better."  F 
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Wi-Fi  With  a  Coat  and  Tie 

Everyone's  favorite  outlaw  technology  has  been  shunned  by  big 
businesses.  A  few  upstarts  plan  to  change  all  that.  By  Quentin  Hardy 


—  -      >  s 


Wi-Fi 


executives  could  learn  a  lot  from  the  wireless  network  at 
Dartmouth  College.  The  1 -square-mile  campus  in  Hanover, 
N.H.  has  high-speed  Internet  connectivity  almost  every- 
where, thanks  to  600  cheap  Wi-Fi  antennas  in  150  buildings. 
The  college  relies  on  the  network  for  telephone  and  intercom 
services,  video  surveillance,  six  school -run  cable  channels  and 
thermostat  control.  Teachers  post  class  handouts  and  video 
demonstrations  on  the  network,  and  students  use  it  for 
everything  from  studies  to  "laundry  view"  software  that  helps 
find  and  reserve  unused  washing  machines  around  campus, 
even  paying  for  them  over  the  network. 

Technology  services  director  S.  Bradley  Noblet  plans  to 
put  up  900  more  antennas  before  he  is  done,  bringing  the 
total  cost  of  the  system  to  $1.7  million.  That  is  half  what  it 
cost  him  for  his  last  upgrade  of  cable  in  the  wired  network. 
The  new  system,  he  figures,  can  be  run  on  one-third  of  a  sin- 
gle staffer's  time. 

This  sounds  like  the  kind  of  productivity-on-the-cheap 
deal  any  business  would  want.  But  Wi-Fi,  ubiquitous  in  air- 
ports, hotels  and  coffee  shops,  is  still  not  very  welcome  in 
business.  Researcher  IDC  says  only  half  of  U.S.  companies 
with  more  than  100  employees  have  experimented  with  wire- 
less, and  two-thirds  of  those  deploy  it  to  fewer  than  30%  of 
their  staff. 

The  big  problem  is  control.  Wi-Fi's  little  antennas  are  easy 
for  anyone  to  plug  into  a  network  and,  unless  well  managed, 
easy  for  outsiders  to  hack  into,  exposing  the  whole  corporate 
network.  At  Time  Warner  Cable  engineer  Anthony 
Nowinowski  has  been  looking  for  such  rogue  antennas  in 
company  offices  since  mid-November,  finding  "3  for  sure  and 
another  15  or  20  suspicious  things.  I  figure  it's  50%  to  60%  of  | 
what's  there."  For  each  one,  he  adds,  "you  might  as  well  run  | 
a  network  cable  out  to  the  parking  lot,  offering  [hackers]  your  | 
payroll,  employee  and  customer  data." 

The  problem  has  stemmed  from  the  way  giants  in  the  Wi-  s 
Fi  hardware  business,  like  Cisco  Systems  and  3Com,  build  3 
their  antennas:  They're  like  little  computers,  with  a  lot  of  net-  s 
working  and  security  intelligence  in  the  box.  But  once  a  s 
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Wi-Fi 
Untapped  Market 

AFTER  A  SUCCESSFUL  ENTREPRENEURIAL  CAREER  IN  SAN  FRANCISCO,  JAMES  N.  BAKER 
left  the  area  in  August  2003  and  headed  home  with  his  family  to  the  south- 
east of  England,  where  he  bought  a  small  home  in  rural  Elmsted.  "Fabulous 
house,"  he  says.  "Loved  the  place.  But  no  cellular  service,  no  Sky  TV  and,  worst  of 
all,  no  broadband." 

Baker,  39,  moved  to  a  larger  house  with  all  the  amenities,  but  his  experience 
underscored  a  simple  fact  that  most  city-dwellers  ignore:  Even  in  a  prosperous  coun- 
try like  Britain,  hundreds  of  thousands  of  people  still  lack  high-speed  Internet  ser- 
vice, particularly  in  rural  areas,  where  homes  are  just  too  far  from  telephone  ex- 
changes to  get  a  megabit  connection.  Baker  estimates  that  only  16%  of  people  living 
in  rural  English  villages  have  broadband  access.  He  estimates  there  are  500,000  po- 
tential residential  and  small-business  subscribers  waiting  for  DSL  service,  repre- 
senting a  potential  $280  million  in  annual  sales. 

So  a  year  ago  he  founded  Telabria,  using  money  he  pocketed  in  2000  from 
the  $5  million  sale  of  his  streaming  media  company,  21st  Century  Media.  He  linked 
up  with  Shepherd  Neame,  Britain's  oldest  brewer  and  owner  of  368  pubs,  mostly 
in  rural  southeast  England,  and  built  a  wireless  network  in  three  communities  using 
antennas  set  atop  pubs  as  access  points.  A  2-megabit-per-second  Internet  con- 
nection is  accessible  in  the  pub  itself  and  throughout  a  village. 

The  first  hot  spot  was  Chequers  Inn  in  Doddington,  once  a  stopping-point  for 
religious  pilgrims  en  route  to  nearby  Canterbury.  By  the  end  of  2004  Baker  expects 
to  have  60  hot  spots  in  southeast  England  (including  20  in  London),  and  more  than 
400  by  the  end  of  2005.  Walk-up  customers  now  pay  $5.60  per  hour  or  $19  a  day 
for  the  service,  but  the  service  will  drop  to  $38  per  month  once  Baker  upgrades  the 
network  with  the  as-yet-unproven  WiMax  technology  by  midyear. 


BT  Group  is  a  competitor 
now,  and  Baker  knows  his 
rates  may  have  to  fall.  He 
may  also  have  to  underwrite 
$349  wireless  WiMax  re- 
ceivers for  residential  cus- 
tomers. Still  Baker  wants  to 
acquire  thousands  of  cus- 
tomers over  the  next  several 
years:  "There  are  very  few 
people  who  are  focusing  on 
this  right  now." 

—Michael  Freedman 


hacker  gets  past  one  box,  there  is  little  left 
to  stop  him.  Employers  are  making  the 
problem  more  acute  by  issuing  their 
workers  laptops  now  as  frequently  as 
desktops,  so  mobility  and  the  presence  of 
rogue  antennas  will  likely  increase. 

Now  any  number  of  fledgling  compa- 
nies are  hoping  to  soothe  big  business'  fear 
of  Wi-Fi  by  making  the  antennas  dumber 
and  the  central  switches  that  control  them 
smarter.  Centralized  switches  can  monitor 
several  thousand  points  receiving  Wi-Fi  sig- 
nals over  several  buildings,  checking  lap- 
tops and  other  devices  for  viruses  and  quar- 


antining infected  machines.  The  centralized 
approach  is  cheaper,  too,  running  roughly 
$7,000  per  100  employees  compared  with 
$25,000  for  a  Cisco  setup. 

These  hardware  upstarts  include  Aire- 
space,  Colubris  Networks  and  Trapeze 
Networks,  as  well  as  Aruba  Wireless  Net- 
works, which  runs  most  of  Dartmouth's 
campus,  and  Symbol  Technologies,  a 
publicly  traded  company  known  for  its 
bar  code  scanners.  In  less  than  a  year  cen- 
tralized Wi-Fi  has  come  from  near  noth- 
ing to  11%  of  the  $900  million  corporate 
Wi-Fi  market. 


Internet  search  and  entertainment 
company  Yahoo  will  have  Aruba  managing 
thousands  of  points  at  more  than  40  site- 
worldwide,  all  run  from  one  desk.  Finan- 
cial services  company  Fidelity  Investment1' 
is  deploying  Airespace  over  a  half-dozer 
buildings  around  Boston,  in  part  to  kick  of] 
rogue  signals  from  non-Fidelity  acces< 
points  whose  signals  stray  onto  their  turf. 

The  central-switch  business  could  rattle 
Cisco's  hammerlock  on  wired  networking 
too.  Sharp  HealthCare  uses  Aruba  to  man 
age  wired  connections  in  conference  room' 
at  the  6  hospitals  and  40  clinics  it  operate' 
around  San  Diego.  It  used  to  use  unsecured 
Wi-Fi  in  those  rooms  but  replaced  that  with 
Ethernet  ports  connected  via  cables  to  ar 
Aruba  box  that  manages  who  has  access  t( 
the  network. 

Aruba  Chief  Executive  Donalc 
LeBeau,  who  ran  Cisco's  worldwide  sale; 
from  1992  to  1997,  calls  centralized  Wi-F 
a  way  to  "reshape  the  wiring  closet"  tha 
Cisco  has  controlled  for  years.  "Central 
ized  security  is  a  different  architecture 
from  what  they  have.  They  could  switch 
but  they  need  revenue  growth,  and  if  thi: 
takes  from  that  it's  hard  for  them  to  lead  i 
charge."  Aruba  has  raised  $59  millior 
from  investors  including  Sequoia  Capital 
Trinity  Ventures  and  Matrix  Partners. 

So  far  Cisco,  with  its  profit  of  $1/ 
billion  in  the  quarter  ended  Oct.  30,  i: 
not  too  worried  about  the  likes  of  Aruba 
which  hopes  to  break  even  in  mid-2005 
The  upstarts,  says  William  Rossi,  via 
president  of  Cisco's  wireless  busines: 
networking,  "are  going  to  have  a  hare 
time  convincing  their  customers  the] 
have  the  expertise  in  security  and  net 
work  management." 

Tell  that  to  Microsoft,  which  is  look 
ing  for  a  new  Wi-Fi  system  to  replace  it: 
Cisco-based  network.  Microsoft  says  i 
needs  better  security  features.  Cisco  say 
it  can  meet  those  needs,  adding  that  tht 
software  giant  is  just  aiming  to  swea 
price  and  service  guarantees  out  of  Cisco 

Aruba's  LeBeau  figures  it  is  too  earl] 
in  this  game  to  say  which  of  the  centra 
Wi-Fi  players  will  prevail.  "This  is  a  ball 
Everyone  is  trying  something  a  little  dif 
ferent  from  the  other  guy,"  he  says 
"Hopefully  we'll  be  the  ones  who  delive 
it,  but  that's  still  part  of  the  battle."  I 
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Reform,  Caucasus-Style 

A  year  ago  the  great  new  democratic  hope  in  the  former  Soviet  Union 
was  Georgia.  Today  a  young  president  pursues  a  revival  but  the  deep 
pockets  belong  to  operator  Badri  Patarkatsishvili  |  By  Matthew  Swibel 


BEFORE  YOU  GET  TOO  EXCITED 
over  the  democracy-seeking 
throngs  in  the  streets  of  Kiev, 
look  around.  A  year  earlier  a 
similar-seeming  popular  move- 
ment took  place  a  thousand  miles  away  in 
the  Republic  of  Georgia.  The  results  there 
should  give  pause  to  anyone  who  expects 
the  former  Soviet  empire  to  be  awakening 
to  an  era  of  prosperity  and  transparency. 

Georgia's  so-called  Rose  Revolution,  a 
bloodless  coup,  was  the  toast  of  the  West: 
A  handsome,  American-schooled  young 
leader  named  Mikhail  Saakashvili,  sup- 


ported by  an  international  democracy 
lobby  and  undergirded  by  the  second- 
biggest  per  capita  U.S.  foreign  aid  pro- 
gram in  the  world,  would  shine  freedom's 
light  on  a  benighted  piece  of  the  globe, 
the  Caucasus  region.  To  help,  a  wealthy 
maverick  jetted  in  from  Russia  intent  on 
cutting  Georgia's  economic  shackles  with 
a  bold  round  of  privatizations. 

The  story  was  too  good  to  be  true.  At 
the  first  Rose  anniversary,  Georgia  knows 
mostly  thorns.  Rusty  old  Russian  Ladas 
swerve  around  gaping  potholes  on  the 
main  airport  road  to  Tbilisi,  the  capital, 


while  city  dwellers  grasp  for  every  extra 
hour  of  heat,  power  and  running  water. 
Privatization  has  amounted  to  attempts 
to  resetde  existing  accounts  among  pow- 
erful insiders.  If  the  door  to  prosperity 
has  swung  open  in  this  country  of  5  mil- 
lion', so  far  only  one  opportunist  is  ven- 
turing in:  Badri  Patarkatsishvili. 

At  age  5 1 ,  Badri  ( as  he  is  widely  known ) 
is  a  bushy-moustached  operator  with  a  rep- 
utation for  getting  things  done.  He  had  suc- 
cess late  in  the  former  regime  of  Eduard 
Shevardnadze,  during  a  time  when 
Saakashvili,  then  justice  minister,  raised 
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ancerns  about  the  influence  of  "gangster, 
ligarch  capital."  It  was  the  beginning  of  an 
rtended  dance  between  Georgia's  young 
emocratic  hope  and  its  tainted  Daddy 
tarbucks.  Badri,  while  proud  of  his  hum- 
le  Jewish  roots  in  Tbilisi — he  got  into  auto 
;pair  as  a  teen  in  Soviet  times — has  lever- 
ged  ties  to  Russian  oligarchs  to  amass  a 
>rtune  that  speaks  loudly  even  under  a  re- 
>rmist  government. 

Those  Russian  ties  were  cemented  in 
le  1990s  after  he  became  the  business 
artner  of  auto  tycoon  Boris  Berezovsky 
nd  then  Roman  Abramovich,  by  help- 
lg  handle  the  1997  privatization  of  Sib- 
eft  oil  company  (sold  to  Berezovsky  for 
n  estimated  $100  million,  but  later 
>und  to  be  worth  billions).  Abramovich 
ad  Badri  manage  a  $3  billion  invest- 
lent  in  Russian  Aluminum  soon  after. 

Badri  had  landed  in  Tbilisi  from 
loscow  in  2000 — on  the  run.  Around 
lat  time  Russian  President  Vladimir 
utin  cut  off  the  special  access  Badri  and 
erezovsky  had  exploited  in  Boris  Yeltsin's 
remkn.  Berezovsky  fled  to  London.  Badri 
nad  run  out  of  places  to  go,"  explains 
ichard  Miles,  U.S.  ambassador  to  Geor- 
ia.  Months  after  settling  in  Tbilisi,  Badri 
as  charged  in  absentia  along  with  Bere- 
)vsky  by  the  Russian  prosecutor  general's 
ffice  with  committing  fraud  and  embez- 
ement  totaling  $13  million  at  Russia's 
rgest  car  manufacturer,  Avtovaz.  Both 
ispute  the  charges. 

Berezovsky  is  never  far  behind:  Geor- 
ian  border  guards  looked  the  other  way 
ist  December  when  Berezovsky  flew 
nder  an  alias  on  a  U.K.  passport  to  visit 
adri  and  his  wife  in  Tbilisi. 

Badri  in  2002  managed  to  buy  a 
imed  public  building,  the  Wedding 
alace,  a  state-owned  Soviet  secular 
ithedral  for  marriage  ceremonies,  and 
lake  it  one  of  his  homes.  Tbilisi's  new 
rcoon  also  got  a  foothold  in  Georgian 
ledia  by  acquiring  a  company  that  car- 
ed a  TV  broadcasting  license — which 
Duld  have  been  revoked  according  to 
Georgian  law  because  the  company 
adn't  broadcast  in  more  than  a  year,  says 
ienadi  Uchumbegashvili,  director  of 
iternews  Georgia,  an  organization  that 
ushes  for  broader  media  ownership. 

For  decades  it  has  been  easy  to  finger 
owerful  business  operators  cutting  cor- 


ners in  this  backward  region,  but  such 
shenanigans  are  not  supposed  to  be  part 
of  Saakashvili's  Georgia.  The  36-year-old 
president  had  studied  at  Columbia  Uni- 
versity and  practiced  law  in  Manhattan. 
He  spent  a  stretch  under  the  tutelage  of 
busybody  billionaire  George  Soros,  who 
bankrolled  a  Saakashvili  presidential 
campaign  and  subsequent  popular 
putsch  with  a  reported  $42  million. 
(Enough  $20s  and  $50s  will  get  lots  of 
Georgians  marching  and  waving  flags  in 
the  streets).  Indeed,  Saakashvili  and  his 
kindergarten  cabinet — one-third  are 
under  35 — have  projected  a  fresh  face  of 
government,  drawing  headlines  for  pros- 
ecuting a  handful  of  crooked  officials  and 
tackling  the  bribe-laden  police  force. 

"We  not  only  had  high-profile  cases 
but  we  changed  the  role  of  [corruption]  in 
society,"  says  Saakashvili  in  an  interview. 
"And  now  the  focus  is  on  the  economy" 

The  clock  is  ticking  on  his  promise  of 
1 1%  real  economic  growth  by  2007  (2004  is 
projected  at  6%).  Georgia's  inflation  rate  of 
10%  has  offset  pension  increases  of  $8  per 
month.  Yes,  nearly  400  companies  are  on 
the  block,  including  ports  and  electric  gen- 


erating plants.  But  proceeds  to  the  govern- 
ment are  expected  to  total  only  $500  mil- 
lion, and  even  then  offers  have  been  scarce. 

The  Western  press  has  reported  on 
take-charge  Kakha  Bendukidze,  who  ran 
Russia's  largest  heavy  machinery  company 
before  trying  his  hand  as  Georgia's  priva- 
tization czar  (he  still  carries  a  Russian 
passport).  Since  his  arrival  in  June  Ben- 
dukidze, a  portly  and  pensive  man  who 
closes  his  eyes  for  long  periods  when  he 
speaks,  has  told  foreign  investors,  "Every- 
thing can  be  sold,  except  conscience."  He 
might  want  to  work  on  the  rest  of  his 
pitch.  He  recently  advised  potential  U.S. 
and  British  bidders  that  most  of  the  coun- 
try's assets  aren't  worth  much. 

And  in  reality  it's  an  economy  replete 
with  the  kind  of  dodgy  arrangements  better 
suited  to  a  character  like  Badri.  Georgian  of- 
ficials extract  3%  of  corporate  revenue  in 
bribes,  nearly  twice  as  much  as  in  Russia,  says 
a  2004  report  by  the  International  Monetary 
Fund.  Georgia  ranks  128  out  of  133  coun- 
tries surveyed  for  corruption  by  Trans- 
parency International.  Half  of  Georgia  lives  at 
or  below  the  poverty  level.  Justice-starved 
courts  hew  to  a  political  agenda.  Kidnappings 
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for  ransom  also  occur.  After 
spending  $275  million  over  four 
years  on  modernizing  Tbilisi's 
electricity  distribution  plant,  AES 
Corp.  pulled  out  of  Georgia  in 
2003  after  its  financial  manager 
there  was  slain  following  electric- 
ity tariff  increases.  "The  conditions 
here  make  [potential]  Western  in- 
vestors think  twice,  with  long 
pauses  in  between,"  says  S.  Enders 
Wimbush,  chairman  of  the  Amer- 
ica-Georgia Business  Council  and  formerly 
director  of  Radio  Liberty  in  Munich. 

Yet  Badri  is  at  home.  Between  2000 
and  2003,  before  Saakashvili's  rise,  he  spent 
tens  of  millions  of  dollars  amalgamating 
widely  divergent  Georgian  assets  that  in- 
cluded a  professional  soccer  club,  a  shop- 
ping center,  a  controlling  stake  in  the  Bor- 
jomi  mineral  water  company,  a  Black  Sea 
resort  and  at  least  one  casino.  In  2002,  as 
Georgia's  politics  heated  up,  Badri's  roll- 
up  of  newspapers  and  TV  stations  into  his 
Imedi  media  umbrella  harked  back  to  the 
days  when,  as  chairman  of  Berezovsky's 


Imports:  Privatizer  Bendukidze,  Badri  partner  Berezovsky. 


TV6  station  in  Moscow,  he  helped  exert  po- 
litical pressure  on  adversaries. 

Imedi's  TV  and  radio  transmitters  are 
powerful  enough  to  interfere  with  rivals' 
broadcasts  on  neighboring  frequencies. 
"Competitors  think  the  powerful  trans- 
mitters were  installed  deliberately  to  cre- 
ate technical  problems  for  them.  The 
aggrieved  regularly  appeal  to  the  National 
Regulatory  Commission  for  Communi- 
cations, but  so  far  they  have  failed  to  suc- 
ceed," says  a  European  Commission- 
funded  study.  Now  Badri  is  angling  for 
deals  in  soon-to-be-privatized  telecom. 


The  Bribe  Buster 


GENUINELY  UPSTANDING  GOVERNMENT  MINISTERS  ARE  ABOUT  AS  COMMON  IN  GEORGIA  AS 
honest  tax  returns.  Which  makes  cherubic,  clashing  Roman  Bokeria,  31,  all  the 
more  conspicuous.  As  deputy  chairman  of  Georgia's  Chamber  of  Control,  the  equiv- 
alent of  the  Government  Accountability  Office  in  the  U.S.,  Bokeria  regularly  flags 
wrongdoing  at  state-owned  businesses  and  in  the  offices  of  fellow  bureaucrats.  His 
phone  messages  often  contain  loosely  veiled  threats  about  his  career  and  life. 

Some  of  the  governmental  departments  his  agency  audits:  state  bureaucra- 
cies overseeing  seaports,  TV,  telecommunications.  So  far  Bokeria  has  squealed  on 
government  managers  taking  kickbacks  from  private  gold  mines  and  railcar  con- 
struction firms— embarrassing  wealthy  executives  along  the  way.  "No  one  should 
think  they're  above  getting  caught,"  he  says  defiantly. 

The  odds  are  stacked  against  him.  Until  recently  auditors  on  his  staff  of  600 
got  paid  $50  per  month— just  below  the  country's  living  wage.  "Such  a  system 
pushes  them  to  take  a  bribe,"  says  Bokeria.  Confidential  Chamber  of  Control  doc- 
uments obtained  by  FORBES  show  hush  money  starts  at  $1,000  and  can  exceed 
$100,000.  These  documents  allege  that  before  Bokeria's  arrival  the  auditors  kept 
30%  themselves,  25%  went  to  their  direct  bosses  and  the  remainder  was  split 
evenly  among  the  brass.  Today  some  70%  of  audits  reveal  fishy  bookkeeping  and 
missing  funds— so  the  dirty-money  spigot  flows  often. 

Bokeria,  who  used  a  USAID  grant  to  spend  seven  months  training  at  the  GAO  in 
Washington  in  2002,  also  cut  his  teeth  at  an  Internal  Revenue  Service  field  office 
in  Atlanta.  He  thinks  adopting  U.S.  auditing  standards  will  "dramatically  decrease 
the  level  of  corruption."  it  may  also  help  him  become  president  one  day,  which, 
much  to  the  chagrin  of  Georgia's  old  guard,  ranks  high  on  his  to-do  list.  —M.S. 


But  Badri  plays  public  benefactor.  Hi 
kicked  in  $2.25  million  to  cover  80%  of  th 
costs  of  Georgia's  Olympics  squad  ii 
Athens  and  gave  gold  medalists  a  $  1 00,00< 
purse  (Georgia  won  two).  And  he  made 
$1  million  three-year  loan  to  Tbilisi's  cit 
council  (with  interest  of  5%)  in  frigid  Jan 
uary  2004  to  cover  natural  gas  bills  fron 
Russia. 

Badri's  latest  deal:  a  $1  billion 
investment  over  six  years  to  develop 
Georgia's  largest  oil  port,  in  the  Black  Se 
coastal  town  of  Qulevi.  Building  a  ne\ 
oil  port  in  such  a  disadvantaged  countr 
might  seem  heroic.  "Everything  possibl 
will  be  done  for  its  construction  to  finis, 
successfully,"  gushed  the  president  at 
ceremony  marking  the  first  $150  millio 
investment  in  the  Qulevi  termina 
He  vowed  later  to  keep  close  watch 
that  Badri  doesn't  get  harassed  by  ta 
collectors. 

Badri  and  Saakashvili  share  a  displea 
sure  with  the  Kremlin,  which  has  refuse 
to  close  its  army  bases  in  Georgia,  thj 
birthplace  of  Josef  Stalin  but  a  sovereig 
state  since  1991. 

Russia  also  provides  protection  for  tw 
secessionist  regions  on  Georgia's  north 
ern  border — Abkhazia  and  South  Osse 
tia — where  smuggling  and  armed  conflk 
persist.  A  2004  study  by  the  Transnation; 
Crime  &  Corruption  Center  in  Georgi 
found  that  at  the  Abkhazia  border  in  200 
some  800  detained  illegals  carried  wit 
them  55,000  ammunition  cartridges, 
kilos  of  explosives  and  10  kilos  of  drug 
Russian  "peacekeeping"  forces  in  Sout 
Ossetia  (close  by  the  mass  slaying  < 
Beslan  schoolchildren  last  fall)  take  $1 
bribes  to  let  an  estimated  150  light  true! 
a  day  move  into  Tbilisi  carrying  contre 
band  cigarettes,  wheat  and  fuel,  togethe 
worth  $100  million  annually. 

Despite,  or  because  of,  the  troub! 
spots,  the  U.S.  has  lavished  foreign  aid  o 
tiny  Georgia,  spending  $1.3  billion  ovs 
the  last  decade.  The  U.S.  government 
also  spending  $64  million  to  train  an 
equip  2,000  Georgian  border  guards  t 
establish  an  antiterrorism  force  (some  c 
whom  have  cut  their  teeth  in  postwa 
Iraq).  U.S.  military  equipment  bound  fc 
Afghanistan  is  sent  via  Georgia's  ports. 

Georgia  is  key  to  the  Bush  Admini: 
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)il  figures  in  much  of  Georgia's  machinations. 
V  Western  pipeline  runs  through  the  country, 
lypassing  Russian-friendly  territory.  A  new 
>ort  at  Qulevi,  sought  by  Badri,  may  be  a  bid 
o  control  other  shipments  of  the  stuff. 

ration's  emphasis  on  diversifying  energy 
;upplies  away  from  the  Middle  East, 
beginning  in  2005  Caspian  Sea  oil  from 
Azerbaijan  will  snake  westward  through 
Georgia  (bypassing  Russia)  to  a  Turkish 
>ort  on  the  Mediterranean.  By  2007  a 
:onsortium  led  by  BP  (and  including 
Jnocal  and  ConocoPhillips  as  partners) 
hould  have  fully  running  the  $3.2  billion, 
., 100-mile  pipeline  (the  world's  longest) 
aking  1  million  barrels  a  day.  Big  plus: 
fhe  pipeline  will  also  generate  about  $50 
nilJion  in  transit  fees  annually,  or  6%  of 
Georgia's  current  GDP,  during  its  pro- 
ected  40-year  life  span. 

Small  problem:  The  pipeline  design 
uns  through  Georgia's  pristine  Borjomi 
nountain  gorge,  where  an  oil  spill  could 
)ollute  the  quality  and  damage  the  repu- 
ation  of  Georgia's  third-largest  export — 
torjomi  mineral  water,  adored  in  Tbilisi 
ind  Moscow  the  way  Parisians  cherish 
ivian,  the  same  Borjomi  water  now  con- 
rolled  by  Badri  Patarkatsishvili.  In  2003 
le  took  his  stake  in  the  Georgian  Glass  & 
Mineral  Water  Co.  through  his  London- 
)ased  Salford  investment  arm  (a  piece  of 
vhich  is  owned  by  Berezovsky).  Internal 
>alford  paperwork  estimates  the  stigma 
rom  the  pipeline's  location  could 
imount  to  $50  million  in  lost  sales. 


BP  was  on  site  for  just  one  week  in 
Borjomi  before  Saakashvili's  environment 
minister  ordered  construction  to  stop.  In 
October  the  two  parties  agreed  to  conces- 
sions from  BP  totaling — surprise! — at  least 
$50  million.  "There  were  contentious  is- 
sues, and  ultimately  much  more  funds 
were  provided,"  says  Saakashvili,  who  de- 
nies any  special  handling  to  suit  Badri.  On 
the  record  BP  says  the  money  will  go  to 
extra  maintenance,  security  and  the  fund- 
ing of  social  and  economic  programs.  It  is 
unclear  what  role  the  Borjomi  water  com- 
pany, which  extracts  water  from  the  land, 
will  have  in  the  programs. 

Badri's  Qulevi  port,  meantime,  is 
another  reach  into  the  Caspian  oil  riches. 
The  first  stage  is  set  to  be  completed  by 
the  end  of  2005,  with  a  goal  of  handling 
200,000  barrels  of  fuel  and  crude  oil  a  day 
with  shipments  delivered  to  the  port  by 
rail  from  the  Caspian.  If  Qulevi  can  crank 
it  up  to  300,000  barrels,  it  would  overtake 
the  country's  two  biggest  oil  ports, 
Batumi  and  Poti. 

"The  new  pipeline  will  take  much  of 
the  crude,  and  our  existing  port  capacity 
already  exceeds  demand,"  says  Jemal 
Inaishvili,  a  former  director  of  Poti  port. 
"I  don't  know  the  real  motivation." 

For  Saakashvili  one  factor  is  that 


Batumi,  Georgia's  largest  oil  terminal,  is 
situated  in  a  formerly  secessionist  terri- 
tory where  rebels  blew  up  bridges  and  cut 
off  oil  exports  for  a  week  earlier  in  2004. 
A  more  competitive  Qulevi  terminal 
would  also  exert  pressure  on  Batumi's 
private  owners,  a  British  consortium  that 
paid  an  estimated  $14  million  for  the  ter- 
minal in  1995  and  now  faces  criticism 
from  Tbilisi  that  the  bid — supposedly  at 
one-eighth  of  fair  value — did  not  follow 
current  Georgian  laws.  Batumi  officials 
say  they  followed  the  law  at  the  time. 

Badri's  endgame?  At  least  partly  to 
make  it  harder  for  Russia  to  wield  its  main 
weapon,  energy,  in  regions  of  economic 
competition.  In  some  ways  Georgians  are 
still  under  the  thumb  of  Russian  energy: 
In  2003  the  Kremlin-controlled  electricity 
monopoly,  Unified  Energy  Systems, 
bought  a  controlling  stake  in  the  utility  in 
Tbilisi.  The  Qulevi  terminal,  at  least,  could 
provide  Romania,  Bulgaria  and  Belarus  a 
welcome  alternative  to  the  tightfisted  pric- 
ing of  Russian  fuel,  says  Mamuka  Tsereteli, 
a  professor  of  international  relations  at 
American  University  in  Washington,  D.C. 
who  has  consulted  with  companies  in  the 
Georgian  transport  sectors.  (Governments 
that  rile  Putin  usually  risk  steep  price  in- 
creases or  having  the  tap  turned  off  en- 
tirely, as  happened  in  Belarus  and  Lithua- 
nia.) "At  $45,  $50  a  barrel  it  could  work, 
but  what  about  at  $20?"  asks  Tsereteli. 

"I  must  admit  the  investment  carries 
a  certain  risk,"  Badri  told  a  journalist  on 
his  payroll  at  Georgian  Imedi  TV  in  mid- 
October  2004.  "However,  my  position  is 
that  if  we  do  not  do  it,  who  will?" 

Much  the  same  line  came  from  his 
Salford  men  when  asked  about  Badri's 
curious  welcome  amid  the  new  presi- 
dent's anticorruption  drive.  "What  mat- 
ters is  that  he's  the  biggest  investor  in 
Georgia,"  demurs  an  associate  in  Tbilisi. 
(Badri  himself  didn't  grant  an  interview 
despite  repeated  requests.) 

Alternatively  it  might  be  asked:  If  one 
man — indeed,  if  this  man — has  such  an 
in  on  the  spoils  of  the  new  Georgia,  who 
else  would  want  to  be  part  of  the  mix?  For 
his  part,  Saakashvili  acknowledges  he's 
aware  of  appearances  in  seeking  invest- 
ment in  Georgia.  He  tells  us,  "We  want  to 
make  sure  any  money  is  clean  money."  F 
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Stephen  Julius,  an  Anglo-Italian  with  a  taste  for  junkyards, 
picked  up  fabled  Chris-Craft  yachts  for  nothing  by  dancing 
in  between  America's  richest  folk  |  By  Richard  C.  Morais 


AT  LAST  OCTOBER'S  FORT 
Lauderdale,  Fla.  boat  show, 
boatyard  executives  were  sur- 
reptitiously studying  the  36- 
foot  Corsair  made  by  Chris- 
Craft,  a  gleaming  $372,000 
item  awaiting  its  debut.  The  boat's  reverse 
transom  hid  twin  8. 1 -liter  Volvo  engines, 
and  the  dockside  murmuring  was  pretty 
unanimous:  The  powerful  "runabout"  had 


successfully  fused  Great  Gatsby  elegance 
with  21st-century  technology.  The  stylish 
dashboard  is  made  of  perforated  metal 
plate.  Below-deck  quarters  feature  the  lat- 
est flat-screen  TV  and  salons  that  sleep  four. 

"Usually  when  you  introduce  a  boat, 
people  have  to  digest  the  layout  and 
shape,"  says  Patrick  Galipeau,  principal  at 
Florida  boat  dealership  InterMarine.  In 
fact,  six  buyers  signed  contracts  for  the 


new  yachts  during  the  boal 
show,  far  more  than  Gali< 
peau  expected.  "The  Euro- 
peans couldn't  believe  the 
value  they  were  getting  with 
this  boat." 

Another  American  suc- 
cess story?  Not  quite.  Jusl 
four  years  ago  Chris-Crafi 
was  bankrupt,  jettisoned  b\ 
dealster  Irwin  L.  Jacobs  anc: 
his  Genmar  Holdings.  Whc 
bought  the  scrap?  Stephen 
Julius,  a  45-year-old  British - 
Italian  financier  with  a  talenl 
for  extracting  valuable 
brands  from  junkyards. 

A  century  ago  Michigan 
boatmaker  Christopher 
Columbus  Smith  turned  hii 
record-breaking  wooden 
boats  into  coveted  playthings 
of  the  rich  and,  later,  favorite? 
of  rumrunners.  Everyone 
from  Franklin  Delano  Roo- 
sevelt to  Edsel  Ford  sped 
across  lakes  and  seas  in  a 
Chris-Craft.  But  with  the  ar- 
rival of  fiberglass  in  the  1 970s 
and  a  revolving  door  of  own- 
ers, the  fabled  boatmaker  lost 
its  way. 

Herbert  Siegel  boughl 
the  company  in  1968;  by 
1981  he  had  sold  the  ailing 
boatyard  for  $5  million,  re- 
taining the  rights  to  the 
Chris-Craft  name,  which  alsc 
graced  his  fast-growing 
media  empire.  Outboard 
Marine  Corp. — bidding 
madly  against  Irwin  Jacobs 
eventually  bought,  for  $5C 
million,  the  collapsed  boat- 
yard, which  had  been  licens- 
ing the  Chris-Craft  name  from  Siegel.  But 
Siegel  refused  to  sell  the  rights  to  the  brand. 
"We  were  making  between  $500,000  and 
$1  million  on  the  license,  more  than  we 
ever  made  in  the  boat  business,"  says  Siegel. 

Outboard  Marine  also  went  down  in 
rough  seas,  and  in  February  2001  buyers 
interested  in  its  many  brands  piled  into  the 
Chicago  offices  of  Skadden,  Arps,  Slate, 
Meagher  &  Flom  for  a  12-hour,  20-way 
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auction.  After  publicly  claiming  he  wasn't 
interested,  Irwin  Jacobs,  with  partner 
Bombardier,  walked  away  with  the  firm's 
entire  portfolio  for  $88  million. 

Stephen  Julius,  interested  only  in  Chris- 
Craft,  was  one  of  the  losers  in  the  room. 
Educated  at  Oxford  and  Harvard,  Julius 
briefly  represented  Leon  Black's  Apollo  Ad- 
visors in  Europe  during  the  early  1990s, 
making  a  name  for  himself  only  at  the  end 
of  the  decade  when  he  began  tackling 
modest-size  Italian  bankruptcies.  Julius 


Fifth  Time  Lucky 


NOT  CONTENT  WITH  OBTAINING  CHRIS-CRAFT,  THIS  SUMMER 
Julius  acquired  the  brand  rights  to  another  American 
icon:  Indian  Motorcycle,  a  motorbike  manufacturer 
founded  in  Massachusetts  in  1901  that  once  had  45%  of 
the  U.S.  market,  outselling  even  Harley-Davidson.  The 
latest  incarnation  of  the  company  was  wiped  out  last 
year  and  went  into  liquida 
tion;  the  real  estate,  machin 
ery  and  brand  were  each  sold 
off  for  undisclosed  s 
three  different  buyers. 

Julius  says  he  is  cu 
deciding  whether  he  will  go  i 
alone  or  partner  with  an 
established  manufacturer. 
Harley-Davidson  has  almost 
90%  of  the  fast-growing  U.S. 
heavyweight  cruiser  market 
the  $l2,000-plus  hogs  with 

the  porker  margins.  If  Julius    The  |ndjan  ro||s  through 
can   marry  the  distinctly     Hollywood,  circa  1930. 
American  styling  and  feel  of 

the  old  Indian  Motorcycle  to  the  latest  bike  manufactur- 
ing technology,  he  could  make  good  money  gouging 
Harley's  soft  underbelly.  But  four  other  entrepreneurs 
have  gone  bust  since  1990  trying  to  resurrect  the  Indian 
nameplate.  —R.C.M. 


of  Chris-Craft.  Days  later  Jacobs  called  and 
agreed  to  sell  Julius  the  Chris-Craft  yard. 

Julius  made  his  move.  Six  months  ear- 
lier'Herb  Siegel  had  agreed  to  sell  his  media 
empire,  Chris-Craft  Industries,  to  Rupert 
Murdoch's  News  Corp.;  the  $5.3  billion  deal 
awaited  approval  by  the  Federal  Commu- 
nications Commission.  So  as  he  was  clos- 
ing on  the  purchase  of  the  boatyard  with 
Jacobs,  Julius  was  also,  behind  the  scenes, 
securing  an  option  to  acquire  the  Chris- 
Craft  brand  from  News  Corp.,  the  sale  to  be 
completed  once  the  FCC 
gave  the  green  light  to 
the  media  deal.  In  Au- 
gust 2001  Julius  success- 
fully reunited,  after  20 
years  of  separation,  the 
Chris-Craft  yard  with 
the  brand  name. 

Julius    has  lofty 
tastes  but  an  aversion  to 


was,  for  example,  the  first  outsider  to  ac- 
quire an  Italian  premier-league  soccer 
team;  he  also  bought  and  sold  the  troubled 
Italian  Cantieri  Riva,  a  manufacturer  of 
deluxe  boats,  after  busting  the  unions  that 
had  been  holding  the  company  ransom. 

Before  heading  back  to  his  homes  in 
London  and  Portofino  after  his  failure  at 
the  Outboard  Marine  auction,  Julius  told 
Jacobs  to  call  if  he  ever  decided  to  dispose 


wasting  a  dollar.  He 
won't  say  what  he  paid. 
The  public  story  is  that 
his  privately  held  Lon- 
don firm  Stellican  Ltd. 
purchased  Chris-Craft. 
Not  so.  In  the  latest  ac- 
counts on  file  in  Lon- 
don, Stellican  reported 
2002  profits  of  $82,000  on  revenue  of 
$321,000.  "Stellican,"  Julius  confirms  when 
pressed,  "is  no  more  than  an  adviser  to 
[my]  family's  trust." 

Here's  our  math:  Julius'  exit  strategy'  if 
he  didn't  get  the  Chris-Craft  brand  was  to 
liquidate  the  120  finished  and  half- finished 
boats  sitting  in  the  boatyard — "at  worst, 
break  even;  at  best,  make  some  money" — 
and  then  close  up  shop.  The  boatyard  in- 


ventory realized  $5.5  million  during  those 
early  months,  suggesting  Stellican  bought 
the  yard  from  Jacobs  for  around  $5  mil- 
lion. After  Julius  recouped  that  amount,  he 
tapped  bank  lenders  for  $14  million  and 
even  squeezed  $600,000  in  tax  credits  out  of 
Manatee  County  in  Florida. 

The  only  significant  acquisition  cost 
was  what  Julius  paid  News  Corp.  for  the 
name.  Herb  Siegel  was  in  the  back  room 
advising  News  Corp.  during  the  protracted 
negotiations  with  Julius.  "News  Corp. 
finally  called  me  back  and  said,  'We  think 
we  can  get  $3  million,' "  says  Siegel.  "I  told 
them,  'You  ought  to  grab  it.  It's  only  going 
to  be  worth  that  to  the  one  guy' " 

"I  still  wouldn't  have  bought  it,"  Jacobs 
claims  today.  "The  attention  Chris-Craft 
needed,  we  didn't  have  time  for  that.  We 
were  such  a  big  company,  and  it  was  such 
a  small  company — and  it  had  suffered  the 
most  [under  Outboard  Marine]." 

Julius  tapped  his  old  friend  and  part- 
ner from  his  Harvard  M.B.A.  days,  a  self- 
effacing  Floridian  named  Steve  F.  Heese,  to 
take  on  the  heavy  lifting.  Between  Julius' 
fastidious  attention  to  the  teak  varnish  and 
cushion  fabrics,  and  Heese's  operational 
talent,  Chris-Craft's  battered  reputation  is 
getting  restored  with  a  portfolio  of  20-  to 
43-foot  boats,  all  with  deep-V  hulls  and 
base  prices  between  $33,000  and  $482,000. 

Yacht  critic  Jim  Shepard  is  a  fan  of  the 
new  boats,  developed  at  a  cost  of  $10  mil- 
lion, writing  that  the  updated  silhouettes 
separate  Chris-Crafts  from  the  "floating 
bleach  bottles  I  see  all  too  often."  Ronald 
Bethel,  a  salvager  of  wrecked  yachts,  is  also 
smitten.  "Great  boats,"  he  says.  "Quality  is 
much  better  than  it's  been  for  years." 

Chris-Craft  was  relaunched  just  after 
Sept.  1 1 ,  at  the  start  of  a  severe  boat-buying 
downturn.  But  according  to  accounts 
shown  to  banks  last  year,  Chris-Craft  re- 
ported sales  of  $30  million  and  operating 
profit  (before  interest,  tax  and  deprecia- 
tion) of  $1  million  in  the  year  ended  Feb- 
ruary 2004.  Impressive  for  a  company  that 
had  no  sales  or  products  three  years  ear- 
lier, but  it's  still  a  long  way  from  Julius' 
claim  that  Chris-Craft  will  be  "the  Mer- 
cedes of  the  sea"  with  $200  million  to 
$300  million  in  sales  in  just  a  few  years. 

"I  give  them  a  lot  of  credit,"  Jacobs  says, 
"but  I  don't  think  I'll  be  around  for  that."  F 
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eat  Driver  Jerry  Flint 


The  Dark  Side 
Of  the  Globe 


THE  MANTRA  OF  THE  MODERN  ECONOMICS  WRITER 
is  "globalism."  I  don't  have  a  problem  with  global- 
ism  generally,  but  I  worry  about  how  the  American 
automobile  industry  may,  thanks  to  globalism,  find 
itself  unable  to  create  and  engineer  a  car  in  America. 
Detroit  has  turned  to  globalism  to  build  vehicles  better,  faster, 
cheaper.  But  for  some  reason  this  means  that  nowadays 
Detroit  ships  the  good  jobs  overseas,  and  I'm  not  convinced 
the  vehicles  come  out  better,  faster  and  cheaper. 

At  General  Motors  the  design  of  the  basic  underpinnings 
for  most  of  the  cars  comes  from  abroad,  which  means  Ger- 
many. The  design  of  the  basic  machinery  of  the  smaller  cars, 
such  as  the  Saturn  Ion  and  Chevrolet  Cobalt,  comes  from 
Europe.  The  same  is  true  for  the  midsize  Chevy  Malibu  and 
Pontiac  G-6,  derivatives  of  the  German  Opel  and  cousins 
(mechanically,  anyway)  of  the  Swedish  Saab  9-3.  The  guts  of 
big  cars  with  rear  drive,  which  is  the  coming  thing,  will  be 
done  by  Australians. 

A  note  on  terminology:  The  "underpinnings"  I  am  talking 
about  used  to  be  called,  back  in  the  days  when  Americans 
ruled  the  auto  industry,  a  "frame  and  chassis."  That  meant 
frame,  wheels  and  machinery.  Along  with  the  shift  to  front- 
drive  cars  came  new  jargon — first  "platform"  and  then,  with 
globalism,  "architecture."  In  the  really  old  days  they  called 
these  things  chassis. 

At  Ford,  a  Mazda  chassis,  the  Mazda  6,  is  to  be  used  on  ten 
new  Fords,  including  next  fall's  Ford  Fusion  sedan  and  its 
Mercury  and  Lincoln  sisters,  as  well  as  a  European  Ford  and 
Volvo.  Oddly  enough,  while  the  Mazda  6  car  is  a  home  run  in 
Europe,  it  isn't  much  of  a  success  here.  The  new  Ford  500 
sedan  and  Freestyle  sport  utility  use  a  platform  derived  from 
a  Swedish  Volvo. 

Chrysler,  owned  by  the  German  DaimlerChrysler,  won't 
use  its  Mercedes  platforms  on  humble  American  cars,  but  it 
does  lend  its  designs  for  important  components  such  as  sus- 
pensions and  transmissions. 

The  idea  is  to  make  the  American  makes  more 
competitive,  and  sometimes  it  works.  The  new  j 
Chrysler  300  is  an  example.  Those  German-  I 


designed  parts  help  the  car,  which  is  last  year's  success  story, 
And  let  me  be  fair.  I've  talked  about  cars  and  only  cars.  ThQ 
trucks,  the  pickups,  the  sport  utilities  and  the  minivans  ara 
still  designed  and  engineered  here  by  the  Detroit  companies. 

But  I  worry  about  the  cars,  and  often  this  global  borrowing 
doesn't  help.  The  last  two  Saturn  cars,  both  built  from  European 
chassis  designs,  were  failures.  And  the  world  cars — cars  built  here 
that  are  not  mere  borrowers  of  mechanical  parts  but  copies  ol 
European  cars — have  been  a  flop.  Examples  were  the  Ford  Con- 
tour and  Mercury  Mystique,  eventually  killed,  which  were  ver- 
sions of  the  European  Ford  Mondeo. 

The  problem  with  using  a  foreign  platform  is  that  it  must 
be  a  compromise:  not  the  best  starting  point  for  the  Ameri- 
can car  but  the  best  that  can  be  worked  out  from  a  vehicle 
designed  for  Europe  first.  The  car  people  say  they  are  saving 
money  with  the  global  platforms.  But  they  seem  to  be  losing 

more  money  than  they  arc 
saving.  I  think  they  are  fool 
ing  themselves. 

The  Europeans  have  even 
higher  costs  but  still  design 
and  build  their  own  smal 
cars.  They  just  try  to  make 
them  cute  enough  to  earn  a 
good  price.  The  BMW  Mini, 
for  example.  I  figure  Detroit 
has  already  lost  the  ability  tc 
build  a  small  car  from  scratch. 
CM,  for  instance,  is  taking  cars 
from  its  Korean  unit,  Daewoo, 
sticking  "Chevrolet"  badges 
on  them  and  shipping  them 
around  the  world. 

Some  insist  that  the 
Japanese  are  succeeding  with  global  platforms  or  even  global 
cars.  It's  difficult  to  tell  exactly  what  the  Japanese  are  doing: 
but  here's  one  thing  they  don't  do:  They  don't  let  the  engi- 
neering get  out  of  their  country.  They  manufacture  in  the 
U.S.  and  they  do  some  design  work  here,  but  the  bulk  of  the 
mechanical  engineering  stays  at  home. 

I  like  the  side  of  globalism  that  impels  those  foreign  com- 
panies to  build  factories  here.  Hyundai  is  finishing  its  new 
plant  in  Alabama.  Toyota  is  putting  up  a  truck  plant  in  Texas 
Mercedes  is  expanding  its  sport  utility  plant  in  Alabama. 

Detroit  has  tough  problems:  Japan's  auto  profits  are  fuel- 
ing a  vast  technological  charge  that  is  leaving  us  behind.  The 
low-cost  Korean  cars  and  Chinese  parts  put  us  at  a  competi- 
tive disadvantage.  And  the  huge  legacy  costs — the  health  care 
and  pension  costs  pinned  on  each  Detroit  car — are  staggering. 
$1,500  for  every  GM  vehicle.  But  I  don't  want  to  see  Detroil 
yield  too  readily  to  the  forces  of  globalization.  That  will  ulti- 
mately result  in  a  loss  of  expertise. 


Detroit  is 
shipping  too 
much  of  the 
engineering  and 
design  of  cars 
abroad.  I  figure 
it  has  already 
lost  the  ability  to 
build  a  small  car 
from  scratch. 


Forbes 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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Fighting  Cancer 


Extending  Life 


Science  For  A  Better  Life 


St  \ 


Last  year  around  six  million  people  died  of 
cancer  -  equivalent  to  the  population  of  Hong 
Kong  or  Rio  de  Janeiro. 

Improving  diagnosis  and  finding  more 
effective  treatments  of  this  pervasive  disease 
are  major  challenges  for  the  coming  decades. 

Bayer  HealthCare  is  working  tirelessly  to 
improve  both  cancer  diagnosis  and  the 
monitoring  of  cancer  therapy. 

In  addition,  Bayer  scientists  are  currently 
working  on  ways  to  inhibit  the  growth  of 
tumor  cells.  Helping  to  extend  life  when  it  is 
at  its  most  precious,  www.bayer.com 


HealthCare 


Why  Not  Ian  Ayres  and  Barry  Nalebuff 


Stop,  Thief! 

CAR  THEFT  DECLINED  IN  THE  1990S  BUT  IN  THE  LAST  FEW 
years  has  resumed  its  growth.  Last  year  1 .2  million  cars 
were  stolen;  that's  $6.4  billion  of  theft.  We  could  end  a  lot 
of  this  waste.  For  starters,  police  estimate  that  around 
20%  of  cars  stolen  have  their  keys  inside.  Folks  dash  in 
to  the  Dunkin'  Donuts,  leave  the  car  running  and  are  surprised 
when  the  car  isn't  there  when  they  return.  The  car  owner  isn't  the 
only  victim.  All  of  us  end  up  paying  higher  insurance  rates.  Police 
have  to  devote  resources  to  finding  these  cars.  Worse  still,  the  stolen 
cars  are  often  used  to  commit  other  crimes  or  are  driven  recklessly. 

A  surprisingly  effective  tool  is  the  federally  funded  Combat 
Auto  Theft  or  "CAT"  sticker.  This  innocuous  sticker  authorizes 
police  to  stop  the  car  if  they  see  it  being  driven  between  1  a.m.  and 
5  a.m.  You'd  think  that  car  thieves  would  wise  up  and  take  off  the 
sticker — but  most  aren't  Einsteins.  More  than  just  getting  the  car 
back,  the  sticker  helps  police  catch  the  thief  in  action. 

Removing  the  key  and  stickering  the  window  impose  small  in- 
conveniences on  the  owner  but  yield  large  benefits  to  society.  We 
need  to  change  social  customs.  Folks  who  make  life  easier  for  thieves 
are  imposing  costs  on  the  rest  of  us.  The  damage  is  just  like  that 
from  secondhand  smoke.  Modesto,  Calif.,  which  holds  the  dubious 
distinction  of  having  the  nation's  highest  per  capita  auto  theft  rate, 
is  considering  ticketing  people  who  leave  their  keys  in  the  car. 

In  the  U.K.  an  annual  shame  list  of  the  car  models  most 
prone  to  being  stolen  motivated  automakers  (at  least  those  at  the 
top)  to  improve  security.  In  the  U.S.  State  Farm  Insurance  and 
others  promote  the  National  Insurance  Crime  Bureau  list,  which 
doesn't  have  the  same  incentive  effect.  The  Toyota  Camry  and 
Honda  Accord  come  out  on  top,  primarily  because  there  are  lots 
of  them  to  steal.  The  fact  that  a  ton  of  1989  Camrys  (with  out- 
dated security)  were  stolen  doesn't  inform  customers  about  the 
theft  risk  for  a  new  Camry. 

The  Highway  Loss  Data  Institute  publishes  a  much  more 
relevant  list:  The  Cadillac  Escalade  is  the  car  with  the  highest 
chance  of  being  stolen — over  1%.  Insurance  companies  can  help 
customers  choose  cars  based  on  the  theft  risk  for  new  models. 
Publicizing  this  more  useful  list  would  provide  incentives  for 
carmakers  to  avoid  heading  that  list. 

Now  let's  apply  the  principle  that  society  has  a  stake 
in  making  your  car  secure  to  the  use  of  a  valuable 
antitheft  tool  called  Lojack.  If  your  car  is  stolen,  you  have 


the  police  activate  the  hidden  tracking  device  by  sending  it  a  signal 
that  works  like  a  pager.  The  Lojack  then  starts  broadcasting  a  hom- 
ing signal.  There  is  a  90%  chance  your  car  will  be  found,  usually 
within  two  hours.  We  recently  rode  with  the  New  Haven  Police  as 
they  tracked.down  a  stolen  BMW.  Locating  the  car  was  like  playing 
a  videogame,  only  more  exciting  because  the  game  was  real. 

Lojack  prohibits  its  installers  from  putting  a  sticker  on  the  car 
advertising  that  Lojack  is  inside.  One  reason  is  to  prevent  the  thief 
from  tearing  the  car  apart  to  find  the  device.  A  more  important  rea- 
son is  that  by  keeping  the  device  hidden,  Lojack  ends  up  having  a 
much  bigger  effect  on  the  deterrence  and  catching  of  car  thieves. 

Lojack  is  expensive  ($700),  and  the  car  owner  may  righdy  con- 
clude that  it  doesn't  make  sense  if  he's  paying  the  tab  himself.  But 
auto  owners  collectively  would  definitely  be  better  off  if  more  Lo- 

Jacks  were  in  use. 

The  biggest  problem  with 
Lojack  is  that  only  a  portion  of 
its  benefit  accrues  to  the  cus- 
tomer paying  for  it.  Auto  insur- 
ance company  Progressive,  like 
many  others,  gives  no  discount 
for  Lojack  except  in  states  where 
discounts  are  mandated.  Accord- 
ing to  Progressive  spokesperson 
Todd  J.  Morgano:  "We're  not! 
making  any  judgments  about 
their  effectiveness.  Rather,  we 
don't  have  a  way  to:  1 )  verify  their 
existence;  2)  track  their  effective- 
ness; and  3)  collect,  analyze  and 
use  that  data  to  price  accurately." 
We  don't  buy  this  argument.  Once  a  Lojack  has  been  installed, 
it  is  never  removed.  The  track  record  of  Lojack  in  22  states  is  more 
than  impressive.  A  typical  stolen  car  has  a  37%  chance  of  never  being 
recovered.  With  Lojack,  that  chance  falls  by  three-quarters,  to  10%. 

But  that's  only  the  tail.  Lojack  catches  car  thieves  and  locates 
chop  shops.  If  even  3%  of  cars  have  Lojack,  an  active  thief  is  almost 
sure  to  take  a  Lojack  car  eventually.  Nabbing  the  active  thief  has  a  di- 
rect effect,  but  the  biggest  effect  is  that  potential  professional  thieves 
are  deterred  from  going  into  the  business.  A  study  by  Ian  Ayres  and 
Steven  Levitt  showed  that  each  dollar  spent  on  Lojack  resulted  in  $10 
of  reduced  car  theft.  Alas,  this  doesn't  make  the  device  a  winner  for 
insurers  with  less  than  10%  of  the  market,  because  most  of  the  ben- 
efit will  accrue  to  their  rivals.  Even  so,  Liberty  Mutual  gives  a  large  in- 
surance discount  to  Lojack  users,  even  where  it  isn't  required  by  law. 

The  contrast  between  Lojack  and  the  Club  steering-wheel 
lock  couldn't  be  more  stark.  The  Club  doesn't  catch  car  thieves 
and  doesn't  even  deter  them — it  just  sends  them  to  the  next  car 
down.  The  Club  is  a  beggar-thy-neighbor  strategy.  People  who 
would  never  think  of  putting  a  sign  in  their  car  window  saying, 
"My  neighbor  leaves  her  keys  in  the  ignition"  feel  fine  putting  on 
a  steering-wheel  bar  diat  has  basically  the  same  effect. 


Locating  a 
stolen  BMW 
in  New  Haven 
was  like  playing 
a  videogame, 
only  more 
exciting  because 
the  game 
was  real. 


Forbes 


Ian  Ayres  and  Barry  Nalebuff  are  professors  at  Yale  Law  School  and  Yale 
School  of  Management  and  coauthors  of  Why  Not?  They  will  continue  ex- 
ploring car  theft  in  a  Why  Nof?series  with  WGBH  for  national  public  television. 
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observers  around  the  world,  Japan  often  seems  a  kaleidoscopic  swirl  of  political  and  economic  activity: 

metimes  changing  on  the  surface,  yet  quite  similar  to  the  previous  patterns.  Beyond  the  changing  images, 
•wever,  Japan  is  in  fact  reinventing  itself  with  a  newfound  intensity. 

make  sense  of  this  transformation  dynamic,  we  present  here  first-hand  insights  into  the  radical  shifts  sweeping 
irporate  Japan.  This  special  section  features  the  visions  and  voices  of  Japan's  top  executives  —  the  individuals 
io  understand,  guide  and  shape  these  changes. 


A  merchant's  personal 
business  philosophy 


ITOCHU  in  the  late  19th  century' 


"Above  all  else,  merchants  should  always  be  honest. " 

The  merchant  who  spoke  these  words  was 
ITOCHU's  founder,  Chubei  Ito. 
A  merchant  all  his  life,  he  steadfastly  believed  that 
"The  most  important  thing  to  do  in  one 's 
business  activities  is  to  be  honest  — 
with  other  people,  and  most  important  of  all  with  oneself  " 

These  days  the  business  environment  is  rapidly 

changing  in  many  parts  of  the  world, 
but  since  its  establishment  in  1858,  ITOCHU, 
one  of  the  largest  general  trading  companies, 
remains  committed  to  conducting  business  in  the 
honest  manner  of  its  founder. 


ITOCHU  Corporation 

http://www.itochu.co.jp 


c  ITOCHU  2004.4.30 


v        u ii-  j.i i i.i 1 1  t|. '<_■(.  i.i i  rvuvci  1 1 si  n g  jccuon 

online  at  Forbes'  flagship  Web  site. 
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MESSAGE 


The  Second  Bush 
Administration  and 
U.S.-Japan  Relations 


Howard  H.  Baker,  Jr. 
United  States 
Ambassador  to  Japan 


I  am,  of  course,  a  partisan  commentator,  since  President 
George  W.  Bush  appointed  me  as  United  States  Ambassador 
to  Japan,  but  I  think  his  reelection  is  a  very  positive  develop- 
ment for  the  U.S.-Japan  relationship.  The  genuinely  friendly 
relationship  between  Prime  Minister  Koizumi  and  President 
Bush  should  not  be  undervalued  either.  The  fact  that  our 
two  leaders  can  talk  to  each  other  openly  means  that  issues 
get  aired  and  views  shared  at  the  highest  level.  In  other 
words,  the  U.S.  agenda  and  the  Japanese  agenda  are  dis- 
cussed and  coordinated  at  the  top.  This  usually  means  that 
faster  progress  is  made  on  resolving  differences  and  tackling 
the  centrally  important  issues  in  the  relationship.  That  will 
make  a  critical  difference  in  our  efforts  to  bring  peace  and 
stability  in  Iraq  and  it  will  also  play  an  important  role  in 
how  our  two  nations  work  together  in  the  economic  arena. 

A  year  ago,  I  wrote  in  Forbes  about  the  friendship  between 
Japan  and  the  United  States.  That  is  nowhere  more  true 
than  in  our  economic  relations.  In  the  last  four  years  we 
have  resolved  our  differences  in  a  mature  and  friendly  way 
and  are  working  together  closely  to  advance  shared  objec- 
tives, even  in  complex  areas  like  intellectual  property  rights. 
We  are  also  working  closely  together  to  cooperate  in  overseas 
development  assistance,  and  in  helping  to  solidify  both  the 
political  and  economic  foundations  of  countries  like  Sri 
Lanka  and  Afghanistan.  We  both  understand  that  political 
stability  and  economic  growth  are  keys  to  peace  all  around 
the  world.  Not  surprisingly,  we  agree  that  our  most  impor- 
tant economic  concern  is  ensuring  that  Japan  has  a  healthy 
and  growing  economy.  That  is  important  to  world  economic 
growth  and,  ultimately,  the  well-being  of  people  everywhere. 
For  that  reason,  the  United  States  continues  to  pay  close 
attention  to  the  health  of  the  banking  system  in  Japan 
and  the  work  that  is  being  done  to  reduce  the  number  of 
non-performing  loans.  We  have  also  urged  Japan  to  take 
measures  that  will  stem  deflation  and  encouraged  their  ef- 
forts at  regulatory  reform. 

Our  "Partnership  for  Economic  Growth"  is  a  vehicle  for 
promoting  candid  -  but  not  antagonistic  -  discussions  about 
how  to  promote  sustained  growth.  Under  this  initiative  ei- 
ther side  can  point  out  areas  where  further  deregulation  and 
increased  foreign  direct  investment  will  stimulate  economic 
activity.  I  think  our  two  countries  have  made  a  great  deal  of 
progress  in  identifying  and  reducing  regulatory  impediments 
to  growth  in  the  last  four  years  and  I  look  forward  to  con- 
tinuing these  joint  efforts.  I  am  encouraged  by  recent  eco- 
nomic data:  Japan's  economy  has  begun  to  grow,  deflation  is 
moderating  and  unemployment  has  declined.  I  expect  to  see 
these  trends  continue  and,  as  we  enter  the  first  year  of  Presi- 
dent George  W.  Bush's  second  administration,  I  feel  good 
about  the  health  of  the  U.S.-Japan  economic  relationship. 


S-3 


Success  Means  Much  More  than  Numbers 


IFujio  Cho 
President,  Toyota  Motor  Corporation 

Toyota  Motor  Corporation  is  not  only  Japan's  largest  company, 
but  in  the  eyes  of  the  nation's  top  executives,  one  of  the  best- 
managed  firms  as  well.  Over  the  past  few  years  its  overall  growth 
has  been  remarkable.  Yet  no  matter  how  big  or  successful  Toyota 
looks  on  the  outside,  inside  the  company  there  is  always  a  desire 
to  do  better. 

Part  of  this  stems  from  Toyota's  corporate  DNA,  and  part  of  it 
comes  from  the  leader  who  has  guided  the  company  into  the  new 
millennium,  President  Fujio  Cho. 

"We  have  many  challenges  ahead  of  us,"  Cho  says,  "but  perhaps 
our  biggest  challenge  is  the  one  we  have  created  for  ourselves. 
When  companies  become  very  large,  they  often  lose  the  edge  that 
made  them  successful.  They  become  complacent;  customer  focus 
declines;  creative  ideas  dry  up,  and  before  you  know  it  they're  in 
serious  trouble." 

Serious  trouble?  We  respectfully  remind  President  Cho  that  in  its 
last  fiscal  year,  the  Toyota  Group  recorded  all-time  highs  in  vehicle 
production,  net  revenues  and  net  income,  while  total  vehicle  sales 
grew  almost  10%  to  6.71  million  units,  also  a  new  company 
record.  By  any  yardstick,  Toyota  is  a  phenomenal  success. 


"Yes,"  he  says,  smiling  patiently.  "I'm  aware  of  the  number 
and  we  are  certainly  proud  of  them.  But  that  is  not  the  kind  c 
growth  I'm  talking  about.  The  challenge  for  Toyota  is  to  achie\ 
more  meaningful  growth." 

What  could  be  more  meaningful  than  double-digit  gains 
production,  sales  and  income?  Overtaking  foreign  rivals 
the  race  for  global  market  share?  "No,  not  at  all,"  he  say 
looking  like  a  teacher  who  has  just  received  a  foolish  answi 
to  a  simple  question.  "That's  not  the  way  we  think.  By  mcar 
ingful  growth,  I  don't  mean  bigger  numbers.  I  mean,  growii 
Toyota  into  a  company  that  truly  matters  -  to  our  customer 
our  employees,  our  suppliers  and  to  the  societies  where  w 
live.  Our  biggest  challenge  is  not  to  grow  larger,  but  to  gro 
better.  We  want  to  make  better  cars  that  sell  for  even  lowt 
prices;  we  want  to  make  all  our  stakeholders  feel  good  aboi 
being  associated  with  Toyota;  and  we  want  to  recycle  some 
our  profits  back  into  society." 

"Perhaps  our  biggest  challenge  is  the  one 
we  have  created  for  ourselves. " 

Coming  from  the  CEO  of  another  company,  this  woul 
sound  like  PR  rhetoric.  From  Cho,  it  is  a  declaration.  Toyo 
is  seriously  committed  to  doing  a  lot  more  than  just  sellir 
more  cars.  Back  in  1992,  the  company  established  its  "Earl 
Charter,"  followed  by  an  "Environmental  Action  Plan" 
'93,  and  then  in  2003,  the  "Toyota  Recycle  Vision"  to  attai 
a  95%  vehicle  recovery  rate  within  ten  years.  In  addition 
environmental  causes,  the  company  operates  charitable  foul 
dations  in  nine  countries,  supports  arts  programs  worldwid 
reforestation  projects  in  China,  educational  programs  such 
North  America's  Toyota  Family  Literacy  Program,  Toyo 
Families  in  Schools  and  the  list  goes  on  and  on.  Every  yea 
Toyota  allocates  more  than  1%  oi  its  huge  non-consolidate 
ordinary  income  to  social  projects. 

"Yes,  there  are  also  good  business  reasons  for  some  of  the 
policies,"  says  Cho.  "For  example,  if  we  do  not  produce  cleane 
more  efficient  cars  in  environmentally  low-impact  factorie 
sooner  or  later  we  won't  be  able  to  compete  in  this  business.  5 
it  makes  good  sense  to  develop  vehicles  like  the  new  Priu 
with  its  Hybrid  Synergy  Drive.  Soon  we  will  introduce  hybr 
SUVs,  and  that's  just  the  beginning.  We  will  keep  developir 
hybrids  that  are  both  environmentally  friendly  and  fun 
drive.  That  combination  is  a  real  challenge  for  an  automata 
but  meeting  that  challenge  is  the  Toyota  Way." 


Fujio  Cho  joined  Toyota  after  graduating  from  the  University  of  Tokyo  in  1 960.  A  production  specialist,  he  was  mentor ed  by  Toyota  Production  System 
|  guru  Taiichi  Ohno  and  opened  Toyota 's  first  wholly  owned  factory  in  America  in  1 988.  Cho,  who  became  president  in  7  999,  is  a  third  dan  in  the 

traditional  martial  art  of  kendo. 

www.foyofa.co.yp 


anasonic  introduces  hi-def  plasma  with  the  most 


picture  in  the  world. ..yours. 


Using  SD  technology,  you  can  shoot  and  share  your  photos  instantly  with  Panasonic  Lumix"*  Digital  Cameras 
and  the  built-in,  personal  photo  viewer  on  Panasonic  Plasma  HDTVs.  It's  the  ultimate  personalized  experience. 
Your  family.  Your  friends.  Your  life.  Larger  than  life.  It's  a  beautiful  thing. 


Panasonic  ideas  for  life 


Pursuing 
New  Energy  Solutions 
for  Today's 
New  Parameters 


As  a  global  leader  in  the  development  and 
manufacture  of  equipment  and  infrastructure  of 
every  description  to  support  social  progress, 
Mitsubishi  Heavy  Industries  is  sharply  focused  on 
the  world's  energy  needs.  Today  we  supply 
environmentally  friendly  systems  incorporating 
proprietary  technologies  spanning  from 
traditional  thermal  and  hydroelectric  applications 
to  new  breakthroughs  in  the  solar,  wind  and 
nuclear  energy  fields.  Preeminent  among 

energy  solutions  are  our  gas 


our 

state-of -die-art 

turbine  ^tombined-cycle  (GTCC)  plants,  boasting 
the  wo«8d  s  highest  level  of  thermal  efficiency. 


Gas  turbine  and  high-performance  wind  turbine  developed  by  MHI 


JL  MITSUBISHI 

Mm  m  HEAVY  INDUSTRIES,  LTD.    www.mhi  co.jp 
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)ne  Thing  that  Stays  the  Same: 
he  Need  to  Change 


Change  is  a  constant,"  says  Fujio  Mitarai,  president  and  CEO 
Canon  Inc.  "We  are  always  changing,  and  always  will  be 
inging,  because  any  company  that  does  not  keep  evolving  is 
ing  to  disappear." 

^.  powerful  agent  of  change  himself,  Mitarai  is  one  of  the  best- 
own  CEOs  in  Japan,  acclaimed  at  home  and  abroad  as  a  man 
o  knows  how  to  lead.  Under  his  stewardship,  Canon  has 
:ome  a  top  global  brand  and  a  powerhouse  of  profit  growth. 

"We  match  products  to  the  needs  of  the  times, 
and  we  concentrate  our  resources  on 
what  we  do  best. " 

[o  Mitarai,  it  is  all  about  strategy.  In  1996,  he  promoted  the 
w-famous  Excellent  Global  Corporation  Plan,  a  long-term 
nagement  initiative.  The  company  is  nearing  the  end  of  Phase 
ro  -  Selection  and  Concentration.  What  does  that  mean  in 
lcrete  terms? 

It  means  we  match  products  to  the  needs  of  the  times,  and  we 
icentrate  our  resources  on  what  we  do  best.  Our  forte  is 
•dware,  but  not  every  kind  of  hardware.  We  don't  make  PCs 
cell  phones;  we  focus  on  value-added  input  and  output 
hnologies,  like  cameras  and  printers." 

Hanon  is  known  for  two  things,  R&D  prowess  and  constant 
arts  to  reduce  production  costs.  Mitarai  says  the  two  are  closely 
egrated:  "By  developing  our  own  in-house  technologies,  we 
:p  costs  to  a  minimum."  This  same  in-house  R&D  also 
)duces  world-class  products,  like  the  CMOS  image  sensor 
orporated  in  Canon's  digital  SLR  cameras. 
^.  newer  example  is  a  revolutionary  flat-panel  display  that 
non's  engineers,  working  in  conjunction  with  researchers  at 
shiba  Corp.,  created  to  rival  LCD  and  plasma  screens.  Unlike 
>se  technologies,  the  SED  (surface-conduction  electron- 
itter  display)  is  similar  in  principle  to  the  CRT  displays  in 
l-fashioned  TVs,  but  without  the  bulky  tubes.  Moreover,  the 
D  will  use  far  less  energy  than  comparable  LCD  or  plasma 
eens.  This  new  technology  will  debut  in  a  new  TV  in  the 
ond  half  of  2005. 

V  Canon-brand  TV?  There's  an  interesting  extension  of  output 
hnology.  But  Mitarai  is  thinking  way  beyond  television. 
We  re  moving  beyond  the  era  of  still  images.  Broadband  is 
ming  up  an  era  of  ubiquitous  video  over  the  Internet."  The 
ng  room  'entertainment  center'  will  become  an  'information 
:ion,'  he  says,  with  a  large-screen  TV/display  panel,  fast  In- 
let access,  a  color  printer,  and  so  on.  "You  could  shoot  videos 


Fujio  Mitarai 

President  and  CEO,  Canon  Inc. 


with  your  camcorder,  view  and  edit  them  on  the  display,  and  then 
send  them  via  broadband  to  friends.  You  might  want  to  print  out 
the  morning  newspaper  or  check  the  weather  on  the  Internet  or 
any  number  of  things.  The  key  is  the  total  integration  of  all  the 
components  connected  to  a  wireless  network." 

Yet  this  is  but  one  small  sample  of  the  company's  vision.  As 
Phase  Three  of  its  growth  plan  -  which  focuses  on  expanding  both 
products  and  markets  -  takes  shape  in  2006,  Canon  will  undergo 
even  more  interesting  changes. 

One  has  to  wonder  how  any  company  can  maintain  its  lead  year 
after  year,  running  in  a  technology  marathon  with  no  finish  line. 
Before  answering,  Mitarai  guides  the  visitor  to  a  corner  window 
high  in  the  company's  suburban  Tokyo  headquarters  and  points 
to  a  construction  project  next  door. 

"That's  our  new  R&D  Center,"  he  says  of  the  complex,  a  full 
city  block  across.  "It  will  house  state-of-the-art  cluster  computing, 
testing  and  analysis  equipment,  and  it  will  be  right  next  door  so 
I  can  keep  an  eye  on  it,"  he  laughs.  Then,  contemplating  the  new 
building,  he  says  in  a  serious  tone,  "That's  the  future  of  a  company 
like  this.  We  must  always  keep  changing  to  stay  on  top." 


Utarai  joined  the  predecessor  of  Canon  Inc.  in  1961,  after  graduating  from  Chuo  University.  From  1966  to  1989,  he  lived  in  North  America,  serving 
s  president  and  CEO  of  Canon  U.S.A.  for  the  last  10  of  those  years.  Since  assuming  the  helm  of  Canon  Inc.  in  1995,  he  has  strengthened  Canon's 
nancial  and  management  structure. 

www.canon.com 
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At  ANA,  service  isn't  just  a  reactive  endeavor.  It's  steeped  in  centuries  of  Japanese  culture. That's  why 
our  flight  attendants  take  great  pride  in  delivering  outstanding  service  even  before  you're  aware  you 
need  it .  Whether  it's  a  cold  drink,  a  warm  duvet  or  any  other  touch  of  japanese  hospitality,  we'll  be  there 
rasterthi  n  you  <_an  hit  a  call  button.  After  .ill,  we've  been  training  for  a  thousand  years  or  so.  www.fly-ana.com 
WASHINGTON'S  ONLY  DAILY  NON-STOP  TO  JAPAN. 


ANA 


A  STAR  ALLIANCE  MEMBER 

1-800-2-FLY-ANA  |  WWW.FLY-ANA.COM 
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Continuing  the  Revolution, 
ransforming  a  Generation 

n  1999,  NTT  DoCoMo,  Inc.  revolutionized  the  market  with 
proprietary  mobile  Internet  platform,  called  i-mode.  With 
y-to-use  mobile  e-mail,  online  shopping,  ticket  reservation 
vices  and  access  to  tens  of  thousands  of  Internet  sites,  i-mode 
;  not  only  cemented  DoCoMo's  position  as  the  number-one 
vice  provider  in  the  Japanese  mobile  market,  it  has  established 
:  company  as  the  benchmark  for  the  global  market  as  well. 
vfow,  once  again,  DoCoMo  is  doing  the  impossible:  convincing 
:rs  to  give  up  their  state-of-the-art  2G  phones  for  yet  another 
olutionary  technology.  "We  started  FOMA,  our  3G  service, 
:k  in  October  2001 ,  but  sales  were  not  encouraging  as  the  first 
idels  had  some  minor  drawbacks,"  says  President  and  CEO 
isao  Nakamura.  "Recently,  though,  since  we  launched  a  new 
)MA  handheld  device  that  completely  overwhelmed  2G  phones, 
r  3G  service  has  started  to  take  off.  We  had  over  seven  million 
xs  in  the  fall  of  2004,  and  I  think  we'll  hit  the  ten  million  mark 
ly  in  2005.  With  growth  starting  to  accelerate,  I'm  not  too 
rried  about  the  pace  of  migration  from  2G  to  3G." 

"We're  going  to  redefine  the  position  of  mobile 
phones  in  our  lives  through  new  services  and 
^plications  that  until  today  were  inconceivable. " 


itill,  considering  all  the  features  available  on  2G  models, 
at  else  could  anyone  want  to  do  with  their  phone?  "Video, 
one  thing,"  Nakamura  says  with  a  smile.  "FOMA  handsets 
turning  into  high-resolution  videophones,  with  packet 
nsmission  speeds  up  to  384  Kbps,  or  about  14  times  the 
red  of  2G  phones.  They  can  download  video  clips  from  the 
ernet  or  shoot  video  with  built-in  megapixel  cameras,  and 
:n  send  those  clips  to  other  FOMA  users.  They  can  even 
idle  real-time  video-conferencing.  In  another  year  or  so, 
re  will  be  digital  TV  broadcasts  for  mobile  phones."  Under 
kamura's  direction,  R&D  teams  are  working  feverishly  to 
ate  the  future.  In  no  uncertain  terms,  Nakamura  asserts, 
re're  going  to  redefine  the  position  of  mobile  phones  in  our 
:s  through  new  services  and  applications  that  until  today 
re  inconceivable." 

rV  in  your  pocket?  Video-conferencing?  Nakamura  is  just 
ting  started.  "We  want  to  use  this  3G  platform  to  experiment 
h  lots  of  new  services  and  capabilities,"  he  says  excitedly. 
In  July  we  introduced  a  new  service  called  i-mode  FeliCa, 
ich  is  basically  e-commerce  capability  for  your  mobile 
me."  With  a  contactless  IC  card  installed,  FeliCa  users  gain 
ess  to  a  wide  range  of  new  service  capabilities.  FeliCa  sends 


Masao  Nakamura 

President  and  CEO,  NTT  DoCoMo,  Inc. 

and  receives  data  via  mobile  phone  nerworks,  enabling  e-money, 
credit  card  and  personal  authentication  services.  "With  it,  you 
can  buy  groceries  at  the  store,  board  a  train  without  a  ticket, 
check  in  for  an  international  flight  and  have  a  boarding  pass 
issued  on  the  spot,  and  much  more."  It's  no  surprise,  then,  that 
unrelated  industries  such  as  credit  card,  banking  and  transpor- 
tation are  keen  to  see  how  this  technology  will  affect  their 
business.  The  i-mode  FeliCa  service  is  destined  to  become  a 
major  feature  of  FOMA. 

Youthful  and  spirited,  recently  appointed  President  Nakamura 
is  determined  to  translate  his  unique,  fast-paced  business  style 
into  the  next-generation  DoCoMo.  With  an  endless  list  of 
possible  new  services  and  applications  for  3G  and  future  mobile 
communication  technologies,  his  vision  is  matched  only  by  his 
endless  enthusiasm  for  watching  his  ideas  take  hold.  With  over 
49  million  subscribers,  expect  to  see  NTT  DoCoMo  breaking 
new  ground  over  the  next  few  years,  maintaining  Japan's 
position  as  the  world's  testing  ground  for  the  future  of 
mobile  telecommunications. 


fter  graduating  from  the  University  of  Tokyo,  Masao  Nakamura  rose  through  several  executive  positions  with  NTT,  Japan 's  leading  telephone  company, 
id  then  moved  to  its  cellular  offshoot.  NTT  DoCoMo.  After  heading  efforts  in  finance,  marketing  and  total  service  development,  he  assumed  the 
ost  of  president  and  CEO  in  June  2004.  In  his  limited  spare  time,  Nakamura  remains  an  avid  outdoorsman,  enjoying  fishing  and  golf. 

www.ntfdocomo.com 


to  the  world's  financial  markets? 


Nomura  provides  the  bridge  linking  needs  with  resources, 
delivering  focused,  solution-based  services  to  our  clients 
across  the  globe.  For  details,  visit  www.nomura.com 


is  represented  in  the  Americas  by  Nomura  Holding  America,  Inc.  and  its  affiliates,  including  Nomura  Securities  International.  Inc.  a  member  of  NASD.  NYSE  and  SIPC. 
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tailing  into  the  Future  on  a  Global  Network 


\mid  a  global  shipping  boom  spurred  by  the  dynamic  growth 
China's  economy  and  the  steady  momentum  of  business  in 
g  U.S.  and  Europe,  Yasuhide  Sakinaga,  president  of  Kawasaki 
sen  Kaisha,  Ltd.,  predicts  another  record  year  for  fiscal  2004, 
lich  in  Japan  runs  through  March  31,  2005.  Little  known 
tside  of  Japan,  the  Tokyo-based  global  shipping  group,  also 
own  as  "K"  Line,  is  no  upstart.  Embracing  28  affiliated  firms 
Japan  and  149  overseas,  "K"  Line  is  forecasting  a  net  profit  of 
7  billion  ($530  million)  -  a  72%  jump  from  last  year  -  on 
erating  revenues  of  ¥790  billion  ($7.4  billion),  up  9% 
»m 2003. 

'K"  Line  thrives  in  four  areas  of  shipping  around  the  world: 
ntainer,  automobile,  bulk  and  gas  and  oil.  Last  year's  net  in- 
me  of  ¥33.2  billion  ($310  million)  was  more  than  three  times 
i  original  forecast,  allowing  management  to  successfully  wind 
a  three-year  business  plan  a  full  year  ahead  of  schedule. 
\  new  five-year  management  plan,  "K"  Line  Vision  2008,  was 
t  into  place  last  April,  projecting  a  net  income  of  ¥55  billion 
510  million)  with  operating  revenues  of  ¥870  billion  ($8.2 
lion)  for  2008.  The  plan's  centerpiece  is  a  substantial  invest- 
:nt  of  ¥730  billion  ($6.8  billion)  -  equivalent  to  181  ships, 
lis  aggressive  investment  will  result  in  a  46 1  -ship  fleet  by  2009, 
time  for  "K"  Line's  90th  anniversary. 

While  "K"  Line  is  currently  Japan's  third-largest  full-service 
iritime  shipping  company,  that  doesn't  bother  Sakinaga  in  the 
st.  "I'm  more  interested  in  performance.  Of  course  our  corpo- 

"Maritime  shipping  is  not  only  a  fundamentally 
indestructible  industry,  but  a  globally 
indispensable  one. " 

e  culture  advocates  fairness,  openness  and  independence,  but  it 
3  places  strong  emphasis  on  entrepreneurship.  Our  goal  has 
fays  been  to  be  the  world's  most  reliable  shipping  company, 
ier  than  merely  its  largest."  Sakinaga  believes  that  this  corpo- 
g  philosophy  has  been  essential  to  the  success  of  his  firm's 
:rseas  business  expansion  since  1 922,  when  "K"  Line  launched 
first  international  liner  service  between  Italy  and  the  United 
tes.  "We  are  doing  our  best  under  the  current  program  to 
Id  a  strong  foundation  as  a  global  leader,  earning  international 
?ect  and  recognition,  as  well  as  benefiting  out  stakeholders, 
tomers  and  shareholders." 

)espite  the  company's  outstanding  performance  and  Sakinaga's 
itive  outlook  on  the  future,  he  is  quick  to  point  out  that  "K" 
e  "isn't  quite  there  yet."  The  target  for  consolidated  operating 


Yasuhide  Sakinaga 

President,  Kawasaki  Kisen  Kaisha,  Ltd. 


revenues  has  been  set  at  ¥1  trillion  ($9.4  billion)  for  2010.  To 
attain  this  goal,  Sakinaga  believes  "K"  Line  must  continue  to 
develop  its  efficiency  and  build  a  multinational  staff  manning  its 
ever-expanding  global  network.  "Currently,  we  are  fortifying 
our  base  camp  on  higher  ground,  so  to  speak,  in  preparation  for 
our  climb  to  new  peaks." 

Sakinaga  is  keenly  aware  of  the  importance  of  building  the  "K" 
Line  group's  appeal  to  promising  young  people  from  all  nations 
and  walks  of  life,  the  very  people  who  will  be  vital  to  future 
growth.  "Maritime  shipping  shows  no  sign  of  slowing  despite 
negative  factors  such  as  unrest  in  the  Middle  Last,  fear  of  terror- 
ism and  soaring  fuel  prices."  Sakinaga  concedes,  "there's  nothing 
flashy  about  our  industry.  We  don't  advertise  ourselves  on  tele- 
vision like  consumer  brands."  But  he  states  with  confidence, 
"maritime  shipping  will  remain  an  essential  part  of  the  world 
economic  infrastructure,  contributing  significantly  to  mankind  s 
welfare.  Having  survived  two  world  wars,  maritime  shipping  is 
not  only  a  fundamentally  indestructible  industry,  but  a  globally 
indispensable  one,  and  as  such  offers  one  of  the  most  challenging 
and  exciting  places  to  work  in  the  new  world  market." 


S-l  1 


tier  graduating  from  the  prestigious  University  of  Tokyo,  School  of  Law  in  1962,  Yasuhide  Sakinaga  leapt  directly  to  Kawasaki  Kisen  Kaisha,  where 
e  eventually  became  the  head  of  corporate  planning  in  1988.  Sakinaga  went  on  to  become  senior  managing  director  in  1994,  executive  vice  president 
i  1999,  and  president  in  2000. 

www.kline.co.jp 
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Three  Measures  to  Encourage 
Sustainable  Development 


Yuzaburo  Mogi 

Chairman  and  CEO,  Kikkoman  Corporation 


After  many  years  of  economic  slowdown,  Japan  seems  to  have 
turned  the  corner  and  to  be  on  the  path  to  recovery.  The  key  to  the 
nation's  future  is  to  find  a  way  to  support  sustainable  develop- 
ment for  the  years  to  come.  This  is  precisely  what  occupies  the 
thoughts  of  Yuzaburo  Mogi,  chairman  and  CEO  of  Kikkoman 
Corporation,  the  world's  largest  soy  sauce  manufacturer,  and  an 
opinion  leader  in  Japanese  business  circles. 

"We  need  both  political  and  economic  reform,"  he  says,  "and 
we  need  it  soon."  Mogi  is  working  as  the  co-chair  of  the  National 
Congress  for  21st  Century  Japan,  an  independent  group  of  cor- 
porate executives,  labor  union  representatives,  academics  and 
mass  media  who  want  to  see  Japan  develop  policy-oriented  poli- 
tics. In  the  last  major  election,  held  in  November  2003,  the  group 
encouraged  the  nation's  political  parties  to  publish  manifestos 
outlining  their  platforms  and  promises.  Later,  in  May  2004,  it 
held  a  meeting  to  analyze  each  party's  manifesto  and  evaluate  the 
elected  party's  performance  against  its  manifesto. 

"We  believe  the  manifestos  could  start  Japanese  politics  moving 
in  the  right  direction,"  Mogi  says.  "Until  now  we  have  had  too 
much  propaganda  and  not  enough  policy.  Once  the  voters  get 


used  to  reading  the  different  parties'  manifestos,  they  will  sta 
thinking  about  issues  and  policies.  Our  goal  is  to  promote  polic; 
oriented  politics  in  Japan." 

In  the  economic  realm,  Mogi  has  three  ideas  to  keep  Japa 
growing.  First,  he  says  that  deregulation  is  essential.  True,  the 
has  been  much  talk  and  some  initial  steps  in  this  direction  over  tl 
past  several  years,  but  in  the  CEO's  words,  "there  is  a  lot  of  rooi 
for  improvement." 

Second,  tax  reform  is  important.  Both  corporate  and  person 
tax  rates  should  be  lowered,  and  personal  tax  rates  should  I 
flatter.  "We  also  need  tax  incentives  to  increase  venture  bus 
ness  investment  for  those  who  help  new  businesses  get  off  tl 
ground,  such  as  tax  deductions  for  investment  losses." 

Why  the  incentives  to  start  up  new  business?  Because,  Mogi  sa\ 
"We  have  a  problem  with  a  low  birthrate  for  corporations.  We  net 
to  have  newcomers  in  the  marketplace,  and  that  includes  ventu 
businesses,  new  businesses  spun  off  from  existing  companies  ar 
also  foreign  direct  investment  (FDI)."  He  adds  confidently  that  t. 
reform  and  deregulation  are  necessary  steps  to  bring  this  about. 

"We  need  both  political  and  economic  reform, 
and  we  need  it  soon. " 

Third  on  his  list  is  decentralization.  Mogi  notes  that  inc 
vidual  states  in  the  U.S.  compete  with  each  other  to  attract  FT 
and  create  new  businesses;  Japan  needs  the  same  approac 
"Autonomy  and  competition  among  local  governments  a 
necessary  to  increase  the  amount  of  FDI  and  the  total  numb 
of  new  businesses  in  Japan.  This  would  make  Japan  much  mo 
attractive  to  investors." 

If  these  three  measures  are  carried  out  through  decisive  go 
ernment  action,  Mogi  is  confident  that  Japan  will  regain 
economic  strength  in  the  years  ahead.  "But  if  we  do  not  undt 
rake  these  measures  within  three  to  five  years,"  he  warns,  "it  m 
be  too  late." 

When  asked  about  the  most  important  factor  to  bring  abo 
these  constructive  reforms  and  put  Japan  back  on  the  path 
long-term  economic  health,  Mogi's  answer  is  unequivoc 
"Political  leadership.  Without  strong  political  leadership,  it  v* 
be  very  difficult  to  promote  reform  in  the  years  to  come." 

Mogi  clearly  understands  the  challenges  of  economic  a: 
political  reform  facing  Japan,  yet  he  is  optimistic  that  the  natr 
can  triumph  in  the  coming  years,  turning  itself  into  a  healt 
economy  with  more  politically  active  citizens.  Anyone  who  n 
this  soft-spoken  gentleman  would  agree  that  Japan  needs  mc 
leaders  like  Yuzaburo  Mogi. 


S-I2 


A  descendant  of  the  family  that  started  what  is  likely  Japan 's  oldest  continuously  operating  business,  Yuzaburo  Mogi  joined  Kikkoman  in  1958.  Ever 
before  rising  to  the  presidency  in  1995,  he  worked  to  revitalize  and  further  internationalize  the  company.  In  2004,  he  was  named  chairman  and  CEO 

A  global  thinker,  ihe  bilingual  Mogi  holds  an  M.B.A.  from  Columbia  University. 

www.kikkoman.corr 
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Connectors  are  indispensable  in  electronics 
from  mobile  phones  to  LCD  displays. 
With  nearly  50,000  types ,Hirose  offers  one 
of  the  largest  product  ranges  in  the  world. 


HIROSE 

ELECTRIC 

CO.,LTD. 


HIROSE  ELECTRIC  CO.,  LTD..  HEAD  OFFICE: 

5-23  Osaki  5-chome,  Shinagawa-ku,  Tokyo  141-8587  Japan 

Tel: +81-3-3491-5300  Fax:+81-3-3495-5230  http://www.hiro 
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Drawing  Inspiration  from 

Nature's  Wisdom 


SINCE  THE  FIRST  EXPO  WAS  HELD  IN 
London  over  150  years  ago,  the 
events  have  been  an  opportunity 
for  visitors  to  gain  a  better  under- 
standing of  the  world  and  catch  a 
glimpse  of  the  possibilities  of  the  fu- 
ture. Expo  2005  Aichi,  to  be  held  near 
Nagoya,  Japan  from  March  25  to 
September  25,  will  be  no  exception, 
featuring  attractions  hosted  by  many 
participants,  including  exhibitions 
from  more  than  120  nations. 

Private  corporations  will  showcase 
their  latest  technological  wonders 
alongside  attractions  from  numerous 
non-governmental  and  non-profit 
groups.  Despite  the  diverse 
backgrounds  of  the  partici- 
pants, the  spirit  of  cooper- 
ation is  evident  everywhere, 
with  all  parties  joined  for  the 
purpose  of  promoting  sustainability 
and  harmony  with  nature.  Toshio 
Nakamura,  Secretary  General,  Japan 
Association  for  the  2005  World 
Exposition,  explains,  "Solutions  to 
many  of  the  issues  faced  by  the  world 
today  are  beyond  the  reach  of  any 
single  country.  Unless  we  all  agree  to 
work  together  toward  a  common 
goal,  these  problems  will  remain 
unsolved.  The  purpose  of  Expo  has 
always  been  to  raise  awareness  by 
encouraging  people  and  countries  to 
contribute  their  unique  perspectives 
for  the  betterment  of  humanity." 

Expo  2005  is  unique  in  that  the  event 
itself  is  a  living  experiment,  demon- 
strating the  viability  of  new  environ- 
mental technology  and  providing  a 
hint  at  a  greener  tomorrow.  Nestled 
within  a  wooded  park,  the  event  pavi- 
lions are  located  on  preex'     g  fields 


and  playgrounds,  and  the  elevated  2.6- 
kilometer  walkway  winds  between 
trees  and  ponds,  making  use  of  na- 
ture's aesthetic  instead  of  trying  to 
change  it.  Throughout  the  grounds, 
non-invasive  construction  has  been  the 
guiding  principle;  rather  than  perma- 
nent stand-alone  structures,  the  event 
pavilions  are  modular  assemblies  that 
can  be  easily  broken  down  and  reused 
elsewhere.  After  the  anticipated  15 
million  visitors  depart,  the  grounds  will 
be  returned  to  their  original  state. 

Everywhere  one  looks 
are  amazing 


displays  of  ingenuity  and  technology. 
Non-polluting  fuel  cell  buses  and  a 
levitating  magnetic  train  line  have 
been  provided  to  transport  visitors  to 
and  from  the  event.  Bio-lung,  a  four- 
story  wall  of  plants  stretching  over  a 
football  field  in  length,  in  addition 
to  providing  an  attractive  source  of 
shade  from  the  summer  sun,  cycles 
oxygen  from  CO2,  creating  a  cooling 
effect  for  passersby. 

But  there's  far  more  to  Expo  than 
gimmicks  and  gadgetry.  "Creating  a 
sustainable  balance  between  society 


and  the  environment  is  not  somethin 
that  can  be  achieved  through  technc 
ogy  alone,"  Nakamura  says.  "Thouc 
new  technology  can  effect  changes 
our  lifestyles  and  social  systems,  v> 
need  to  make  a  conscious  choice 
how  we  make  use  of  it." 

The  Japan  Pavilion  is  a  perfect  exar 
pie  of  bringing  the  Wisdom  of  Natu 
into  our  lives.  On  the  surface,  visitc 
experience  the  wonders  of  eco-tec 
nology,  but  the  real  brilliance  is  invi 
ble.  In  addition  to  being  built  frc 
biodegradable  plastics,  it  boa: 
a    completely  self-sufficie 
design  that  blends  traditior 
experience  with  new  thinking.  T 
pavilion  uses  age-old  measures  li 
water  evaporation  and  an  outer  ba 
boo  framework  to  provide  shade  a 
cooling  for  the  building.  Ener 
needs,  on  the  other  hand,  are  tak 
care  of  by  such  innovative  non-p 
luting  means  as  high-efficiency  so 
panels  and  fuel  cells  that  make 
of  methane  and  hydrogen  deri\, 
from  the  waste  produced  daily  at 
site.  In  short,  the  pavilion  is  a  self-cc 
tained  ecosystem. 

Above  all,  what  visitors  will  learn 
Aichi  is  their  own  power  to  sp 
change.  The  exhibits  and  displays 
Expo  2005  demonstrate  that  solutic 
though  not  out  of  reach,  must  be 
with  the  individual.  Inspired  by  the 
perience,  visitors  will  leave  witr 
shared  sense  of  responsibility. 
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usiness  Savvy  Polished  to  Perfection 


Abrasive  cutting,  grinding  and  polishing.  Mechatronics. 
plications  engineering  know-how.  Success  in  these  three  areas 
business  has  provided  us  the  solid  position  we  now  hold,"  says 
nichi  Sekiya,  chairman  and  CEO  of  DISCO  Corporation,  a 
ding  supplier  of  semiconductor  equipment.  Founded  in  1937 
Sekiya's  father,  DISCO  began  as  a  manufacturer  of  industrial 
asive  grinding  and  cut-off  wheels.  Today,  its  specialty  is  the 
ing  saws  and  abrasive  blades  used  to  cut  silicon  wafers  into 
ividual  microchips. 

^he  company's  first  breakthrough  came  in  the  1950s  when  it 
eloped  a  new  precision  tool,  an  ultra-thin  cutting  wheel  just 
:r  one-tenth  of  a  millimeter  thick.  At  about  the  width  of  a 
nan  hair,  it  was  capable  of  making  the  precise  slits  in  fountain- 
1  nibs.  "Though  we  had  no  way  of  knowing  the  eventual 
come,  we  continued  to  develop  the  technology,"  says  Sekiya, 
ceiving  an  industry  award  for  the  world's  thinnest  version  in 
S8."  The  potential  of  this  technology  revealed  itself  as  a 
Iding  industry  "when  the  era  of  electronics  and  semicon- 
:tors  was  about  to  begin,"  he  recounts.  Suddenly,  DISCO 
nd  itself  on  the  cutting  edge,  when  in  1975  it  became  one  of 
first  makers  of  dicing  saws:  precision  equipment  that  could 
silicon  wafers  to  meet  the  exacting  demands  of  the  bur- 
ming  microchip  industry. 

A  business  can  become  stronger  by  making  itself 

a  community  of  people  who  share  the  same 
ideals  and  goals,  the  same  corporate  culture. " 

Our  business  can  be  summed  up  in  just  three  simple  Japanese 
rds:  kiru  (cut),  kezuru  (grind)  and  rnigaku  (polish).  These  three 
rds  not  only  describe  our  technology,  they  also  represent  our 
iroach  to  business  in  that  we  always  seek  to  kiru  redundancies, 
uru  costs  and  migaku  our  skills."  With  the  rapid  expansion 
the  mid-90s,  however,  DISCO  found  itself  faced  with  an 
ent  need.  This  time,  the  answer  lay  not  in  technology,  but 
philosophy.  DISCO  needed  to  define  its  corporate  culture, 
te  its  employees  and  provide  a  sense  of  motivation  for  future 
vities.  It  needed  a  corporate  philosophy. 
During  the  '80s  and  '90s,  we  had  to  hire  many  people  from 
er  companies  in  order  to  meet  the  needs  of  our  rapid  growth," 
lains  Sekiya.  "Unfortunately,  the  result  was  discord  due  to 
;erences  in  corporate  background.  We  lacked  a  sense  of  unity, 
filized  we  needed  to  establish  our  own  corporate  philosophy 
I  define  our  own  culture." 

arting  in  1996,  the  company  began  holding  monthly 
lagement  brainstorming  sessions.  Its  work  bore  fruit  in  the 


Kenichi  Sekiya 

Chairman  and  CEO,  DISCO  CORPORATION 

form  of  the  200-plus-point  DISCO  Values  guideline  and  the 
DISCO  Vision,  a  list  of  targets  set  for  2010.  "By  focusing  on 
long-term  organizational  management,  rather  than  a  short-term, 
number-chasing  model,"  Sekiya  says,  "a  business  can  become 
stronger  by  making  itself  a  community  of  people  who  share  the 
same  ideals  and  goals,  the  same  corporate  culture.  Thanks  to  our 
reorganization,  we're  resistant  to  the  wild  boom-and-bust  cycles 
of  the  semiconductor  industry.  Right  now,  our  corporate  culture 
is  one  of  our  strongest  business  assets." 

So  far,  it  looks  like  the  strategy  has  paid  off.  Despite  the  industry- 
wide slowdown  since  August  2004,  DISCO  is  expecting  to  see  its 
sales  grow  30%  to  ¥64  billion  ($600  million)  for  the  year  ending 
March  2005,  with  pre-tax  recurring  profits  doubling  to  ¥11.3 
billion  ($100  million). 

This  philosophy  of  organizational  management  may  soon  be 
finding  a  wider  audience,  both  in  Japan  and  abroad.  Appointed 
vice  chairman  of  the  Tokyo  Chamber  of  Commerce  and  Industry 
(TCCI)  in  November  2004,  Sekiya  now  has  a  new  mission: 
advising,  assisting  and  inspiring  the  managers  of  medium-  and 
small-sized  entetprises  who  are  key  members  of  TCCI. 


'nichi  Sekiya  joined  the  predecessor  of  DISCO  Corporation  in  1960  after  graduating  from  Keio  University.  By  specializing  in  the  niche  field  of 
rasive  cutting,  grinding  and  polishing  technologies,  he  entered  the  semiconductor  industry  and  brought  his  company  onto  the  global  stage.  He 
came  president  in  1985,  was  additionally  appointed  chairman  in  1998,  and  is  presently  chairman  and  CEO.  He  served  as  chairman  of  SEMI  between 
\>01  and  2002,  and  sits  on  the  boards  of  several  industry  associations.  .'  www.disco.co.jp 
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Creating  New  Imaging  Possibilities 


I  Saburo  Kusama 

I  President,  Seiko  Epson  Corporation 

"All  the  best-selling  consumer  electronics  these  days,"  says  Saburo 
Kusama,  president  of  Epson,  "are  items  that  utilize  digital  imaging  - 
flat-panel  TVs,  DVD  players,  digital  cameras  and  3G  mobile 
phones,  just  to  name  a  few."  What  else  do  they  have  in  common? 
They  all  require  advanced  imaging  technology  to  handle  complex 
visual  data.  "And  that,"  says  Kusama,  "is  exactly  what  Epson  excels 
at."  Quite  a  change  for  a  company  that  was  once  known  only  for 
making  wristwatches. 

To  those  in  the  know,  however,  it  was  no  surprise  when  Epson 
announced  in  2003  that  three  imaging  technology  fields  were  to 
make  up  the  core  growth  engine  of  SE07,  Epson's  mid-  to  long- 
range  business  vision.  Under  the  concept  of  Digital  Image  Innova- 
tion, Kusama  says,  "We  are  focusing  our  efforts  on  three  areas: 
Imaging  on  Paper,  Imaging  on  Screen,  and  Imaging  on  Glass. 
Supporting  products  in  these  fields  is  an  array  of  imaging  devices, 
including  semiconductors  and  optical  and  electro-mechanical 
components,"  which  Epson  develops  in-house. 

In  Imaging  on  Paper,  Epson's  strategy  is  to  increase  print  volume 
by  emphasizing  printing  opportunities.  Kusama  notes,  "The  advent 
of  broadband  communications  has  exponentially  increased  the  world 


of  visual  images.  Concentrating  on  small-lot  and  on-deman: 
printing  for  the  home  and  office  markets,  we  expect  new  growth, 
A  perfect  example  of  this  is  Epson's  newly  released  PictureMai 
portable  photo  printer.  "With  its  six-color  cartridge,  PictureMai 
can  produce  lab-quality  pictures  at  home  for  the  same  low  price 
professional  processing,"  according  to  Kusama,  who  points  o» 
with  pride  that  color  durability  is  even  better.  "What  distinguish) 
PictureMate  from  its  predecessors,"  explains  Kusama,  "is  its  simp 
interface.  It  connects  directly  to  a  digital  camera  or  a  earner; 
equipped  mobile  phone  without  having  to  hook  up  to  a  PC 
It's  also  compatible  with  all  popular  camera  memory  care 
With  products  and  concepts  like  these,  we  hope  to  expand  tl 
photography  market  while  enhancing  its  cultural  influence." 

Leveraging  its  position  as  the  number-one  supplier  of  da 
projectors,  with  15%  of  the  global  market  and  30%  in  Japan  f 
2003  (source:  Epson),  Epson  is  also  predicting  strong  results  fro 
its  Imaging  on  Screen  field.  New  demand  for  home  and  off! 
projectors  will  be  driven  by  high-resolution  digital  broadcastin 
Kusama  goes  on,  "We  are  also  introducing  imaging  technoloii 
that  promotes  exciting  new  products  to  offer  consumers  mq 
ways  of  enjoying,  interacting  and  communicating."  With  pictu 
quality  comparable  to  more  expensive  flat  plasma  screens,  Epson 
LCD  projection  TV,  Livingstation,  is  expected  to  be  a  big  h 
Kusama  predicts  with  an  air  of  certitude. 

As  for  Imaging  on  Glass,  Kusama  says,  "Concentrating  on  rr) 
dium-  and  small-sized  LCDs,  we  are  determined  to  maintain  o 

"The  three  separate  imagingfields  we  specialize 
in  will  become  increasingly  interconnected.  We'r 
preparing/or  a  totally  new  industry  perspective. 


supremacy  in  this  segment  by  constantly  improving  picture  reso 
tion  and  power  efficiency."  After  years  of  high-intensity  resear« 
Epson  is  the  leading  producer  of  mobile  phone  displays,  achievi 
results  that  competing  companies  are  struggling  to  match. 

Coupled  with  streamlining  efforts,  Epson  is  aiming  at  annual  s£ 
of  ¥1.7  trillion  ($16  billion)  in  the  year  ending  March  2007,  not 
eluding  sales  from  Sanyo  Epson  Imaging  Devices  Corp.  (establish 
in  October  2004),  compared  with  ¥1.4  trillion  ($13  billion) 
2004.  Also  by  2007,  Epson  plans  to  boost  its  recurring  profit- 
revenue  ratio  to  over  9%.  So  what  is  the  significance  behind  2C 
that  has  Epson  so  focused-on  its  approach?  Kusama  sees  a  revolut 
brewing  in  digital  imaging.  "In  2007,  the  three  separate  imag 
fields  we  specialize  in  will  become  increasingly  interconnect 
We're  preparing  for  a  totally  new  industry  perspective,"  he  declare 


Saburo  Kusama  came  to  Epson  with  a  background  in  electronics  engineering.  Among  his  many  achievements,  he  is  most  noted  for  having  establishe 
a  profit-conscious  corporate  character  through  structural  reforms  within  the  electronics  device  department.  He  has  played  a  leading  role  in  buildin 
a  stronger  business  foundation  for  Epson,  and  was  appointed  president  in  2001. 

www.epson.co.jph 
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SHINKIN      CENTRAL  BANK 

TOKYO  •  NEW  YORK  •  LONDON  •  HONG  KONG  •  SHANGHAI 
Preferred  stocks  listed  on  the  Tokyo  Stock  Exchange.  Information  at  www.shinkin-central-bank.jp 

Head  Office:  8-1  Kyobashi  3-chome,  Chuo-ku,  Tokyo  104-0031  Japan  Tel:  +813-3563-4111  Fax:  +813-3564-4766 


with  delicious  bread." 

Founded  in  1948,  Yamazaki  has  become  a  world  leader  in  baking  technology 
with  more  than  50  years  of  experience.  Sold  only  under  our  own  brand  names, 
our  products  include  speciality  and  processed  breads  and  rolls,  sweet  buns, 
Western  and  Japanese  cakes  and  pastries,  cookies,  rice  crackers,  rice  boxes  and 
side  dishes-— delicious  products  that  are  available  every  day  in  every  corner  of 

Japan  to  contribute  to  modern  Japanese  lifestyles  and  diet. 




0  Yamazaki 

YAMAZAKI  BAKING  CO., LTD 

www.yamazakipan.co.jp 
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itepping  into  the  Ring  with  a 
knockout  Combination 


-umio  Iwai,  president  and  CEO  of  Konica  Minolta  Holdings, 
:.,  is  far  from  the  conservative,  golf-playing  stereotype  of  a 
janese  executive,  entering  the  room  for  this  interview 
aring  a  smart  business  suit  and  a  pair  of  bright  red  boxing 
ives.  When  asked  why  he  was  dressed  so  unusually,  he  re- 
mded,  "Even  though  Konica  and  Minolta  merged  over  a  year 
),  the  new  venture  is  not  yet  punching  at  its  true  weight,  so  I 
:asionally  wear  these  to  demonstrate  to  my  staff  that  we  need 
be  aggressive,"  adding,  "they're  also  useful  when  the  occasional 
siness  frustration  comes  along." 

wai  claims  that  there  are  not  too  many  frustrations,  as  the 
nsformation  of  the  two  companies  into  a  single  entity  is 
ually  going  reasonably  well.  He  explains,  "We  don't  hold 
%  number-one  spot  in  any  single  field  yet,  but  we  are  well  on 
i  way.  The  key  to  future  success  is  the  transformation  of  our 
rporate  image,  both  internally  and  externally.  Prior  to  the 
;rger,  Konica  was  generally  known  for  making  film  and 
nolta  for  making  cameras.  This  has  completely  changed, 
wever.  Now,  our  largest  section  by  far  is  imaging  technolo- 
s  for  business  such  as  copiers  and  printers." 
ieyond  a  shift  in  business,  Iwai  is  looking  tor  a  shift  in 
md  perception.  With  this  in  mind,  the  company  recently 
inged  its  designation  on  the  Tokyo  Stock  Exchange  from 
lemicals"  to  "electronic  appliances."  Iwai  strongly  believes 
s  new  designation  will  do  more  than  just  clarify  the  company's 
v  role  to  customers;  it  will  focus  the  minds  of  employees  on 
ating  new  value  through  the  introduction  of  inspiring 
aging  products. 

"Imaging  can  move  beyond  entertainment  and 
contribute  significantly  to  society.  There  are 
no  limits  to  the  future. " 

In  the  old  days,  a  camera  simply  took  pictures,  which  had  to 
hand  delivered  for  processing  and  then  again  for  viewing, 
ether  they  were  X-rays  or  family  snapshots,"  recalls  Iwai. 
oday,  however,  digital  network  technology  lets  us  shoot 
ny  more  images  and  immediately  transfer  them  electroni- 
ly  anywhere  in  the  world.  Not  only  can  family  photos  be 
tt  to  friends  and  relatives  in  seconds,  but  more  importantly, 
ctronic  images  can  be  sent  to  the  best  doctors,  no  matter 
ere  they  are,  enabling  them  to  take  part  in  remote  diagnoses, 
is  is  just  one  example  of  how  imaging  can  move  beyond 
ertainment  and  contribute  significantly  to  society.  There 
no  limits  to  the  future." 


Fumio  Iwai 

President  and  CEO,  Konica  Minolta  Holdings,  Inc. 


Regarding  the  future  of  Konica  Minolta,  he  continues,  "We 
need  to  concentrate  and  focus  more  on  B-to-B  fields  where 
the  value  of  our  products  can  be  clearly  measured.  Our  digital 
imaging  technologies,  for  example,  will  allow  employees  to 
work  more  efficiently  and  businesses  to  run  more  profitably. 
To  achieve  solid  results  in  B-to-B,  we  will  concentrate  our  in- 
vestment resources  in  our  four  main  technologies  -  Material 
Technology,  Optical  Technology,  Imaging  Processing  Tech- 
nology and  Nano  Technology."  Iwai's  strategic  aim  is  to  make 
Konica  Minolta  the  leader  in  the  field  of  digital  color  MFPs. 
He  also  intends  to  direct  resources  toward  optical  devices,  such 
as  pick-up  lenses  and  lens  units,  shifting  management  efforts 
toward  growth  sectors. 

It  has  been  a  very  busy  year  for  Iwai  since  Konica  and  Minolta 
merged,  but  his  vision  for  the  future  is  clear.  Though  there  are 
still  serious  challenges  ahead,  if  he  has  his  way,  the  company  will 
soon  emerge  as  a  new,  cohesive  unit.  Perhaps  then  Iwai  will  be  able 
to  put  away  his  boxing  gloves,  step  out  of  the  ring  and  onto  the 
global  stage  he's  been  preparing  for  Konica  Minolta. 


umio  Iwai  began  his  career  at  Komshiroku  Photo,  the  predecessor  of  Konica  Corporation,  in  1963.  He  worked  as  a  manager  in  Konica 's  camera 
nd  business  machines  divisions,  becoming  a  director  of  the  firm  in  1 992.  In  200 1 ,  he  was  appointed  president  and  CEO  of  Konica,  and  two  years 
iter  became  the  first  president  of  Konica  Minolta  Holdings  following  the  merger. 

http://konicaminolta.com 


Unique  for  a  reason 


Omron's  Sensing  &  Control  technology 
brings  machines  closer  to  people. 

At  Omron,  we  place  emphasis  on  "the  best  matching  of  machines  to  people". 
Omron  is  a  company  that  is  determined  to  provide  our  society  with  effective 
solutions  related  to  safety,  security,  and  responding  to  environmental  needs. 
Omron  believes  that  the  technology  it  offers  must  have  a  high  regard  for  the 
people  who  use  it.  We  believe  we  must  begin  by  understanding  the  individual. 
Our  Sensing  &  Control  technology  realizes  this  by  enabling  machines  and  devices 
to  sense  each  person's  situations,  abilities,  attributes  and  performance, 
thus  assimilating  the  most  appropriate  information  for  the  individual. 


omRon 


Sensing  tomorrow 


Omron's  determination  to  create  the  best  kind  of  harmony  between  machines  and  people  is  reflected  in  its  industrial  control  system  equipments  and 
services,  automobile  and  mobile  communication  electronic  components  and  in  the  field  of  social  and  personal  life  equipments.  WWW.  Omron .  COItl 

Omron  Brand  2004,Omron  and  the  Omron  logo  are  Registered  Trademarks  of  Omron  Corporation 
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ocused  Response  to  a  Changing  World 


During  the  rare  interludes  between  appointments  in  his  ever 
>y  schedule,  Kazuo  Tsukuda  confesses  that  he  can  be  found 
his  spacious  office  swinging  a  baseball  bat  to  release  some 
:ss.  "Not  just  any  bat,"  he  hastens  to  add.  "I  use  a  Major 
igue  bat  I  received  as  a  gift,"  he  gushes  with  boyish  pride.  "I 
re  a  Major  League  ball,  too."  And  who  does  he  root  for  these 
's?  "The  New  York  Yankees!  I  used  to  follow  Japanese  base- 
1  with  a  passion,  but  now  I  prefer  the  American  game." 
"he  shift  in  Tsukuda's  baseball  allegiance  is  symbolic  not 
y  of  his  increasingly  global  outlook,  but  also  of  that  shared 
the  company  he  serves  as  president:  Mitsubishi  Heavy 
lustries,  Ltd.  (MHI),  one  of  Japan's  -  and  the  world's  - 
ding  engineering  firms.  Today,  like  so  many  Japanese 
npanies  large  and  small,  MHI  is  expanding  its  horizons  be- 
ld  the  homeland  into  markets  wotldwide  as  never  before, 
d  the  flaccid  domestic  economy  isn't  the  only  impetus 
lind  the  company's  increasingly  robust  activities  overseas. 
Globalization  is  changing  the  entire  way  MHI  operates," 
lkuda  explains.  "The  unprecedented  competition  we  face 
ay  because  of  the  global  marketplace  means  we  have  to  be  far 
re  proactive  and  creative  than  in  earlier  times.  Before,  we 
erally  developed  products  in  response  to  specific  demands 
n  our  customers.  They  told  us  what  they  needed,  and  we 
it  and  made  it.  Now,  we  have  to  take  the  initiative  in  creating 
ovative  new  products  that  we  think  will  appeal  to  the  market, 
is  requires  that  we  become  better  salesmen,  too." 

"Globalization  is  changing  the  entire 
way  MHI  operates. " 

4HI  is  rising  to  these  challenges  assertively.  Of  key  impor- 
ce  is  the  company's  increasing  focus  on  technology  inte- 
tion.  MHI  possesses  a  phenomenal  kaleidoscope  of  core 
mologies  in  fields  spanning  from  power  and  energy  to 
isportation,  security,  the  environment  and  both  social  and 
ustrial  infrastructures.  As  never  before,  today  the  company 
using  its  diverse  capabilities  to  develop  the  innovative  new 
ducts  that  will  enable  MHI  to  retain  its  position  as  one  of 
world's  premier  powerhouses  in  the  engineering  realm 
1  into  the  future. 

long  with  technological  integration  and  more  dynamic 
duct  development,  the  company  is  also  taking  positive  steps 
poost  its  presence  in  markets  worldwide.  "Today,  MHI  is 


Kazuo  Tsukuda 

President,  Mitsubishi  Heavy  Industries,  Ltd. 


aggressively  expanding  into  new  markets  that  offer  exciting 
promise,"  says  Tsukuda.  "Besides  the  more  traditional  markets 
of  North  America  and  Europe,  where  we  have  long  been  active, 
today  we're  making  important  inroads  into  the  developing  and 
emerging  markets.  And  significantly,  we're  doing  so  by  setting 
down  solid  roots  in  those  markets  in  partnership  with  local 
firms."  In  December  and  January  alone,  MHI  is  establishing 
subsidiaries  in  India,  Singapore,  Korea  and  Brazil.  The  bulk  of 
these  new  operations  abroad  will  involve  technology  transfer; 
Tsukuda  elaborates  that  such  agreements  contribute  to  the 
long-term  development  of  the  countries  into  which  the  com- 
pany expands,  which  is  part  of  MHI's  corporate  policy. 

Globalization  is  transforming  the  ways  that  much  of  the 
world  does  business.  At  MHI,  under  the  focused  leadership  of 
Kazuo  Tsukuda,  preparations  are  proceeding  apace  to  keep  the 
company  well  out  in  front  among  the  growing  ranks  of  con- 
tenders in  the  global  marketplace. 


uuo  Tsukuda,  formerly  in  charge  of  MHI's  Global  Strategic  Planning  &  Operations  Headquarters,  became  president  in  June  2003.  An  avid  sportsman, 
pitched  and  played  second  base  on  his  university  baseball  team. 


www.mhi.co.jp 
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Open  to  the  world 


At  Kikkoman,  everything  we  do  is 
grounded  in  a  history  of  more  than 
300  years  of  brewing  soy  sauce  to 
a  traditional  recipe,  using  only 
the  finest  ingredients.  As  we  grew  into 
a  global  brand,  we  developed  an  open 
stance  and  a  clear  awareness  of  our 
social  responsibilities,  a  philosophy  that 
has  helped  us  become  known  for 
establishing  standards  of  good  taste. 
Every  day  we  work  to  realize  this 
philosophy  around  the  world,  through 
contributions  to  local  communities, 
environmental  protection  and  cultural  exchanges.  These 
include  our  membership  in  the  UN  Global  Compact  to 
support  human  rights,  labor  and  the  environment  and  th 


Kikkoman  Corporation 

2-1-1,  Nishi-Shinbashi,  Minato-ku,  Tokyo  105-8428,  Japan 


World  Business  Council  for  Sustainable 
Development.  Our  commitment  to 
provide  our  customers  with  quality 
products  is  enhanced  by  strict  adhereno 
to  ethical  standards  and  a  strong  sense 
of  mission,  everywhere  we  do  business. 
The  success  of  this  philosophy  is  apparenl 
in  our  global  growth.  Today  Kikkoman  is 
one  of  the  world's  oldest  and  most 
well-known  brands,  appreciated  around 
the  world  for  its  original  taste  and 
contribution  to  the  enjoyment  of  good 
food.  Production  facilities  in  Japan,  the 
U.S.A.,  Europe,  and  Asia  help  support  sales  in  more  than 
one  hundred  countries,  and  spread  our  message  to  every 
person  who  appreciates  the  special  qualities  of  our  products 


KIKKOMAN 
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^  Crystal-Clear  Vision  of  Tomorrow 


5uoyed  by  high  demand  for  its  long  list  of  one-of-a-kind 
(ducts  -  such  as  LCD  televisions  and  mobile  phones  -  and 
que  devices  like  its  liquid  crystal  displays,  CCD-CMOS 
igers  and  solar  batteries,  Sharp  Corporation  of  Osaka  is  on 
use  for  yet  another  superb  year.  President  Katsuhiko  Machida 
iudly  attributes  the  company's  stellar  performance  to  Sharp's 
irporate  DNA." 

ieading  a  vast  group  of  nine  domestic  and  62  foreign 
isidiaries,  Sharp  is  one  of  Japan's  major  electronics  manu- 
turers.  The  group's  consolidated  operating  revenues  for  fiscal 
)4,  ending  March  2005,  are  expected  to  reach  ¥2.53  trillion 
,3  billion)  -  a  12.1%  increase  over  fiscal  2003,  previously 
best  year  by  far  in  Sharp's  91 -year  history.  Net  income  is 
iected  to  reach  ¥75  billion  ($700  million),  representing  a 
ty  23.5%  hike. 

"Sharp  has  a  heritage  of  creating 
one-of-a-kind  products. " 

vTien  he  assumed  the  presidency  in  1998,  Machida  told  the 
ss  that  Sharp  would  completely  switch  its  line  of  domestically 
rketed  televisions  from  CRT  to  LCD  by  2005.  It  was  a 
ision  so  radical  that  initial  reactions  were  skeptical,  and  many 
lis  own  employees  thought  it  impossible.  Though  the  TV 
ision  was  doing  well,  its  future  was  doubtful;  Sharp  purchased 
Ts  from  a  third  party,  a  vulnerability  that  could  cause  trouble 
vn  the  road.  The  core  problem,  however,  was  the  future  of 
CRT  itself.  The  market  had  matured  to  the  point  where  not 
y  was  penetration  almost  complete,  consumer  expectations 
I  begun  to  stagnate.  Sharp  was  finding  it  more  and  more 
leult  to  leverage  its  CRT  TV  business  in  order  to  increase 
nd  image  and  profits. 

And  yet,"  Machida  says,  "television  will  always  remain  the 
lg  of  consumer  electronics.'  I  knew  we  had  to  remain  active 
he  TV  market."  A  veteran  of  the  television  business,  Machida 
[  a  crystal-clear  vision  about  what  his  firm  needed  to  sustain 
wth:  a  new  revenue  source  replacing  CRT  TVs.  "We  had 
>reak  away  from  old  technology.  As  I  saw  it,  the  only  logical 
iclusion  was  to  develop  a  quintessential  next-generation 
vision."  He  continues,  "I  had  always  been  aware  of  the 
ific  LCD  technology  we'd  developed  in-house.  When  I 
ame  president,  I  decided  that  we  should  take  full  advantage 
t  in  order  to  market  products  that  were  uniquely  Sharp, 
have  a  heritage  -  a  corporate  DNA,  of  sorts  -  of  creating 
:-of-a-kind  products." 

7ith  a  passionate  conviction  that  his  decision  was  right  for 


Katsuhiko  Machida 
President,  Sharp  Corporation 

Sharp,  Machida  took  the  time  to  explain  to  his  employees  why 
Sharp  needed  to  replace  CRT  TVs  with  LCD  models,  and  how 
this  would  positively  affect  the  company,  until  they  also  shared 
his  dream.  Their  resulting  efforts  culminated  in  the  birth  of 
the  Aquos  LCD  television  in  2001.  Aquos  now  claims  nearly 
50%  of  the  Japanese  LCD  TV  market,  with  domestic  pro- 
duction scheduled  to  switch  almost  completely  to  LCD  TVs 
by  the  end  of  FY04  -  ample  indication  that  the  visionary 
president  is  delivering  on  his  promise.  Indeed,  after  results  like 
these,  once-skeptical  observers  are  turning  into  believers.  "I 
recently  told  my  people  that  we  will  cover  the  roofs  of  Japanese 
homes  with  our  solar  cells  for  clean  home  power  generation," 
says  Machida,  adding  with  a  knowing  smile:  "This  time,  I  think 
they  took  me  seriously." 

Sharp's  commitment  to  environmental  issues  is  nothing  new, 
as  shown  by  its  continuing  development  of  technologies  like 
increasingly  efficient  LCDs  and  solar  energy  panels.  The  logic 
behind  this,  as  Machida  points  out,  is  clear  and  simple: 
"Without  environmental  technology,  companies  cannot  grow, 
and  economies  cannot  prosper." 


'achida  came  to  Sharp  after  graduating  (row  Kyoto  University.  He  joined  the  firm  in  1969  and  learned  the  business  by  working  in  areas  such  as  ft  ^ 
<e  household  appliance  and  audio-visual  groups.  From  1992  to  1997,  he  was  directly  involved  with  international  business.  He  was  appointed 
■esidentin  1998. 

http://sharp-world.com/index.html  ^ 
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Changing  the  Way  Japan 
Thinks  about  Investing 


Nomura  is  positive  about  the  future  of  Japan's  economy. 
Nobuyuki  Koga,  president  and  CEO  of  both  Nomura 
Holdings,  Inc.  and  Nomura  Securities  Co.,  Ltd.,  Japan's  most 
powerful  player  in  the  securities  business,  comments,  "I  believe 
the  economy  as  a  whole  is  basically  strong  and  moving  on  a 
steady  course.  Corporations  are  moving  out  of  a  restructuring 
phase  and  are  now  actively  trying  to  regain  a  competitive  edge. 
This  works  in  our  favor,  especially  as  companies  look  to  become 
more  aggressive  and  expand  overseas." 

Aggressive  corporate  management  among  Japanese  companies 
means  a  greater  role  for  Nomura.  Nomura  sees  itself  in  Japan's  fi- 
nancial future  as  a  bridge  linking  needs  with  resources.  On  the  one 
hand,  Japanese  companies  are  in  need  of  funds  to  finance  expan- 
sion. On  the  other  are  open-minded,  cash-rich  individuals  seeking 
better  ways  of  investing  their  money  than  traditional  low-risk 
savings  deposits.  Nomura  is  not  only  in  position  to  bring  these  two 
together,  it  believes  that  forging  this  link  is  essential  to  revitalizing 
the  Japanese  economy,  now  emerging  from  a  decade-long  slump. 

Nomura  is  succeeding  in  growing  assets  in  custody.  Growth 
has  been  impressive,  with  retail  brokerage  account  assets  totaling 
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¥41.3  trillion  ($390  billion)  as  of  September  2004,  10%  bighJ 
than  the  ¥37.2  trillion  ($350  billion)  at  the  peak  of  the  "bubbl< 
in  1989.  "Considering  that  current  share  prices  are  one-thii 
what  they  were  in  1989,  our  increase  of  assets  under  custody  h 
been  incredible,"  Koga  remarks. 

However,  Nomura's  promotion  of  investment  in  securitii 
faces  some  challenges.  "For  individual  investors,  the  shift  is  slo 
but  steady,"  admits  Koga.  "There's  an  ingrained  habit  in  Japan 
people  keeping  their  assets  in  low-risk,  low-yield  cash  deposit 
The  belief  that  saving  in  this  way  is  not  only  the  safest  form 
investment,  but  actually  a  virtue,  is  historically  deep-rooted  ar 
not  easy  for  us  to  change."  Still,  Koga  is  confident  that  educatic 
can  play  a  part.  "The  public  needs  to  be  better  informed  abo 
investing  in  securities,  which  is  why  we've  held  courses  on  inve 
ting  at  universities  for  the  past  three  years."  These  seminars  ha- 
proven  popular  and  last  year  Nomura  lectured  at  over  one  hundn 
universities  in  Japan. 

While  Nomura  is  working  to  change  Japanese  investoi 
attitudes,  it  is  not,  however,  attempting  to  create  a  clone  of  tl 
investing  community  in  other  countries.  When  asked  abo 
Japanese  investment  practices  compared  to  those  overseas,  Ko; 
is  quick  to  point  out,  "I  don't  think  that  global  investing  simp 
means  a  global  standard  without  regard  for  cultural  circumstana 
Global  standards  are  built  through  adaptation  and  adoption 
regional  differences." 

"Globalization  starts  at  home.  In  today's  global 
economy,  domestic  markets  and  customers. . . 
inevitably  become  internationalized. " 

Koga  believes  that  the  changing  attitude  of  the  Japanese  inve: 
or  is  directly  linked  to  Nomura  becoming  a  globally  competiti 
firm  established  on  a  strong  domestic  foundation.  As  Japane 
investors  increasingly  warm  to  foreign  assets,  Nomura  becorr 
much  more  attractive  to  issuers  overseas.  This  idea  underscoi 
Nomura's  pursuit  to  position  the  Japanese  market  as  its  hub  { 
global  expansion.  Under  this  approach,  Nomura  has  developec 
three-pronged  business  model  featuring  domestic  retail,  glol 
wholesale,  and  asset  management  services.  Nomura's  strategy 
based  on  expanding  each  field  to  secure  its  position  as  a  globa 
competitive  financial  institution. 

"Globalization  starts  at  home.  In  today's  global  econon 
domestic  markets  and  customers,  both  corporate  and  individ 
al,  inevitably  become  internationalized."  And  that,  accordi 
to  Koga,  is  the  cornerstone  of  Nomura's  success. 


After  graduating  from  the  University  of  Tokyo,  Nobuyuki  Koga  joined  Nomura  Securities  in  1974.  He  was  appointed  a  director  of  the  firm  in  1995 
In  2001  he  became  COO  of  Nomura  Holdings,  Inc.,  and  in  2003  was  named  president  and  CEO.  In  addition  to  his  responsibilities  at  Nomura,  Kogi 
is  a  key  member  of  the  U.S.  -Japan  Private  Sector/Government  Commission,  a  high-level  advisory  body  to  the  leaders  of  both  countries. 

www.nomura.corr 


EPSON 


a  vision,  you  can  see  the  possibilitie 


As  business  gets  bigger,  the  world  gets  smaller  -  so  corporations  are  developing  more  and  more  innovative  methods  to 
protect  our  collective  natural  resources. 

At  Epson,  environmental  awareness  and  preservation  is  an  important  part  of  our  corporate  mission  statement.  And  we've 
put  it  into  practice  in  some  significant  and  imaginative  ways. 

For  example,  in  America,  we  offer  customers  a  way  to  recycle  old  Epson  hardware  for  a  nominal  handling  fee,  while  giving 
them  a  credit  they  can  use  on  new  Epson  products.  It's  one  of  the  most  generous  recycling  programs  in  the  printer  industry. 

Since  2000,  our  factory  in  Portland,  Oregon  has  sent  no  waste  to  the  landfill.  Instead,  we've  converted  that  waste,  567  tons  of 
it,  into  energy.  What's  more,  10%  of  the  factory's  electricity  is  wind-generated  -  cutting  down  its  dependence  on  fossil  fuels. 

We're  also  concerned  about  regenerating  local  resources.  Our  facility  in  El  Paso  is  heading  up  a  program  to  replant  and 
care  for  new  trees  along  the  Rio  Grande  River,  since  much  of  it  has  become  a  barren  desert. 

These  accomplishments  are  just  part  of  Epson's  global  environmental  efforts,  and  we're  proud  of  each  and  every 
one.  But  there's  still  much  work  to  do.  It's  a  responsibility  we  happily  embrace,  for  the  good  of  the  business 
community,  our  customers  and  the  planet. 


Epson  is  a  registered  trademark  ol  Seiko  Epson  Corp.  ©  2004  Epson  America,  Inc 


Out  of  the  Blue,  and  into  the  Black 


IYoji  Ohashi 
President  and  CEO,  All  Nippon  Airways  Co.,  Ltd. 

Having  maneuvered  through  some  of  the  worst  turbulence  in 
the  history  of  the  airline  industry,  All  Nippon  Airways  (ANA) 
resumed  dividend  payments  in  FY03,  the  first  time  in  seven  years. 
Though  the  results  are  promising,  Yoji  Ohashi  stops  short  of 
smiling,  calling  this  business  upturn  just  "a  small  step  forward." 

The  president  and  CEO  has  his  sights  set  higher.  "We're 
going  to  become  Asia's  number-one  airline  by  2009,"  vows 
Ohashi,  "but  we  need  to  accomplish  a  lot  more  to  get  there. 
First  and  foremost,  we  must  develop  resilience  to  fluctuations 
in  revenue.  I  am  committed  to  stabilizing  our  domestic  reve- 
nues and  making  our  international  operations  profitable." 

Japan's  second-largest  airline,  now  ranked  third  by  Skytrax 
Research  among  Asian  airlines  after  Singapore  Airlines  and 
Cathay  Pacific  Airways,  ANA  claims  approximately  50%  of 
the  lucrative  domestic  market.  Its  international  operations, 
however,  though  often  cited  for  superb  cabin  service,  have 
been  in  the  red  since  its  first  international  flight  took  off  from 
Tokyo  18  years  ago.  Possibly  Ohashi's  desire  to  turn  around 
the  airline's  international  business  goes  back  to  his  days  in 
New  York  as  the  head  of  ANA's  North  American  Operations. 


"These  have  been  my  toughest  years  since  joining  AN/ 
Ohashi  says,  referring  to  his  tenure  as  president.  "We  bac 
needed  to  restructure  in  order  to  cope  with  increased  domes 
and  international  competition  combined  with  worsening  ec 
nomic  conditions.  In  2002,  our  rival  JAL  merged  with  Jap 
Air  System,  giving  them  30  slots  more  than  ANA  at  Hane 
Airport.  At  the  same  time,  oil  prices  were  rising  and  peo| 
weren't  flying  as  much  as  before.  We  were  desperate  to  surviv 

In  1997,  Ohashi  was  appointed  managing  director  and  v 
charged  with  renegotiating  salaries  and  perks  with  his  firr 
labor  union  -  a  seemingly  insurmountable  task  when  virtu; 
every  airline  employee  in  Japan  believed  their  future  seci 
with  the  extensive  government  regulations  protecting  the  ent 
industry.  Ohashi,  a  tenacious  communicator,  spent  countl 
hours  with  union  leaders  before  reaching  a  consensus.  Th 
realized  they  had  to  work  together  if  ANA  was  to  survive 
coming  deregulation  and  intensifying  competition. 

"I feel  reasonably  comfortable  in  predicting  that 
by  2009  we  will  become  number  one  in  Asia. 

Since  becoming  president,  Ohashi  has  taken  further  bold  st< 
to  keep  ANA  on  course.  Tackling  the  matter  from  both  sid 
he  adopted  a  three-year  ¥30  billion  ($280  million)  cost-cutti 
scheme  in  2003,  and  introduced  a  number  of  measures  to  bo 
revenues.  Two  noteworthy  additions  are  a  fleet  assignmi 
model  that  matches  aircraft  size  to  passenger  demand  an( 
passenger  revenue  optimization  system  designed  to  bring  s 
fares  in  line  with  demand  per  flight. 

These  and  other  measures,  including  the  ANA  Group  m 
term  corporate  plan  (April  2004  to  March  2007),  have  bt 
producing  positive  results,  and  Ohashi  is  confident  the  cc 
reduction  initiative  will  be  successfully  wound  up  a  year  ahc 
of  schedule.  Revenues  are  also  increasing,  as  are  profits.  1 
firm's  performance  during  the  first  half  of  fiscal  2004  refle 
consolidated  operating  revenues  of  ¥659  billion  ($6.2  billi 
-  a  7.7%  year-on-year  increase  -  with  a  net  profit  of  ¥2' 
billion  ($280  million),  up  45%. 

"We  are  firmly  establishing  ourselves  around  the  world  a 
carrier  known  for  quality  service  and  customer  satisfaction,"  s 
Ohashi.  "If  we  continue  reducing  costs  as  we  increase  revem 
particularly  by  bolstering  our  international  routes  around 
Chinese  market,  I  feel  reasonably  comfortable  in  predicting  t 
by  2009  we  will  become  number  one,  not  just  in  Asia  but  in 
world.  I  keep  telling  myself,  'Aim  high.  The  sky  is  the  limit.'" 


A  graduate  of  Keio  University,  Yoji  Ohashi  joined  ANA  in  1964.  He  quickly  rose  through  the  ranks,  serving  as  an  executive  in  a  wide  variety  of  post 
from  admin-  'o  sites,  purchasing,  human  resources  and  industrial  relations.  Taking  over  as  president  and  CEO  in  2001 .  he  has  helped  AN 
to  earn  a  ptei         g  the  world's  top  1 0  airlines  in  terms  of  both  operating  income  and  passengers  carried. 

http://www.ana.co.jp/eng/index.htrr 


It's  a  tree. 

If  something  affects  one  living  thing,  ultimately  it  affects  us  all.  That's  the  big  picture.  And  we 
never  lose  sight  of  it  in  everything  we  do.  We  continue  to  make  energy  and  resource  conservation 
and  elimination  of  hazardous  substances  our  most  important  goal  at  every  stage  of  our  operations. 
Our  business  machines  have  on-demand  fixing  technology,  enabling  energy  savings  equivalent 
to  491,003  tons  of  C02.  We  design  more  ENERGY  STAR®  qualified  printers,  copiers,  fax 
machines  and  multifunction  products  than  any  other  manufacturer.  We  use  lead-free  solder 
on  the  electric  cables  and  circuit  boards  that  go  into  making  many  of  our  products.  It's  all 
part  of  an  ongoing  commitment  to  dedicate  our  resources  to  protecting  the  world's  resources. 

It's  not  just  a  tree. 
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Interfacing  People  and  Machines 


It's  long  been  a  complaint  of  social  observers  that  the  near- 
ubiquitous  automation  surrounding  us  has  stripped  our  lives  of 
an  essential  human  element.  The  solution,  if  Omron  President 
and  CEO  Hisao  Sakuta  has  anything  to  say  about  it,  is  not  a 
Luddite  rejection  of  technology,  but  rather  new  thinking  about 
how  people  and  machines  interact. 

Though  continually  pushing  the  envelope  on  future  tech- 
nology, Sakuta  projects  a  humanistic  corporate  philosophy: 
"We  must  conceive  of  machinery  that  serves  humans  rather 
than  machines  that  impose  a  mechanical  way  of  life  -  the  best 
matching  of  machines  to  humans."  This  thinking,  not  simply 
efficiency,  is  the  yardstick  for  measuring  performance  at  Omron. 

Since  taking  over  in  June  of  2003,  Sakuta  has  taken  this  leading 
automation  equipment  and  electronic  components  manufacturer  to 
record  sales  and  profits  during  the  last  fiscal  year  ending  in  March 
2004,  reaching  its  goal  of  1 0%  ROE  a  full  year  ahead  of  schedule. 
Not  content  to  rest  on  his  laurels,  he  confidently  predicts  even 
higher  growth  for  the  current  fiscal  year. 

Dependent  on  Industrial  Automation  Business  (LAB)  for  40%  of 
consolidated  sales  and  60%  of  profits,  Omron  has  been  prone  to  the 


ups  and  downs  of  capital  investment.  Strategically,  Sakuta  wants 
bring  IAB  concentration  in  operations  to  around  one-third  of  tol 
sales.  "We're  expecting  to  see  significant  future  growth  in  a  numb 
of  fields  that  are  still  developing,"  he  adds,  referring  to  such  areas 
optical  communications  and  new  automotive  electronics.  Sti 
Omron's  primary  strength  will  remain  in  "Sensing  &  Contrc 
technology,  its  core  competence. 

In  China,  however,  IAB  will  continue  to  be  Omron's  mainstay, 
capital  investment  is  vigorous  in  the  fast-growing  economy.  Saku 
plans  to  expand  Omron's  China  business  from  the  current  7% 
20%  of  consolidated  sales  by  2007.  "Some  people  warn  it's  risky,  b 
I  don't  see  it  that  way.  With  the  growth  we're  seeing  in  this  regio 
I  predict  full  investment  recovery  in  just  three  and  a  half  years." 

One  area  where  Sakuta  sees  great  business  potential  is  in  optic 
communication  devices,  with  its  ultra-fine  optical  replicatk 
technology.  Betting  on  Omron's  expertise  in  producing  backlig 
components,  which  are  essential  for  liquid  crystal  displa 
(LCDs),  Sakuta  foresees  the  steady  growth  to  continue  for  at  le; 
another  five  years. 

"  We  must  conceive  of  machinery  that  serves 
humans,  rather  than  machines  that  impose 
a  mechanical  way  of  life. " 

Another  important  growth  sector  for  Omron  is  in  electror 
automotive  components,  an  industry  that  has  the  potential 
revolutionize  driving  safety,  comfort  and  environmental  impa 
A  perfect  example  is  Omron's  recently  developed  lane  sensor  tr 
enables  driving  without  touching  the  steering  wheel.  No  lon§ 
the  distant  future  of  the  automotive  experience,  these  real-woi 
applications  are  just  around  the  corner.  Sakuta  boasts,  "In  Germar 
we  successfully  completed  a  two-hour,  300km  test  run  at  spee 
of  up  to  160km/h."  While  discussing  future  technologies,  he  si 
with  an  air  of  conviction,  "All  the  necessary  technologies  are 
hand.  I  estimate  that  in  four  or  five  years'  time,  they'll  be  comm 
on  many  cars,  regardless  of  class." 

Though  Sakuta  sees  the  role  of  IAB  operations  evolving,  it  v 
remain  Omron's  core  business,  and  its  positioning  for  new  h 
business  couldn't  be  stronger.  Faced  with  snowballing  techr 
logical  innovations,  Japanese  manufacturers  are  pressed  to  col 
up  with  increasingly  sophisticated  products  just  to  compete  w 
the  rest  of  Asia.  Confident  of  Omron's  lead  in  sensor  technolo; 
Sakuta  explains,  "In  this.day  and  age,  manufacturers  require  r 
only  more  complex  production  processes  but  also  equally  comp 
inspection  systems,  to  the  point  where  only  sensor-aided  machii 
can  do  the  job." 
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Hisao  Sakuta  has  spent  his  career  with  the  company,  starting  with  its  predecessor,  Omron  Tateisi  Electronics  Co.,  in  1968.  He  gained  experience 
in  areas  such  as  planning  and  system  components,  and  in  1995  was  appointed  a  member  of  the  board  of  directors.  In  2001,  he  became  presiden 
of  Omron 's  Electronic  Components  Business  Company,  and  in  2003  was  named  president  and  CEO  of  Omron  Corporation. 

www.omron.corr 


OUR  INNOVATION  IS 

A  NEVERENDING  STORY. 


She'll  never  know  a  time  when  her  mobile  phone  was  just  a  phone.  Wave  it  here,  and  she'll 
be  able  to  board  a  plane  or  train  with  ease.  Wave  it  there,  and  she'll  be  shopping  without  cash 
or  credit  cards.  We're  NTT  DoCoMo,  Japan's  leading  mobile  communications  provider,  and  we're 
moving  our  technologies  far  beyond  voice  and  the  web  —  and  into  the  world  in  which  we  live. 
Visit  our  website  to  see  how  waving  is  about  to  become  your  way  of  life,  at  www.nttdocomo.com 


NTT  •* 

Do  Co  M< 


©  9004  NTT  DoCoMo.  Inc  All  rights  reserved 
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jood  Banking  Based  on 
strong  Relationships 


"The  world  is  changing  so  fast.  In  order  to  be  successful  in 
isiness,  we  have  to  be  faster."  Surprising  words  from  the 
outh  of  this  gentle-looking,  silver-haired  man,  one  might 
ink.  Keeping  in  step  with  the  pace  of  business,  Yasutaka 
iyamoto,  president  and  CEO  of  Shinkin  Central  Bank  (SCB) 
11  admits,  "We  prefer  things  to  be  stable  and  situations  not  to 
insform  this  quickly.  Of  course,  it  would  be  more  comfortable 
be  able  to  afford  not  to  change.  But  one  should  not  be  held 
>stage  by  one's  own  success  story.  Rather,  one  should  be  free 
advance  beyond  past  successes." 

This  statement  comes  as  much  from  reflection  as  from 
iyamoto's  observations  of  his  clients:  "Those  doing  well  are 
:her  the  companies  that  belong  to  growth  industries  and  are 
eping  pace  with  the  information  age,  or  those  in  industries 
issified  as  generally  declining  (for  example  agricultural  prod- 
ts)  but  whose  management  has  successfully  adapted  and 
anged."  SCB's  commitment  to  face-to-face  banking  keeps 
fully  aware  of  the  rapid  changes  that  affect  its  clients,  thus 
lping  them  adapt  beforehand.  "The  strength  of  local  Shinkin 
inks  lies  in  the  access  to  SCB's  functions  and  the  manage- 
ent  consulting  that  we  provide  as  a  value-added  service  to 
ir  clients,"  says  Miyamoto.  "This  helps  our  clients  develop 
eir  businesses  in  a  healthy  way,  and  helps  us  keep  a  watchful 
e  on  the  entire  situation." 

"One  should  not  be  held  hostage  by  one's  own 
success  story.  Rather,  one  should  be  free  to 
advance  beyond  past  successes. " 

The  value  of  close  customer  relationships  drove  SCB  to  es- 
slish  a  representative  office  in  Shanghai  in  September 
'04,  as  so  many  of  the  bank's  clients  were  rushing  to  open 
bsidiaries  in  China.  "Though  the  prevailing  attitude  in 
Danese  companies  for  a  long  time  was  to  go  into  China  just 
:king  cheap  labor,  when  I  visited  Shanghai  I  was  struck  by 
2  speed  at  which  the  Chinese  economy  was  developing.  1.3 
jlion  consumers  make  for  a  huge  market,  and  our  clients  are 
iwn  to  its  potential.  In  fact,  Shanghai  today  is  overflowing 
:h  successful  local  entrepreneurs.  Consider  that  Chinese  capital 
now  actively  looking  for  direct  investment  opportunities  here 
Japan.  Five  years  ago,  this  was  unthinkable.  It  really  drives 
me  that  we  have  to  keep  adapting." 

n  the  eyes  of  the  CEO,  SCB  is  no  exception  to  this  maxim, 
i  his  orders,  the  bank  put  together  a  project  team  charged 
th  creating  a  new  business  model  reflecting  the  rapidly 
|inging  business  and  financial  environment  of  the  21st 


Yasutaka  Miyamoto 

President  and  CEO,  Shinkin  Central  Bank 


century.  Other  project  teams  are  working  on  such  issues  as 
asset  management  and  enhancing  branch  office  efficiency. 
"Looking  at  the  success  of  our  efforts,  it's  unfortunate  that 
more  investors  do  not  see  the  value  at  SCB.  With  a  triple-A 
rating  and  a  net  return  of  close  to  3%,  far  exceeding  the 
average  dividend  yield  for  Japanese  companies,  our  listed 
preferred  shares  really  ought  to  be  attracting  more  investors, 
and  thus  trading  higher  than  their  current  ¥470,000 
($4,400)  level." 

Beyond  being  an  excellent  administrator,  Miyamoto  knows 
the  value  of  public  perception,  constantly  reminding  the 
media  of  the  strength  of  his  style  of  banking,  in  contrast 
with  the  major  banks.  "While  the  media  places  us  in  a  differ- 
ent category  from  commercial  banks,  total  deposits  for 
Shinkin  Banks  amount  to  ¥107  trillion  ($1  trillion).  It  is 
clear  that  Shinkin  Banks  occupy  a  steadfast  position  in 
local  finance.  Furthermore,  thanks  to  the  face-to-face  relation- 
ships we  enjoy  with  our  local  customers,  we  are  the  only 
sector  that  did  not  have  to  ask  for  help  through  public 
fund  injections." 


['asutaka  Miyamoto  followed  the  elite  path  of  Japan 's  best  and  brightest,  straight  from  the  University  of  Tokyo  into  the  Ministry  of  Finance.  During 
;  he  next  30  years,  he  held  top  posts  in  the  Budget  Bureau  and  Banking  Bureau.  He  served  as  executive  advisor  to  the  National  Association  of  Japanese 
tanks  before  becoming  president  and  CEO  of  SCB. 

www.shinkin-central-bank.jp 
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Inconspicuous  Products  Lead  to 
Conspicuous  Success 


IHideki  Sakai 
Chairman  and  CEO,  Hirose  Electric  Co.,  Ltd. 

In  a  recent  ranking  of  companies  by  the  Nihon  Keizai  Shimbun 
(Nikkei),  almost  all  the  top  spots  were  monopolized  by  large, 
famous  corporations.  Among  them,  one  smaller,  little-known 
firm  seemed  out  of  place:  electrical  parts  manufacturer  Hirose 
Electric  Co.,  Ltd. 

To  those  who  know  Japanese  industry,  however,  Hirose's  in- 
clusion among  the  nation's  best  was  perfectly  natural.  Over  the 
past  half-century,  it  has  carved  out  a  niche  in  the  global  elec- 
tronics business  that  none  of  its  larger  rivals  can  match.  The 
firm  is  one  of  the  dominant  players  in  the  global  market  for 
high-quality  electrical  connectors,  and  regularly  outperforms 
industry  averages  in  nearly  all  financial  indicators.  Its  profit 
margins  and  stock  performance  are  legendary. 

"Our  whole  philosophy  of  business  has  to  do  with  maximizing 
the  power  of  being  small,"  says  Chairman  and  CEO  Hideki  Sakai. 
"We  emphasize  intelligence  and  wisdom  over  sheer  size." 

As  a  parts  maker,  Hirose  is  inconspicuous  but  essential.  Just  a  few 
seconds  with  a  screwdriver  reveals  a  handful  of  Hirose  products 
"under  the  hood"  of  almost  every  famous  maker's  equipment, 
whether  your  mobile  phone  comes  from  Finland,  Japan  or  the 


U.S.,  or  whether  your  new  flat-screen  TV  uses  LCD,  plasma  i 
next-generation  electroluminescence  technology.  In  fact,  tl 
company's  products  are  a  critical  part  of  almost  everythin 
satellite  communications,  electronic  measuring,  digital  switche 
wireless  LANs,  communications  networks,  fiber  optics  and  ev< 
medical  equipment.  Altogether,  Hirose  turns  out  an  astoundit 
variety,  with  over  50,000  different  components. 

"Our  business  model  is  all  about  new  products,"  Sakai  not 
with  pride.  "We're  known  for  nurturing  brilliant  ideas  ar 
quickly  developing  them  into  next-generation  products." 

Of  course,  simply  making  thousands  of  new  products  wor 
support  the  kind  of  stellar  profitability  that  Hirose  is  famous  fc 
The  answer,  says  Sakai,  is  to  emphasize  originality,  creating  t: 
products  that  clients  will  want  tomorrow.  "I  always  tell  our  sal 
staff:  don't  just  talk  to  clients'  purchasing  agents;  meet  with  th< 
chief  engineers  and  designers.  Find  out  what  they're  going  to  nee 
and  build  it." 

One  of  the  keys  to  the  firm's  efficiency  is  their  use  of  "fables 
production,  meaning  that  Hirose  does  not  make  most  of 
products  directly.  At  one  point,  the  firm  outsourced  appro 
mately  80%  of  its  manufacturing,  though  Sakai  notes  that,  "O 
outsourcing  ratio  is  probably  closer  to  70%  these  days." 

"I  always  tell  our  sales  staff. . .  meet  with  chief 
engineers  and  designers.  Find  out  what 
they're  going  to  needy  and  build  it. " 

In  practice,  this  means  Hirose  can  let  other  companies  bear  t 
burden  of  constantly  investing  in  new  production  equipment 
keep  pace  with  the  rapid  changes  in  the  electronics  and  comm 
nications  industries,  while  Hirose  can  put  its  efforts  toward  c 
signing  new  products,  then  search  for  the  right  place  to  produ 
them.  Usually,  that  is  in  Japan,  but  the  firm  increasingly  has  be 
expanding  overseas.  "We  have  manufacturing  subsidiaries 
Taiwan,  Malaysia,  Indonesia  and  mainland  China,"  Sakai  sa; 
"At  the  moment,  we  produce  about  35%  of  our  output  overse 
but  I  expect  that  to  rise  to  around  50%  in  the  next  few  years." 

Why  would  a  company  like  Hirose  do  any  in-house  production 
all?  There  are  several  reasons,  but  perhaps  the  most  important  stei 
from  its  need  to  develop  state-of-the-art  components.  "We  look 
manufacturers  who  can  produce  high-quality  goods  to  our  specifii 
tions;  if  we  can't  find  one  that's  suitable,  we'll  do  it  ourselves." 

Hirose  proves  that  a  business  doesn't  need  to  be  big  or  famous 
order  to  be  successful,  just  smart.  As  Sakai  reminds  companies  of 
sizes,  "The  secret  is  to  invest  in  originality  and  creativity." 
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Hideki  Sakai  joined  the  predecessor  of  today's  Hirose  Electric  in  1952,  becoming  a  managing  director  in  1970  and  rising  to  the  presidency  just « 
year  later.  He  sewed  as  president  until  2000,  when  he  assumed  the  post  of  chairman  and  CEO.  Sakai  has  loved  the  theater  since  his  school  day. 
and  is  still  a  dedicated  opera  fan.  He  is  active  in  the  Nippon  Keidanren  (Japan  Business  Federation)  and  serves  as  a  senior  officer  of  two  importan 
industry  at  sociations.  www.hirose.co.jf: 


eorgetown,  KY  manufacturing  plant, 
vhere  the  Avalon,  Camry  and  Solara  are  built. 


!ur  vehicles  don't  just 
ike  people  to  work, 
ley  put  people  to  work. 


For  many  Americans,  Toyota  is  more  than  just  a  source 


'ansport,  it's  a  source  of  income.  With  our  eight  manufacturing  plants,  sales  and  marketing  operations,  research  and 
ign  facilities,  and  through  our  dealers  and  suppliers,  Toyota's  U.S.  operations  are  responsible  for  more  than  190,000  jobs. 
[  year,  Toyota  team  members  built  more  than  one  million  vehicles  in  the  U.S.*  And  with  two  new  manufacturing  plants 
he  way,  we're  working  to  create  even  more  jobs  and  opportunities  in  the  communities  where  we  do  business. 

i  components  and  vehicles  are  made  using  many  U.S.  sourced  parts.  ©2004 


TOYOTA 
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R&D  and  Worker  Empowerment: 
The  Bread  and  Butter  of  Success 


I  Nobuhiro  Iijima 

I  President  and  CEO,  Yamazaki  Baking  Co.,  Ltd. 

The  recessionary  winds  of  the  1 990s  battered  many  Japanese 
firms,  especially  those  not  lucky  enough  to  earn  major  profits 
overseas  like  the  automobile  and  electronics  companies. 

Yet  only  halfway  into  the  next  decade,  one  staple  food 
company  is  showing  remarkable  numbers:  consolidated  sales 
and  profit  margins  are  rising  steadily,  and  operating  income 
climbed  a  stunning  38.7%  in  fiscal  2003,  jumping  another 
49.7%  year-to-year  at  the  2004  mid-term.  How  can  a  company 
that  essentially  bakes  bread  in  a  traditionally  rice-centered  so- 
ciety be  doing  so  well? 

"It's  no  mystery,"  says  ebullient  President  Nobuhiro  Iijima 
of  Yamazaki  Baking  Co.,  Ltd.  "We  work  hard  to  create  delicious 
products  using  the  very  best  ingredients.  Customers  appreciate 
the  results,  and  sales  go  up."  Making  years  of  smart  management, 
strategic  capital  investments  and  the  efficient  operation  of  a 
huge  production  and  sales  network  sound  incredibly  simple 
is  typical  of  President  Iijima.  The  son  of  the  company's  founder, 
Iijima  has  been  at  Yamazaki's  helm  for  a  quarter-century.  A 
devout  Christian  and  confident  English  speaker,  Iijima  has 
helped  the  Yamazaki  Baking  Croup  expand  into  seven  countries 


around  the  world.  He  has  steered  the  baking  company  frc 
humble  beginnings  to  create  a  mammoth  operation:  25  domes 
factories  and  over  16,000  employees  producing  thousands 
product  lines  for  sale  in  100,000  stores.  Iijima's  formula 
success  follows  from  the  golden  rule  of  retail.  He  says,  "We  ta 
care  of  our  customers,"  adding,  "our  motto  is  'Best  Qual 
Best  Service.'" 

In  the  course  of  his  biblical  search  for  what  he  calls  the  *S 
to  life"  in  business  practice,  Iijima  realized  the  parable  of  i 
"sowing  of  the  seeds"  was  directing  him  to  continually  crei 
new  products.  He  says  two  of  the  pillars  of  his  strategy 
R&D  and  capital  investment,  which  Yamazaki  has  put  tows 
launching  an  incredible  5,000  new  products  this  year.  "To 
that  we  have  to  keep  updating  our  equipment.  Consider 
thin-sliced  bread.  We  used  to  wait  24  hours  before  we  coi 
slice  it  because  it  was  too  soft.  With  new  equipment,  we 
slicing  the  same  bread  just  six  hours  out  of  the  oven.  You 
taste  the  difference." 

"We  work  hard  to  create  delicious  products. . . 
customers  appreciate  the  results, 
and  sales  go  up. " 

Another  secret  to  Yamazaki's  success  is  the  way  Iijima  has  e 
powered  production  managers.  Under  his  direction,  the  fi 
decentralized  most  of  its  product  design  and  sales.  Now,  p 
duction  line  managers  are  responsible  for  creating  and  sel 
new  products. 

"One  advantage  of  giving  line  managers  responsibility  is  t 
they  understand  day-to-day  customer  demand;  they  see  tl 
own  P&L,  product  by  product,  line  by  line.  This  is  much  m 
efficient  than  having  the  head  office  try  to  manage  sev< 
thousand  products  and  adjust  daily  production  volumes.  1 
people  closest  to  the  products  make  the  decisions,  and  every* 
from  top  to  bottom  is  motivated  to  succeed.  I  visit  the  facto 
regularly  and  I  talk  to  our  stall.  Morale  is  way  up  now  that  pec 
are  taking  responsibility  for  their  own  successes  and  failure; 

Iijima  is  an  inspirational  leader.  An  eager  student  of  P« 
Drucker's  management  philosophy  and  a  strong  believer  in 
spiritual  life,  he  exudes  a  warmth  and  confidence  that  reassi 
employees  and  investors  alike.  Asked  about  the  pressures 
come  up  with  thousands  of  new  products  a  year,  he  smi 
"Pressure?  There  is  no  pressure.  We  are  happy  that  people 
what  we  make,  and  that  inspires  us  to  work  harder  to  sat 
them  even  more  next  month  than  we  did  this  month." 


Nobuhiro  iijima  joined  Yamazaki  after  graduating  from  Hitotsubashi  University.  The  company  sent  him  to  London  to  study  baking  at  what  is  now  Sou 
Bank  University,  from  which  he  holds  an  Honorary  Doctor  of  Science  degree.  He  was  named  president  of  the  firm  in  1979.  Iijima  also  sat  on  the  adviso 
board  of  the  Peter  F.  Drucker  Foundation  for  Nonprofit  Management,  and  currently  serves  as  vice  chairman  ot  World  Vision  Japan,  a  Christian  reft 
anddevelor         oanization.  www.yamazakipan.co.j 
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[Kiru]  cutting 


"Kiru"  (cutting),  "Kezuru"  (grinding)  and  "Migaku" 
(polishing)  are  processes  that  are  fundamental 
and  indispensable  in  manufacturing,  an  activity 
that  goes  back  to  the  beginning  of  mankind. 
By  refining  these  3  technologies  to  perfection, 
Disco  aims  to  support  manufacturers  all  over 
the  world,  and  improve  the  lives  of  all  people. 
This  approach  has  proven  essential  in  semi1 
conductor  manufacturing,  as  well  as  in  manufacturing 
computers  and  other  digital  products,  that  require 
extremely  advanced,  precision  processing. 
We  offer  total  solution  of  "Kiru". ,  "Kezuru"  and 
"Migaku"  by  integrating  equipment,  consumables 
and  application  engineering  know.-how. 
We  also  offer  a  true  partnership  in  the  competi- 
tive world  of  manufacturing. 


[Kezuru]  grinding 


[Migaku]  polishing 


Kiru  ■  Kezuru -  Migaku  Technologies 
DISCO  CORPORATION 

www.disco.co.jp 


Any  Kind  of  Cargo,  Virtually  Anywhere. 

At  "K"  Line,  we  operate  one  of  the  world's  largest,  most  advanced  fleets,  and  enhance  each 
vessel's  capabilities  with  our  own  well-proven  cargo  transportation  and  management  systems. 
We  offer  one  of  the  world's  most  expansive  networks  of  integrated  logistical  systems 
and  on-line  client  services.  But  in  today's  shipping  environment, 
it  is  in  our  team  of  world-class  shipping  experts  that  our  greatest  value  lies. 


Hibiya  Central  Building  2-9,  Nishi-shinbashi  1-chome,  Minato-ku,  Tokyo  105-8421,  Japan 

Phone:  (+81)  3-3595-5063  •  Fax:  (+81)  3-3595-5001 
e-mail:  kljtyoiprg@jp.kline.com  •  http://www.kline.co.jp 


H'KTline 

wamam   kawasaki  risen  kaisha.  ltd.  ® 


ALL-AROUND    CAPABILITIES,    ALL    AROUND    THE  WORLD 
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Vhat  Is  Immutable,  What  Is  Changeable 


ince  the  founding  of  Matsushita  Electric  (known  worldwide  as 
tasonic)  in  1 9 1 8,  the  words  and  philosophy  of  founder  Konosuke 
tsushita  have  been  revered.  His  direction  to  employees  was 
ightforward:  "Recognizing  our  responsibilities  as  industrialists, 
will  contribute  to  the  progress  and  development  of  society  and 
well-being  of  people  through  our  business  activities,  thereby 
lancing  the  quality  of  life  throughout  the  world."  Even  then, 
founder  was  concerned  with  good  corporate  citizenship. 

Innovative  ideas  [are]  born  of  bold  dreams  and 
beliefs,  and  energized  through  inspired 
technology  and  a  clear  vision. " 

'hough  President  Kunio  Nakamura  has  had  to  modernize  many 
he  tenets,  he  has  held  firm  to  the  company's  basic  business 
iciple,  while  bringing  Panasonic  sharply  into  the  21st  century. 
:  founder,  however,  would  certainly  have  appreciated  Nakamura's 
'k,  as  he  always  believed  the  key  to  effective  management  was 
ily  renewal,"  the  ability  to  cope  with  imminent  change  as  swiftly 
occurs. 

OTien  Nakamura  took  over  the  top  spot  in  2000,  he  was  faced 
h  countless  challenges.  The  company's  numerous  departments 
iwled  across  many  product  areas,  resulting  in  redundancies  in 
D  and  other  areas.  Furthermore,  marketing  was  the  responsibility 
ach  product  division  and  took  a  product-oriented  approach 
t  sometimes  lost  track  of  market  needs.  Without  a  concerted 
>cusing  effort,  developing  Panasonic  brand  value  would  have 
n  difficult,  if  not  impossible.  Nakamura  knew  he  had  to  take 
>tic  steps  simply  to  guarantee  the  company's  survival, 
l  a  process  he  terms  "Deconstruct  and  Create,"  Nakamura  intro- 
ed  special  early  retirement  packages  to  downsize  by  13,000  do- 
>tic  employees  -  not  an  easy  task  in  a  country  where  lifetime 
3loyment  had  been  considered  a  fact  of  life.  He  explains,  "As 
I  as  we  do  not  deviate  from  our  basic  business  principle,  which 
nes  contributing  to  society  as  our  corporate  mission,  there  are 
sanctuaries  or  taboos."  Tradition  aside,  Nakamura's  actions 
n  to  be  working,  with  the  company  rocketing  from  a  $1 .7  billion 
cit  in  FY02  to  an  operating  profit  of  $2.7  billion  in  FY04. 
lakamura's  next  objective  is  to  make  Panasonic  a  top-tier  global 
lpany  that  offers  customers  new  creativity  and  lifestyle  value  by 
0.  He  regards  "Leap  Ahead  21 ,"  Panasonic's  mid-term  business 
i  that  starts  in  FY04,  as  a  step  toward  achieving  this  goal.  Relying 
:utting-edge  technologies,  Nakamura  has  established  the  principles 
Realizing  a  Ubiquitous  Network"  and  "Living  in  Harmony  with 
Global  Environment"  to  guide  the  company  toward  his  goal. 


Kunio  Nakamura 

President,  Matsushita  Electric  Industrial  Co.,  Ltd. 


Nakamura's  stress  on  cutting-edge  technology  also  marks  a  change 
from  mass  production  to  cell  production  of  unrivalled  products. 
These  new  lines  are  already  proving  to  be  well  worth  their  salt. 
Termed  "V-products,"  Nakamura  spells  out  their  demanding  criteria: 
"They  must  be  built  on  black-box  technologies;  they  must  be  devel- 
oped from  the  perspective  of  universal  design  and  they  must  incor- 
porate environmentally  friendly  functions.  Only  products  that  fulfill 
all  of  these  requirements  while  meeting  market  needs  can  be  called 
V-products."  Qualifying  products  range  from  Viera  series  plasma 
panel  flat  TVs  and  DIGA  series  DVD  recorders  to  a  30-degree  tilted 
drum-type  washer/dryer.  Already  the  results  of  his  direction  are 
becoming  clear,  with  the  71  V-products  launched  in  FY04  expect- 
ed to  contribute  as  much  as  ¥1.5  trillion  ($14  billion)  in  sales. 

In  his  plan  to  strengthen  brand  identification,  Nakamura  unified  all 
products  marketed  outside  Japan  under  the  Panasonic  name.  Says 
Nakamura,  "We  need  innovative  ideas  born  of  bold  dreams  and 
beliefs,  and  energized  through  inspired  technology.  We  need  to 
make  lifestyle-enhancing  products  that  promise  satisfaction  and 
create  brand  value.  Our  corporate  concept,  'Panasonic  ideas  for 
life,'  emphasizes  precisely  that." 


-ained  in  economics  prior  to  joining  Panasonic  in  1 962,  Kunio  Nakamura  worked  overseas  for  nearly  ten  years,  serving  successively  as  president 
'Panasonic  in  the  U.S.  and  U.K.  In  1993,  he  was  promoted  to  chairman  of  Matsushita  Electric  Corp.  of  America,  and  in  2000  was  named  president 
'  the  parent  company. 

www.panasonic.co.jp/global/ 
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A  Sharp  Eye  on  the  Future 


Eizo  Kobayashi 

President  and  CEO,  ITOCHU  Corporation 


In  an  aerie  on  the  2 1  st  floor  of  the  Itochu  headquarters  in  Tokyo 
perches  a  Japanese  falcon,  from  which  lofty  height  it  keeps  a  sharp 
eye  on  the  comings  and  goings  of  new  CEO  Eizo  Kobayashi.  In 
folklore  the  falcon  is  believed  to  bring  good  fortune,  and  so  is  a 
fitting  symbol  for  a  company  that  has  successfully  cleared  itself 
financially  of  the  disastrous  fallout  from  the  bursting  of  Japan's 
"bubble"  economy,  as  well  as  for  the  man  who  is  now  steering 
Itochu  into  high  profitability  and  sustained  growth. 

Kobayashi,  a  youthful  55-year-old  fluent  in  English,  took  over 
the  top  position  in  June  2004,  and  knows  exactly  where  he  wants 
to  go  from  here.  As  a  hands-on  manager,  he  asserts  that  Itochu's 
best  asset  is  its  staff.  "All  our  employees  are  good  businesspeople, 
know  clearly  what  their  business  goals  are  and  pursue  them  under 
a  strict  moral  code.  My  aim  is  to  help  them  navigate  the  future. " 
While  determined  to  continue  the  decade-long  transformation 
of  one  of  Japan's  leading  general  trading  companies,  Kobayashi 
intends  to  do  it  his  own  way,  by  instilling  his  workforce  with  his 
personal  credo  of  three  Cs:  "Challenge,  Create,  Commit." 

Kobayashi  maintains  that  the  main  "Challenge"  is  increasing 
business  operations  and  profits,  especially  in  China  and  the  U.S. 


"While  many  companies  are  now  trying  to  enter  the  potentia 
huge  Chinese  market,"  he  explains,  "Itochu  has  been  there  ( 
over  30  years,  even  before  the  normalization  of  Sino-Japanc 
relations  in  1 972.  As  a  result,  we  now  have  over  60  subsidiar 
and  affiliates  established  there  -  84%  of  which  are  profitab 
In  the  U.S.,  we  will  continue  to  further  develop  our  business 
niche  and  dominant  markets  such  as  nails  and  fencing,  as  well 
construction  materials  and  the  operation  and  maintenance 
independent  power  producers." 

Kobayashi  has  also  determined  that  the  largest  investmei 
must  be  in  the  areas  of  consumer-related  products  such  as  texti 
and  foods,  IT,  natural  resources  and  financial  services.  Wit 
net  profit  of  ¥100  billion  ($940  million)  targeted  for  the  fis 
year  ending  March  2006,  he  strongly  believes  the  burgeoni 
Chinese  market  will  contribute  significantly  to  corporate  grow 
with  profits  rising  from  ¥3  billion  ($28  million)  this  year  to  c 
¥10  billion  ($94  million)  for  the  fiscal  year  ending  March  2007 

Kobayashi's  second  key  word  is  "Create,"  with  which  he  < 
courages  his  staff  to  recogn  ize,  seize  and  develop  opportunitie; 
all  markets.  "This  is  not  only  for  China  and  the  short  term," 

"/  tell  all  my  staff  to  approach  life 
with  a  pioneer  spirit. . .  several  steps 
ahead  of  the  competition. " 

explains,  "but  also  for  mature  markets,  such  as  the  U.S.  and  Euro 
Just  because  markets  are  mature,  it  doesn't  mean  there  isn't  ro> 
for  new  ideas,  services  and  products.  I  tell  my  staff  to  approach 
with  a  pioneer  spirit  and  to  cross  frontiers  several  steps  aheac 
the  competition."  One  example  of  this  approach  is  Itoch 
Gambare  (Do  your  best)  Japanese  Company  Fund  for  small-  ; 
medium-sized  enterprises,  through  which  he  charges  employ 
with  the  task  of  seeking  out  companies  with  specialist  know-lit 
products  and  techniques,  and  helping  them  grow  and  prosper. 

Kobayashi's  credo  also  includes  "Commit,"  a  word  he  use 
encourage  all  employees  to  fulfill  their  responsibilities  with  5 
cerity  and  decency.  "I  believe,"  he  insists,  "all  enterprises  h 
to  pay  special  attention  to  compliance,  not  only  from  a  le 
standpoint,  but  a  moral  one  as  well.  In  fact,  before  our  pea 
can  be  good  Itochu  employees,  they  must  first  be  good  ; 
honest  citizens." 

Like  Itochu's  falcon  in  its  2 1  st  floor  aerie,  Kobayashi  is  keep 
a  sharp  eye  on  potential  opportunities.  His  single-minded  go 
to  navigate  Itochu  to  a  prosperous  future  and  make  the  comp 
a  leading  corporate  citizen  and  global  player. 


Following  his  graduation  from  Osaka  University,  Kobayashi  joined  Itochu  (then  C.  Itoh  &  Co.,  Ltd.)  in  1972,  where  he  was  able  to  seek  out  new  challenge 
and  opportunities  working  in  Tokyo,  Hong  Kong  and  Los  Angeles.  With  his  international  experience  and  expertise  in  information  technology,  he  becan 
an  executive  officer  in  2000.  In  early  2004  he  became  a  senior  managing  director  and  was  named  president  and  CEO  just  three  months  later 

www.itochu.coj 


In  business,  there's  no  time  for  wrong  turns.  You  need  your  information,  resources  and 
knowledge  assets  to  flow  freely  throughout  your  entire  office  in  a  secure  environment 
that  inspires  ideas.  You  need  to  be  at  the  hub.  You  need  bizhub,  new  from  Konica  Minolta. 


The  access  hub 


The  knowledge  hub 


The  collaboration  hub 


bizhub  changes  the  way  your  office  works  by  guaranteeing  seamless  access  to 
document  production  and  data  resources  beyond  the  breadth  of  your  network. 

bizhub  creates  a  dynamic  exchange  to  keep  your  workforce  in  the  know. 
Here  knowledge  assets  and  information  are  shared  to  inspire  new  ideas. 

bizhub  lays  the  groundwork  for  synergy,  uniting  your  people  and  business 
in  a  free,  yet  secure  environment  to  profit  from  your  untapped  potential. 
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Long  a  two-hit  wonder,  Amgen  is  on  the 
brink  of  a  research  renaissance  that  will  target 
cartell  diabetes  and  more  [By  Robert  Langreth 


Chief  Kevin  Sharer  (center)  with  his  crack  team:  R&D  honcho  Roger  Perlmutter, 
trials  head  WiNard  Dere,  marketer  George  Morrow  and  pathologist  David  Lacey. 
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The  Next  Biotech  Blockbuster? 


G©m\jm\i^j  ©fife  Y/m\r 

MGEN  STARTED  LIFE  IN  CALIFORNIA  AS 
a  biotech  boutique  obsessed  with  the 
new  science  of  genetic  engineering.  Twenty- 
five  years  later  it  is  a  teenage  hippie  trapped 
inside  the  musclebound  body  of  a  $10  billion- 
a-year  behemoth.  Old-line  drugmakers  were 
founded  a  century  ago  on  the  East  Coast, 
cranking  out  chemical  compounds  aimed  at 
quelling  myriad  illnesses.  Amgen  came  along  a  few  generations 
later,  based  30  miles  north  of  Hollywood  and  pursuing  not  pills 
but  man-made  copies  of  human  proteins  to  offset  shortages  of 
the  real  thing. 

For  this  talent  Amgen,  FORBES'  Company  of  the  Year  for 
2004,  is  prized  far  more  highly  than  some  of  the  biggest  names 
in  Big  Pharma.  Amgen  ranks  only  13th  in  sales  among  drug- 
makers,  yet  it  is  number  six  in  stock  market  value.  With  a  mar- 
ket cap  of  $80  billion,  Amgen  is  worth  almost  $15  billion  more 
than  Eli  Lilly  &  Co.  and  $30  billion  more  than  Bristol-Myers 
Squibb,  though  both  have  sales  that  are  40%  to  120%  larger. 

"There's  something  about  a  25-year-old  biotech  company  in 
California  that's  different  from  a  100-year-old  drugmaker  in 
New  Jersey,"  says  Amgen's  chief  mm^^^^^^^^^^^^^^ 
executive,  Kevin  Sharer.  "We  are 
like  a  teenager:  Our  best  years  are 
still  ahead." 

Yet  for  most  of  its  existence 
Amgen  has  been  a  two-hit  wonder, 
racking  up  billions  in  sales  in  only 
two  major  categories:  anemia  and 
cancer  care.  It  hasn't  introduced  a 
big  seller  in  a  new  category  since 
1991.  Amgen  spent  millions  on 
drugs  for  Parkinson's  disease,  Lou 
Gehrig's  disease  and  low  platelet 
levels,  only  to  discover  they  were 
ineffective.  A  prostate  cancer  drug 
made  it  through  trials  but  was 
rejected  by  regulators.  The  biggest 
embarrassment:  the  fat-fighting 
hormone  Leptin,  widely  hyped  as 
a  cure  for  obesity  in  the  mid-1990s 
but  abandoned  in  trials  by  Amgen 
in  2000. 

Wall  Street  is  all  too  aware  of 
this  mixed  record.  Amgen  shares 
rose  a  tepid  3%  in  2004,  and  they 
have  barely  budged  from  where 
they  were  in  2000,  compared  with 
a  44%  rise  for  Amgen's  archrival, 
Genentech.  Genentech,  with  ten 
approved  drugs  in  four  categories, 
is  prized  at  double  the  value, 
pound  for  pound,  of  Amgen; 
Genentech  stock  goes  for  a  price  of 
74  times  earnings  per  share  versus 


Amgen 


38  times  for  Amgen.  Amgen's  share  price  could  drop 
10%  in  the  next  year,  Deutsche  Bank  argues.  Merck's 
recent  recall  of  Vioxx  and  the  finding  that  Pfizer's  Celebrex  can 
boost  heart  risk  could  further  depress  all  drug  stocks. 

But  Amgen  is  on  the  brink  of  a  research  renaissance  thai 
could  yield  more  new  drugs,  in  a  broader  range  of  diseases,  than 
ever  before.  Taking  aim  at  diabetes,  arthritis,  lupus,  obesity  and 
cancer,  the  biotech  house  now  has  40  drugs  in  preclinical  oi 
patient  trials,  more  than  at  any  time  in  the  company's  histor) 
and  up  from  only  22  during  the  entire  1990s.  "We  are  sitting  on 
a  treasure  trove,"  says  Amgen  research  chief  Roger  Perlmutter. 

The  first  signs  of  this  research  revival  surfaced  in  recenl 
months.  Last  March  Amgen  won  approval  of  an  innovative  new 
drug — Amgen's  first  actual  pill — for  treating  complications  ol 
kidney  dialysis;  called  Sensipar,  it  could  grow  eventually  to  $70C 
million  in  annual  revenue.  And  in  December  the  Food  &  Dru§ 
Administration  approved  Amgen's  new  remedy  for  the  debili- 
tating side  effects  of  bone  marrow  transplants.  Called  Kepivance 
it  is  a  genetically  engineered  replacement  protein  to  prevent  anc 
treat  the  searingly  painful  sores  in  the  mouth  caused  by  trans- 
plant chemo;  it  could  hit  sales  of  $300  million. 
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these  two  blood-cell  boosters,  enjoying  a  de  facto 
monopoly.  In  the  Nineties  Amgen  stock  had  a  com- 
pounded annual  return  of  a  lofty  52%.  By  2000  sales  of 
Epogen  and  Neupogen  had  reached  $3.2  billion.  The  early  days 
"were  like  the  Wild,  Wild  West,"  says  one  veteran.  "There  were 
not  a  lot  of  rules,  and  words  like  'governance'  and  'policy'  were 
taboo."  Researchers  openly  scorned  marketing,  maintaining  that 
if  a  drug  was  good  enough,  all  you  needed  was  an  800  number. 

When  Sharer  took  over  from  Binder  in  2000,  he  had  come  to 
view  Amgen  as  a  bit  complacent,  a  cushy  company  that  was 
unprepared  to  take  on  J&j's  marketing  colossus.  "No  monopoly 
company  that  I  knew  of  had  ever  gone  to  a  fully  competitive 
environment  and  prospered,"  he  says.  "We  were  comfortable, 


Amgen 


THERE  IS  SOMETHING  ABOUT  A 
25-YEAR-OLD  COMPANY  IN 
CALIFORNIA  THAT  IS  DIFFERENT 
FROM  A  100-YEAR-OLD 
DRUGMAKER  IN  NEW  JERSEY." 

the  king  of  biotech,"  says  liana  Meskin,  an  Amgen  manager. 
"Kevin  shook  us  out  of  our  complacency." 

One  of  his  first  major  moves,  in  early  2001,  was  to  woo 
George  Morrow,  a  marketing  guru  at  GlaxoSmithkline  who  had 
helped  launch  the  top-selling  migraine  drug  Imitrex.  When 
Morrow's  family  balked,  Sharer  showed  up  at  their  North  Car- 
olina home  one  Saturday  morning  armed  with  local  maps  and 
school  brochures  to  sell  them  on  the  move  to  California.  Once 
onboard,  Morrow  and  his  800  salespeople  courted  contracts 
with  big  cancer  hospitals  such  as  Memorial  Sloan- Kettering.  He 
paid  bigger  bonuses  to  the  best  performers  instead  of  handing 
them  out  based  on  group  performance,  as  Amgen  had  done. 


Sharer  also  lured  immunologist  Roger  Perlmutter  ii 
2001  to  become  Amgen's  first  chief  of  both  research  an< 
development  (the  two  posts  previously  were  split).  Perlmutte 
set  out  to  fix  the  pipeline,  figuring  Amgen's  problem  wasn't  th 
lack  of  ideas  but  a  lack  of  focus.  The  company  had  pursued  blue 
sky  basic  research  more  common  to  drug  titans  with  staffs  thre 
times  as  large.  As  a  result  Amgen  hadn't  filed  with  regulators  t< 
launch  any  new  drug  trials  in  the  year  before  he  arrived.  Perl 
mutter  eliminated  early-stage  projects  that  had  little  chance  o 
quick  success.  He  raided  his  former  employer,  Merck,  for  talenl 
grabbing  chemist  Paul  Reider,  who  designed  the  complex  pro 
duction  process  for  the  breakthrough  AIDS  drug  Crixivan.  Rei 
der  and  biologist  counterpart  Thomas  Boone  are  charged  wit! 
coming  up  with  "hybrids" —  exotic  new  chemicals  that  combin 
the  benefits  of  bulky,  bioengineered  protein  drugs  with  the  flex 
ibility  of  old-fashioned  pills. 

To  boost  the  top  line  while  Perlmutter's  pipeline  was  kickin 
in,  Sharer  turned  to  acquisitions.  When  the  Seattle  biotech  shoj 
Immunex  stumbled  in  late  2001,  Sharer  pounced,  gobbling  it  u) 
for  $1 1  billion  in  the  biggest  deal  in  biotech  history.  It  was  a  hug 
gamble.  Immunex  had  badly  underestimated  demand  fo 
Enbrel,  its  breakthrough  drug  for  rheumatoid  arthritis.  Whei 
Amgen  bought  Immunex,  Enbrel  sales  were  stuck  at  $800  mil 
lion.  Some  80,000  patients  were  on  the  drug,  and  40,000  angr 
customers  were  on  a  waiting  list.  J&j's  rival  entry,  Remicade 
exploited  the  shortfall. 

Amgen  shares  dropped  13%  when  news  of  the  merge 
leaked.  Before  the  deal  closed,  Amgen  sent  out  a  team  of  a  hun 
dred  troubleshooters  to  fix  Immunex's  production  delays.  The 
descended  on  a  plant  in  Rhode  Island,  repairing  leaky  pipe* 
replacing  mismatched  parts  and  getting  the  plant  running  b 
December  2002,  six  months  ahead  of  schedule.  Enbrel  sales  ar 
on  track  to  surge  46%  to  $1.9  billion  this  year,  thanks  to  the  ne\ 
supply  and  an  additional  claim  for  treating  psoriasis;  analyst 
predict  peak  sales  of  $4  billion  a  year. 

Among  Amgen's  more  promising  new  compounds  is  pani 
tumumab,  now  in  final-stage  trials  for  colon  cancer  and  mid 
stage  trials  for  lung  cancer.  It  is  a  "targeted"  drug  because,  rathe 
than  summarily  trying  to  kill  all  cancer  cells,  it  targets  a  nar 
rower  mechanism.  Panitumumab  works  just  like  Erbitux  fron 
ImClone  Systems  but  does  not  appear  to  have  that  drug' 
propensity  to  cause  allergic  reactions  in  some  patients.  Anothe 
cancer  drug,  AMG  706,  aims  to  improve  on  first-generation  tar 
geted  drugs  by  blocking  six  cancer-promoting  proteins  at  one 
instead  of  just  one;  it  is  in  early  trials  for  lung  cancer  patient 
and  midstage  trials  for  a  rare  gastrointestinal  cancer. 

"It  could  be  more  effective  than  Avastin,"  Genentech's  ho 
seller  for  colon  cancer,  says  Geoffrey  Porges  of  research  firn 
Sanford  C.  Bernstein.  A  third  cancer  drug,  in  early  tests  witl 
partner  Genentech,  activates  death  signals  that  trigger  cance 
cells  to  commit  suicide. 

Some  of  the  coolest  prospects  in  the  pipeline  come  from  ; 
wealth  of  new  genetic  insights  unearthed  at  Amgen  anc 
Immunex  in  the  1990s.  Both  firms  were  among  the  first  to  usi 
computerized  databases  to  scan  the  genome — the  "map"  o 
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blueprint  of  25,000  or  so  active  genes  that  contain  the 
code  for  the  body's  proteins. 

One  intriguing  protein  Amgen  scientists  spotted  stimulates 
the  immune  system  to  produce  antibodies.  In  2000  Amgen 
researchers  showed  that  mice  with  high  levels  of  this  protein, 
called  BA1 1\  developed  lupus-like  symptoms — strong  circumstan- 
tial evidence  that  BAPF  plays  a  big  role  in  this  debilitating  autoim- 
mune disease,  in  which  "autoantibodies"  attack  internal  organs. 
Amgen  is  now  in  early  tests  of  a  BAFF-blocker  to  treat  lupus  and 
rheumatoid  arthritis.  Other  firms  are  testing  similar  drugs. 

The  biggest  reward  of  Amgen's  early  genome  work,  however, 
may  be  the  osteoporosis  drug  dubbed  AMG  162,  based  on  the 
bone  gene  that  Amgen  lab  coats  were  so  surprised  to  discover  in 
fetal  rat  intestines  in  1995.  Engineered  in  lab  mice,  this  gene  pro- 
duced a  protein  (named  OPG)  that  vastly  increased  bone 
strength  and  thickness — without  causing  any  harmful  side 
effects.  OPG  works  by  disabling  a  second  protein,  known  as 
RANK  ligand,  which  usually  plays  a  healthy  role  in  the 
continuous  cycle  of  breaking  down  and  rebuilding  bone  cells, 
critical  to  growth.  In  osteoporosis  the  RANK-ligand  protein  is  all 

AMGEN  FACES  A  VASTLY  MORE 
CROWDED  FIELD  THAN  IT  DID 
WHEN  IT  PIONEERED  BLOOD- 
CELL  BOOSTERS  20  YEARS  AGO. 

too  effective  in  producing  the  breakdown  effect,  resulting  in 
debilitating  hip  fractures  in  postmenopausal  women  and  others. 
While  the  traditional  drug  Fosamax  gloms  onto  "osteoclast" 
cells  responsible  for  bone  breakdown  and  disables  them, 
Amgen's  elixir,  copied  from  OPG,  shuts  down  RANK  ligand  and 
the  breakdown  process  before  osteoclasts  have  even  formed.  In 

Genetic  Giants 


Genentech's  stock  has  outperformed  Amgen's  big  in  recent  years,  thanks 
to  the  former's  hot  new  cancer  drugs. 
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midstage  human  trials,  AMG  162  was  at  least  as  effecth 
as  Fosamax  in  boosting  bone  density,  and  it  kicked  i 
faster.  The  new  therapy  may  prove  useful  to  breast  cancer  < 
prostate  cancer  sufferers  whose  tumors  have  spread  to  the  bon 
The  OPG  research  "has  paid  off  spectacularly,"  says  research  czi 
Perlmutter.  Definitive  trials  to  prove  whether  the  drug  can  pn 
vent  fractures  will  take  at  least  two  more  years  to  complete. 
In  the  meantime  Amgen's  existing  franchises  in  anemi 
^^^^^^^^^^^^^^^^^   chemotherapy  and  arthrit 
DrilgS  &  Biotechnology     are  growing  prodigiousl 

Sales  of  Aranesp  for  anem 
in  cancer  patients  have  bet 
growing  almost  40% 
Amgen  steals  business  froi 
J&j's  Procrit.  For  20C 
Amgen's  revenue  growth 
expected  to  end  up  at  a 
impressive  25%,  and  ean 
ings  per  share  could  jun- 
almost  30%,  albeit  befo 
more  than  $900  million  in  writeoff  costs  related  to  the  Immunt 
and  Tularik  acquisitions. 

Yet  myriad  challenges  loom.  Some  analysts  see  reveni 
growth  slowing  to  perhaps  1 5%  this  year,  in  part  because  of 
coming  slowdown  in  the  company's  core  anemia  franchise.  Sal 
growth  in  the  overall  anemia  market  has  sagged  to  about  9' 
this  year  from  29%  in  2002,  according  to  IMS  Health;  Amgf 
can't  keep  stealing  share  from  J&J  forever.  Ever  more  compel 
tors  are  gunning  for  Amgen,  including  Transkaryotic  Therapit 
which  plans  to  debut  its  Epogen  rival  in  Europe  a  year  fro 
now,  and  Roche  Holding,  whose  CERA  anemia  drug  is  in  fin£ 
stage  trials.  Numerous  generics  firms  also  are  looking  to  produ 
cheaper  copycat  versions  of  Epogen,  although  Amgen  says  i 
U.S.  patents  last  until  2015  and  that  it  w 
defend  itself  in  court  against  any  would-1 
infringers. 

Amgen  also  faces  a  vastly  mo 
crowded  field  than  it  did  when  it  ph 
neered  blood-cell  boosters  20  years  ag 
Some  314  U.S.  biotech  firms  are  public 
held  today  versus  just  a  handful  whe 
Amgen  went  public.  And  old-line  dri 
giants  that  once  spurned  the  therapeut 
protein  business,  such  as  Pfizer,  are  racii 
to  come  up  with  their  own  entries.  Thi 
the  next  two  years  are  crucial  for  Kev 
Sharer  to  prove  that  Amgen  can  still  ou 
run  and  out-innovate  those  stodgy  o 
East  Coast  firms.  Given  the  huge  numb 
of  things  that  all  have  to  go  right  for  a  ne 
drug  to  succeed,  Sharer  admits  to  beii 
nervous  sometimes.  "You  can  never 
completely  confident  in  the  pipeline," 
says,  "but  I'm  optimistic,  because  we  ha 
dramatically  increased  it." 


Genentech's  stock  price 


V 


*  Amgen's  stock  price 


ouurue.  neuiers  runuamcmais  via  racroer  nesearcn  sysTems. 
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:o.com/go/ipcnow 


Cisco  Systems 

THIS  IS  THE  POWER  OF  THE  NETWORK.  HOW 
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THE  BEST  MANAGED  COMPANIES  WERE  CULLED 
from  an  exhaustive  search  of  1,000  publicly 
traded  companies  that  have  at  least  $1  billion 
in  sales,  positive  book  value  and  a  price  of  at 
least  $5.  See  www.forbes.com/platinum400 
for  more  on  our  selection  process. 

136  DRS  Technologies 

137  Wells  Fargo 

138  Caterpillar 
138  Diebold 
140  Ecolab 
140  Perini 

142  Raymond  James 

142  Alleghany 

143  Winnebago 

144  United  Natural  Foods 

144  MGM  Mirage 

145  Corn  Products  International 
148  Amerigroup 

150  Coach 

150  Progressive 

152  Ball  Corp. 

152  Univision 

153  XTO  Energy 

153  Advance  Auto  Parts 

154  KLA-Tencor 

154  Symantec 

155  SanDisk 

155  Alltel 

156  Expeditors  International 
156  Exelon 

See  page  158  for  footnotes. 
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AEROSPACE  &  DEFENSE 


DRS  Technologies  We  See  You 

DRS  TECHNOLOGIES  ISN'T  FOR  SALE— YET.  FOUR  YEARS  AGO  THE  SIZ 
zling  defense-electronics  outfit  snubbed  New  York  buyout  firm  Verita 
Capital.  Last  June  it  declined  a  $1.1  billion  offer — equating  to  $42  pe 
share,  a  31%  premium  to  its  then  price — by  rival  L-3  Communication} 
"We  felt  we  could  do  better  on  our  own,"  says  Chief  Mark  Newman. 

Like  L-3's  Frank  Lanza,  Newman  has  been  doing  some  shoppm 
of  his  own.  When  he  took  the  top  job  in  1994,  DRS  generated  most  c 
its  $70  million  in  sales  making  sonar-based  display  systems  for  th 
Navy.  Since  then  he's  bought  25  companies.  This  year  DRS  will  earn  ai 
estimated  $60  million  on  sales  of  $1.3  billion. 

The  flurry  of  deals  has  slowed,  but  not  the  orders  for  high-tecl 
imaging  gear  used  by  U.S.  soldiers  in  Iraq.  Last  March  Newman  inke> 
a  five-year  contract  worth  up  to  $375  million  to  build  infrared  sight 
to  be  mounted  on  machine  guns  and  rocket  launchers.  April  brough 
an  order  for  up  to  $252  million  in  displays  that  let  tank  and  othe 
vehicle  drivers  navigate  through  fog,  smoke  and  darkness. 

On  the  naval  side  DRS  has 
teamed  with  Northrop  Grumman 
to  supply  the  next  generation  of 
battleships.  DRS'  contribution:  a 
gargantuan  50,000hp  electric  mo- 
tor to  drive  them.  (Parts  of  the  job 
are  still  up  for  competitive  bids.) 

Roll-ups  can  be  tricky,  but  so 
far  Newman  has  done  a  good  job 
managing  risk.  While  the  Depart- 
ment of  Defense  accounts  for  85%  of 
DRS'  top  line,  no  single  contract  a 
makes  up  more  than  6.5%.  fl 
Meantime  DRS'  debt-to-capital  /  § 
has  shrunk  to  46%  from  56% 
in  1999.  It's  a  good  bet  that  J  A 
with  the  company  at  a  recent  j 
$43  a  share,  or  21  times 
trailing  earnings,  other  j 
potential  suitors  have  it  in 
their  sights. 

— Brett  Nelson 


Aerospace  &  Defense 

5-yr  annualized  total  return  (%) 

Alliant  Techsystems 

EE 

DRS  Technologies 

General  Dynamics 

18.1 

L-3  Communications 

28.6 

Northrop  Grumman 

17.9 

Rockwell  Collins 

17.6H 

BANKING 


Wells  Fargo  Cross  Purposes  

to  the  cycles  of  the  banking  business.  Now  that 
mortgage  lenders  are  losing  steam,  for 
instance,  look  for  Kovacevich  to  buy  some 
cheap  and  then  reap  the  benefits  when  hous- 
ing comes  back.  "The  technique  makes  a  lot 
of  sense,"  says  Richard  X.  Bove,  a  bank  analyst 
with  Punk  Ziegel. 

It  works  for  mutual  funds,  too.  Kovacevich 
saw  a  juicy  piece  of  bruised  fruit  when  he 
bought  Strong  Mutual 
Funds  after  its  founder 
tarred  the  firm  with  market- 
timing  trades.  Buying  the 
assets  ($34  billion  under 
management)  but  no  liabili- 
ties, Kovacevich  paid  an 
estimated  $500  million- 
less  than  half  its  prescandal 
value.  In  the  past  two  years 
Kovacevich  has  staffed 
1,200  Wells  branches  with 
bankers  licensed  to  sell 
funds— with  the  rest  of  the 
chain  to  follow. 

While  the  sun  may  have 
set  on  mortgages,  Kovace- 
vich has  made  sure  it  won't 
set  on  his  empire. 

—Daniel  Kruger 


FOR  BANKERS  2004  WAS  THE  YEAR  OF  THE  CON- 
sumer  and,  like  many  banks,  Wells  Fargo  did 
just  fine  selling  mortgages  in  a  booming  market 
for  new  homes  and  refinancings.  Even  better,  it 
hewed  to  Chief  Executive  Richard  Kovacevich's 
cross-selling  mantra,  bundling  home  loans  with 
checking  accounts  and  credit  cards,  leading 
the  3,083-branch  bank  to  a  steady  12%  growth 
in  per-share  profits  and  an  11%  gain  in  share 
price.  But  rising  interest 
rates  are  expected  to  cast  a 
monkey  wrench  into  a  big 
part  of  the  engine  driving  re- 
tail banking,  meaning  banks 
built  with  too  much  attention 
to  mortgages  won't  be  going 
far  in  the  new  year. 

But  that's  not  Kovace- 
vich's worry.  He  already  has 
Wells  poised  to  do  just  as 
well  in  2005  with  commer- 
cial loans,  cash  manage- 
ment and  trusts  in  what 
^  promises  to  be  the  Year 
w^.       of  Small  Business. 

Kovacevich 
built  Wells 
;ws&'  Fargo  with 

attention 


Banking  

5-yr  annualized  total  return  (%) 

Astoria  Financial 

Bank  of  America 

Banknorth  Group 

18.6 

Compass  Bancshares 

na 

Golden  West  Financial 

29.1 

M&T  Bank 

TBI 

National  City 

12.6 

North  Fork  Bancorp 

Tin 

Popular 

321 

State  Street  5.0 

Synovus  Finl  8.5 

UnionBancal 

HI 

Wachovia 

Wells  Fargo  8.8 

Westcorp 

25.9 

Zions  Bancorp 
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CAPITAL  GOODS 


Caterpillar  \ 
Roaring  Tractors 


Capital  Goods  

5-yr  annualized  total  return  (%) 

American  Standard 

24.4 

Ametek 

28.1 

Briggs  &  Stratton 

10.7 

Caterpillar 

16.9 

Danaher 

17.7 

Deere  &  Co 

13.5 

Donaldson 

24.2 

Eaton 

17.9 

Genlyte  Group 

25.8 

Hubbell 

16.5 

Hughes  Supply 

23.9 

Illinois  Tool  Works 

8.1 

Ingersoll-Rand 

11.2 

Lincoln  Electric 

14.4 

Oshkosh  Truck 

36.7 

Parker  Hannifin 

12.2 

Pentair 

18.9 

Rockwell  Automation 

22.9 

Timken 

11.7 

Wesco  International 

33.7 

AFTER  A  SLUGGISH  START  LAST  YEAR  DUE  TO  RISING  STEEL  AND  RAW  MATERIALS  COSTS, 
construction-  and  mining-equipment  giant  Caterpillar  (expected  2004  sales:  $30  billion)  is 
roaring  back.  Third-quarter  net  income  rose  to  $498  million,  more  than  double  the  $222  mil- 
lion it  made  a  year  earlier.  Revenue  for  the  quarter  was  $7.65  billion,  up  from  $5.55  billion. 

Driving  much  of  this  growth  were  trucking-fleet  expansions  in  North  America,  trigger- 
ing a  57%  jump  in  truck  engine  sales. 

In  an  industry  that's  been  hit  hard  over  the  past  five  years,  Caterpillar's  latest  12  months 
earnings-per-share  growth  is  red  hot,  coming  in  at  70.7%.  Even  more  impressive:  Caterpil 
lar  is  on  track  to  post  in  the  new  year  its  highest  annual  profits  in  two  decades,  possibly  even 
in  its  history.  The  revenue  target  for  2005:  $33  billion,  up  from  $22.7  billion  in  2003. 

A  big  reason:  China,  where  Caterpillar  employs  2,000  workers  and  just  acquired  Shan- 
dong SEM  Machinery,  a  leading  maker  of  wheel  loaders,  light  bulldozers  that  move 
^»     on  wheels  rather  than  belts.  Growth  will  also  come  from  rebuilding 
Iraq's  infrastructure. 

This  year  the  company  will  haul  in  $84  million  in  Depart- 
ment of  Defense  appropriations  for  forklifts,  earthmoving 
equipment  and  the  rebuilding  of  Caterpillar  machinery. 
%A  —Dirk  SmiUie 


BUSINESS  SERVICES  &  SUPPLIES 


Diebold  Safe  Withdrawals 

 1  

CHARLES  DIEBOLD'S  SAFE-  AND 
vault-building  company  gained 
national  renown  after  the  Chicago 
fire  of  1871,  when  hundreds  of 
documents  were  found  unharmed, 
locked  securely  within  Diebold 
safes.  Today  security  equipment 
and  services  account  for  just  20% 
of  Diebold's  $2. 1  billion  sales.  The 
bulk  comes  from  what  it  calls  its 
"financial  self-services"  division. 
Translation:  Make  a  withdrawal  at 
one  of  the  225,000  bank  ATMs  in 
the  U.S.  and  chances  are  the 
machine  is  a  Diebold. 

With  over  300,000  machines  in  60  countries,  Diebold  is 
focused  on  making  sweeping  global  replacements  and  upgrades. 
Four  different  operating  systems  will  be  reduced  to  one  by  the 
end  of  next  year.  Result:  KeyBanc  equity  analyst  Matt  J.  Sum- 
merville  predicts  Diebold  will  see  "a  period  of  above-average 


earnings  growth"  versus  a  comfortable  8%  annual  increase  over 
the  past  few  years.  Diebold  Chairman  and  Chief  Executive 
Walden  O'Dell  expects  big  things  overseas.  "The  developing 
world  is  rapidly  embracing  security  and  financial  self-services 
devices,"  he  says.  "In  eastern  Europe,  Russia,  China  and  India 
we're  in  takeoff  mode." 

Back  home  the  smallest  contributor  to  the  bottom  line  has  been 
Diebold's  most  conspicuous  ^^^^^^^^^^^^^^^^^^ 


move  of  late:  its  now-infamous 
foray  into  electronic  voting. 
Though  lauded  for  their  per- 
formance in  the  2004  Georgia 
general  elections  following  a 
$54  million  contract  awarded 
in  2002,  Diebold  touch-screen 
voting  booths  were  attacked  for 
inaccuracies  in  other  parts  of 
the  country.  Still,  O'Dell  fears 
not  for  his  shareholders.  With 
a  jump  of  9%  the  company 
increased  dividends  for  the  5 1st 
year  in  a  row,  and,  he  says,  "52 
is  on  its  way." 

— Amanda  Schupak 


Business  Services 
&  Supplies   


5-yr  annualized  total  return  (%) 


ABM  Industries 


Accertture 


Certegy 


Cintas 


Diebold 


Kelly  Services 


Lexmark  International 


Manpower 


Moody's 


Paychex 


United  Stationers 


World  Fuel  Services 
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GIVES  A  WHOLE  NEW  MEANING  TO 
"CABI N  IN  THE  WOODS." 

When  you're  way  out  there,  you  Ye  goi  ng 
to  want  to  be  in  here.  Welcome  to  the 
interior  of  the  new  Ford  Expedition  Li  mited  . 
Outfitted  with  standard  heated  and  cooled 
front  seats,  elegant  wood  trim  and  exclusive 
Power  Fold™  third -row  seating.*  Look  even 
deeper  into  this  amazing  home  away  from 
home.  Visit  fordvehicles.com. 


XPEDITION 

Built  for  the  road  ahead. 


Available. 


CHEMICALS 


Ecolab  Mr.  Clean 


IF  YOU  EAT  OUT  MORE  THAN  YOU  USED  TO,  DOUGLAS  BAKER  THANKS 
you.  The  46-year-old  Ecolab  chief  executive's  glasses  fog  over  when  he 
looks  at  the  increasing  concern  over  food  safety  and  industrial  cleanli- 
ness in  general.  No  wonder.  Ecolab  makes  countertop  sanitizers,  floor 
cleaners  and  degreasers,  selling  them 
complete  with  dispensers,  installation 
and  service  to  outfits  like  McDonald's, 
Wal-Mart  and  Coors.  That's  a  $36  bil- 
lion market,  of  which  Ecolab  has  the 
largest  share,  12%.  For  2004  analysts 
expect  Ecolab  to  post  profits  of  $1.20 
per  share  on  revenue  of  $4. 1  billion, 
compared  with  $1.03  on  revenue  of 
$3.8  billion  last  year,  according  to 
Thomson  First  Call. 

Baker  knows  his  customers  can't 
afford  a  hygiene  breakdown.  "They 


Companies  in  America 


have  other  things  to  focus  on,"  H 
says.  To  that  end,  last  year  he  sper 
$150  million  to  buy  up  six  smalk 
competitors.  Ecolab  is  also  givin 
its  field  technicians  handheld  PC 
and  laptops  to  feed  info  back  t 
headquarters  quickly.  It  has  al 
expanded  into  equipment  repa 
and  "food-safety  auditing."  (I 
other  words,  making  sure  emplo 
ees  wash  their  hands.)  "All  the' 
guys  are  doing  is  selling  soap,  bi 
not  many  guys  can  deliver  soap  t 
a  thousand  Marriotts  around  fl" 
country — and  with  a  high  degrc 
of  reliability,"  says  Deutsche  Ban 
analyst  David  Begleiter. 

Ecolab  has  run  its  busine; 
along  this  model  for  decades,  one  reason  earnings  per  share  have  grow 
at  an  average  of  7.4%  annually  for  the  last  five  years.  But  Baker  is  also  e: 
panding  abroad.  UBS  thinks  rising  margins  overseas  could  add  $75  mi 
lion  to  Ecolab's  operating  profit  within  five  years.  All  of  which  should  ad 
to  diners'  confidence,  says  Baker:  "In  my  mind  it's  safer  to  eat  out  tha 
it  is  to  eat  at  home."  — Chana  R.  Schoenbcrg 


Chemicals  

5-yr  annualized  total  return  (%) 

Air  Prods  &.  Chems 

14.4 

Airgas 

23.1 

Albemarle 

18.3 

Cabot 

30.4 

Central  Garden  &  Pet 

35.7 

Ecolab 

16.4 

Engelhard 

13.6 

Georgia  Gulf 

20.3 

PPG  Industries 

6.5 

Praxair 

16.8 

A  Schulman 

10.3 

Scotts 

11.1 

Sigma-Aldrich 

15.9 

Valspar 

5.9 

CONSTRUCTION 


Perini  Corp.  War  Earnings 

REBUILDING  POWER  STATIONS  IN  IRAQ  AND  PUTTING  UP  NEW  MILITARY 
bases  in  Afghanistan  have  propelled  $1.9  billion  (sales)  Perini  Corp. 
to  the  top  of  the  construction  sector.  Revenues  have  increased 
71.2%  in  the  past  12  months,  and  average  three-year  earnings-per- 
share  growth  is  an  impressive  63.7%.  John  Rogers,  managing 
director  of  institutional  research  at  D.A.  Davidson,  credits  Perini's 
management  for  going  into  just  a  few  areas  and  mastering  them. 
"They  really  picked  their  spots  very  well,"  he  says. 


Construction  

5-yr  annualized  total  return  (%) 

Beazer  Homes  USA 

45.5 

DRHorton 

47.3 

Hovnanian  Enterprises 

65.8 

KB  Home 

32.0 

Lennar 

42.6 

MDC  Holdings 

50.4 

Meritage  Homes 

76.3 

NVR 

69.7 

Perini 

30.9 

Pulte  Homes 

40.5 

Ryland  Group 

-  Standard  Pacific 

Toll  Brothers  41.5 

With  a  long  track  record  for  big  federal  projects,  including 
embassies  and  other  government  buildings,  Perini  was  an  easy 
choice  for  war-related  building  after  Sept.  II.  "We  were  in  the  right 
place  at  the  right  time,"  says  Richard  Rizzo,  chairman  of  Perini's 
building  division. 

Perini  earned  $350  million  from  overseas  government  con- 
struction in  2004  (of  which  nearly  90%  is  Iraq-  and  Afghanistan- 
related),  up  from  $300  million  the  previous  year.  Rizzo  says  that 
figure  will  climb  to  $400  million  in  2005.  The  firm  has  1,500 
employees  in  Iraq. 

Margins  for  the  specialized  and  dangerous  work  in  Iraq  and 
Afghanistan  are  high  enough  that  pretax  earnings  from  war  re- 
building there,  $20  million,  accounted  for  42%  of  the  firm's  total 
income,  even  though  overseas  revenues  were  only  19%  of  the 
firm's  total. 

In  the  U.S.,  Perini  builds  everything  from  prisons  to  uni- 
versity buildings  to  sports  arenas.  But  casinos  are  its 
hottest  area,  fueled  by  the  public's  huge  appetite  for 
gaming.  Perini  had  ten  new  casinos  under  way  in 
2004,  earning  $1  billion  in  revenue,  up  from 
$629  million  in  2003.  -David  Serchuk 
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18  Evalu 


When  two  investors 
earn  the  same  return  u  i 

cturn  and  sell  at  the  same  time, 

I    Q  how  d°es  one  end  up 

p8,U4  ahead  of  the  other? 


Irs  funny  how  the  little  thinp,  r  . 

•    ,nce  that  two  in  ^  y°U  further-  You'd  think,  for 

instance,  mat  two  investors  who  in  1 

A         the  same  r^  Same  amount,  for  the  same  time, 

and  earn  ri1e  same  return,  Wn„u  , 

°Uld  end  "P  at  the  same  place. 

when  their  funds'  expense  ratios  aren't  the 

same,  a  small  difference  makes  a  big 

difference.  In  this  hypothetical 

comparison,  one  fund 

has  an  expense  ratio  of 

1.3%.  The  other, 

0.3%.  Applied  to 

an  initial  investment 

of  $5,000,  with 

subsequent  annual 

investments  of  $5,000  returning 
2,0/a,  and  compounded  over  20  ve.r,  *u    i-rr  returning 

At  Vanguard,  our  lon^rm  c  ^         UP  "  $28'194" 

I  your  favor.  To  see  how     ,         '^T  "  ^  "  ^  ^ 

'  cal1  us  at  1-800-523-1799  or  visit 
us  at  Vanguard.com:  We  can  help™ 


/w.vanguard.com 


THrAfeuisuarelGROUR 


Ca//  for  a  fund  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other 
information;  read  and  consider  it  carefully  before  investing. 

Mutual  funds  are  subject  to  risk  ©  2005  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation.  Distributor. 
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DIVERSIFIED  FINANCIALS 


Raymond  James 


Comeback  Bank 


RAYMOND  JAMKS  FINANCIAL,  MOSTLY  A  BROKERAGE  HOUSE 
but  also  an  asset  manager  and  an  investment  bank  serving 
the  mid-  and  small-cap  markets,  suffered  badly  during  the 
bear  market  as  trading  volumes  dropped  and  investment 
banking  activity  ground  to  a  halt.  Net  income  was  $96  million 
in  2001  but  then  dropped  18%  the  next  year  and  rebounded 
to  only  $86  million  in  2003.  But  in  the  year  of  the  Florida 
hurricane,  profits  at  St.  Petersburg's 
Raymond  James  are  a  record  $127  mil- 
lion and  revenue  is  up  22%  over  2003,  to 
$1.8  billion. 

Most  of  the  revenues  and  profits 
come  from  brokerage  operations. 
Raymond  James  has  5, 1 00  finan- 
cial advisers,  1,100  on  staff  and 
4,000  independent,  franchise- 
style  advisers,  serving  1.3  million 
clients,  mostly  in  the  U.S.  and 
Canada.  The  firm  also  has  $22  bil- 
lion under  management  in  mu- 
tual funds  and  private  accounts. 

Though   Chief  Executive 
Thomas  James  believes  that 
with  the  group's  current  assets 
he  can  create  revenue  growth 
of  20%  or  better,  he  has  $529 
million  in  cash  on  his  balance 
sheet.  The  company  just  raised 
its  dividend  a  penny,  to  8 
cents  a  share.  Kxpect  divi- 
dend hikes,  share  buybacks 
or  perhaps  some  acquisitions 
to  bolster  operations  in  South 


America,  Canada  or  Europe. 

It's  a  business  that  attracts  regulatory 
scrutiny.  The  National  Association  of  Securi- 
ties Dealers  just  fined  Raymond  James 
$400,000  (along  with  29  other  firms)  for  late- 
ness in  reporting  information  about  their  bro- 
kers, such  as  customer  complaints  and  regu- 
latory actions.  And  the  Securities  &  Exchange 
Commission  has  brought  suit  against  Ray- 
mond James'  brokerage  unit,  claiming  the 
company  didn't  do  enough  to  police  the 
actions  of  a  low-level  money-stealing  broker 
working  with  the  company.  Raymond  James 
plans  to  fight  the  SEC  on  that  one. 

— Michael  Maiello 
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CONGLOMERATES 


Alleghany 


Conglomerates 


Hedging  Risks 


INSURANCE  ACCOUNTS  FOR  65%  OF  ALLEGHANY 
Corp.'s  $1.2  billion  in  sales,  so  it  was  no 
surprise  when  the  conglomerate  took  a 
$47  million  third-quarter  loss  largely  driven 
by  last  fall's  Florida  hurricanes.  But  revenues 


have  increased  81%  in  the 

5-yr  annualized  total  return  (%) 

past  12  months,  and  the 

Alleghany 

10.7 

company's  stock  is  up  40% 

from  a  year  ago. 

Emerson  Electric 

6.2 

Much   of   the  sales 

Fortune  Brands 

21.4 

growth  comes  from  newly 

ITT  Industries 

21.3 

acquired  insurance  compa- 

nies, including  RSUl  Group, 

3M 

13.0 

which  Chief  Executive  John 

United  Technologies 

13.6 

$116  million  in  2003  in  an  effort  to  bring  in 
more  premiums. 


Burns,  who  has  b« 
Alleghany's  chief  since  IS 
offsets  his  insurance-he 
conglomerate's  risk  of  c; 
strophe  with  a  steady  inc 
trial  minerals  business. 

The  company's  $* 
million  (annual  sales)  W 
Minerals  mines  and  dist 
utes  diatomite  and  per 
materials  used  in  the  filtration  of  beer,  v> 
and  corn  syrup.  A  booming  beverage  busir 
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CONSUMER  DURABLES 


Winnebago  Gray  Winds 


tj  China,  Europe  and  Latin  America  helped 

icrease  earnings  9%  to  $26  million  in  2003. 

Alleghany  also  imports  and  distributes 
fteel  fasteners.  Sales  of  these  products 

jmped  37%  to  $42  million  in  the  third  quar- 

sr  of  last  year. 

As  a  final  touch  to  Alleghany's  portfolio, 
the  firm  also  holds  $20  million  (assets) 
i/orth  of  commercial  real  estate  in  California, 

/hich  has  been  pumped  by  increased  prices 

l  recent  years. 

— Matthew  Miller 


Consumer  Ourables 


5-yr  annualized  total  r 


THE  ONLY  JOB  OFFER  BRUCE  HERTZKE  GOT  COMING  OUT  OF  A  TWO-YEAR  ACCOUNTING 
program  in  1971  was  to  install  plumbing  in  Winnebago  motor  homes.  When  an  ac- 
counting job  finally  came  up  inside  the  Forest  City,  Iowa  RV  maker,  it  didn't  pay  as 
much  as  his  factory  job,  so  he  stayed  in  the  plants. 

But  the  accounting  education  would  come  in  handy:  Hertzke  now  runs  the  whole 
company,  and  the  numbers  he's  producing  tally  nicely.  The  company  ended  its  most 
recent  fiscal  year  in  August  with  $1.1  billion  in  revenue,  a  jump  of  32%,  and  net  income 
of  $7i  million,  up  42%. 

After  company  founder  John  Hanson  died  in  1996,  Winnebago  shed  ancillary 
businesses  such  as  a  European  commercial  distribution  division  and  began  to 
concentrate  on  one  thing:  building  big  honkin'  motor  homes.  It  might  be  dangerous 
to  pin  a  company's  hopes  on  a  decidedly  nonessential  product.  Except  for  one 
thing:  There's  a  demographic  wind  blowing 
stiffly  at  its  back.  Of  Winnebago's  customers, 
80%  are  over  50,  and  350,000  Americans 
turn  50  every  month.  They  have  money,  and 
they  like  to  drive  RVs. 

Graying  Americans  are  helping  all  RV  mak- 
ers, but  Hertzke  has  Winnebago  cruising  in 
front.  The  company  leads  the  $5.8  billion  mar- 
ket for  drivable  recreational  vehicles,  with  a 
19.3%  market  share,  and  the  company's  net  mar- 
gin of  6.3%  is  1.5  points  higher  than  its  closest 
competition,  Thor  Industries. 

The  secret:  great  name  recognition  and 
great  quality.  The  word  Winnebago  means  "big 
RV"  to  most  Americans.  And  the  company's 
sprawling  northern  Iowa  factories  do  everything 
from  extrude  aluminum  for  body  parts  to  mold 
plastics  for  water  and  holding  tanks  and  dash- 
boards. This  kind  of  vertical  integration  at  the 
factory  is  anachronistic  and  expensive,  but  it 
makes  for  the  best  quality  among  RV  makers. 
The  Recreation  Vehicle  Dealer  Association 
started  giving  a  quality  award  in  1996.  Win- 
nebago has  won  every  year.  Such  are  the  bene- 
fits of  having  the  accountant  at  the  top  learn  the 
business  in  the  factories.     —Jonathan  Fahey 


Applied  Industrial 

23 

2 

Autoliv 

HI 

Black  &  Decker 

BorgWarner' 

21 

Brunswick 

19 

Harley-Davidson 

13 

8 

HNI 

17. 

Honda  Motor 

3 

3 

Johnson  Controls 

19 

Leggett  &  Piatt 

9 

m 

Modine  Manufacturing 

6 

E 

Mohawk  Industries 

27. 

Monaco  Coach 

5 

Nissan  Motor 

18 

Paccar 

38 

Polaris  Industries 

30 

Sauer-Danfoss 

14 

Stanley  Works 

11 

Thor  Industries 

37. 

Toro 

35 

Toyota  Motor 

E 

7 

Winnebago  Industries 

32 

9 

FORBES-  January  10,  2005  143 


[fcOi]®(p(l]  Corn>aniL  in  Ameri  Jk  f 


FOOD  MARKETS 


United  Natural  Foods  I  Natural  Selection 

AS  THE  HEALTHY-FOOD  TREND  SPROUTS,  SO  DOES  UNITED  NATURAL  FOODS,  A 
distributor  of  35,000  natural  and  organic  products.  It  picked  good  partners  to  ally 
with.  United  Natural  of  Dayville,  Conn,  is  the  primary  distributor  to 
Whole  Foods  and  Wild  Oats  Markets,  the  nation's  first-  and  second- 
largest  hyperhealthy  chains.  United  Natural  also  has  18,000  other 
customers  to  round  out  its  base. 

Its  profits  have  more  than  doubled  since  2001.  In 
October  United  Natural  reported  fiscal  2004  revenue  of 
$1.7  billion  and  earnings  of  $32  million.  It  had  five-year 
sales  growth  of  14.5%  and  three-year  earnings  growth 
of  28.4%. 

United  Natural  has  worked  with  Whole  Foods 
for  a  decade.  That  chain  represents  26%  of  sales, 
and  new,  bigger  stores  mean  more  bins  and  shelves 
for  United  Natural  to  fill.  Wild  Oats  dropped 
United  Natural  as  a  primary  distributor  in  2002 
and  went  with  Tree  of  Life,  a  subsidiary  of  the 
Netherlands'  Royal  Wessanen.  But  that  was  short- 
lived. A  Wild  Oats  spokeswoman  won't  knock 
Tree  of  Life,  still  a  distributor,  but  praises  United 
Natural's  improved  service — now  a  stellar  97%, 
defined  as  items  delivered  on  time.  Wild  Oats  and 
United  Natural  signed  a  five-year  primary  distribu- 
tion agreement  last  year. 

Cozying  up  to  big  customers  works  well,  but  United 
Natural  has  to  stay  on  top  of  new  products  and  trends. 
The  company  evaluates  3,500  potential  products  annually, 

and  it  tests  some  in  its 
12  retail  stores.  "Every  day 
United  Natural  loses  some 
business  as  products  they  spe- 
cialize in  become  mainstream,"  says 
Adams  Harkness  analyst  Scott  Van 
Winkle.  But  United  Natural  Chief  Execu 
tive  Steven  Townsend  sees  mainstreaming  as  "an 
endorsement  of  our  industry."  — Emily  Lambert 


Food  Markets 
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Ingles  Markets 

8.5 

Supervalu 
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Sysco 
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United  Natural  Foods 
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Whole  Foods  Market 
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HOTELS,  RESTAURANTS  &  LEISURE 


MGM  Mirage  lipping  the  Ante 

GIVEN  THE  CHANCE,  AMERICANS  HAPPILY  GAMBLE  AWAY  EVER- 
increasing  sums  of  their  money.  A  recent  report  pegs  the  annual 
total  at  $72.9  billion  a  year,  up  from  $34.7  billion  in  1993.  No 
wonder  Kirk  Kerkorian's  MGM  Mirage  wants  an  ever-increasing 
piece  of  the  gaming  pie:  Not  content  with  adding  impresario 
Steve  Wynn's  Mirage  properties  four  years  ago,  last  summer 
Kerkorian,  who  controls  57%  of  MGM's  stock,  agreed  to  buy  rival 
Mandalay  Resort  Group  for  $4.8  billion  in  cash  (and  take  on 
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Archer  Daniels 


Brown-Forman 


Bunge  45.3 


Constellation  Brands  26.4 


Adolph  Coors  9. 


Corn  Products  Intl 
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FOOD,  DRINK  &  TOBACCO 


Hershey  Foods  , 


Hormel  Foods 


Kellogg 


McCormick  &  Co 


Pepsi  Bottling  Group 


PepsiAmericas 


PepsiCo 


Pilgrim's  Pride 


JM  Smucker 


Wm  Wrigley  Jr 


Corn  Products  International  Cornucopia 

CORN  PRODUCTS  INTERNATIONAL  IS  HARDLY  A  HOUSEHOLD  NAME.  BUT  THE  STUFF  THE  99-YEAR-OLD  OUTFIT 
turns  out— refined  corn  products  like  sweeteners,  starches  and  corn  oil— shows  up  in  thousands  of 
goods  from  soft  drinks  and  doughnuts  to  intravenous  solutions  and  wallboard. 

Selling  to  60  industries  in  70  countries,  $2.3  billion  (sales)  Corn  Products  had  the  highest  earnings- 
per-share  growth  over  the  past  year  (48%)  of  any  company  in  its  sector.  It  just  announced  a  2-for-l  stock 
split  and  a  17%  dividend  hike,  both  effective  this  month.  Chief  Executive  Samuel  Scott  has  been  busy 
scrubbing  the  balance  sheet,  paying  down  debt  over  the  past  few  years  so  that  debt  is  now  27%  of  capital, 
down  from  40%  in  2002.  The  company's  shares  increased  58%  last  year. 

Competitors  Archer  Daniels  Midland  and  Cargill  may  have  better  name  recognition  in  the  U.S.,  but  Com 
Products,  headquartered  in  Westchester,  III.,  is  a  bigger  player  overseas,  where  it  has  70%  of  its  business. 
Scott  sees  huge  potential  for  expanding  com  sweeteners  and  starches  into  South  American  and  Asian 
markets,  particularly  China,  India,  Indonesia,  the  Philippines  and  Thailand. 

Even  Mexico  is  picking  up  again:  To  protect  its  domestic  sugar  industry,  in  2002  the  government 
imposed  a  hefty  20%  tax  on  beverages  using  high  fructose  corn  syrup  as  a  sweetener.  For  a  while  beverage 
makers  in  Mexico  simply  stopped  buying  Corn  Products  sweeteners,  costing  the  company  $35  million  a  year 
in  lost  operating  income.  But  sugar  prices  rose,  and  Scott  says  the  high  fructose  com  syrup  business  is  now 
coming  back,  with  Corn  Products  again  selling  to  select  customers  who  Smith  Barney  says  have  been 
exempted  from  the  tax.  Good  thing,  too.  Corn  Products  has  an  operating  margin  of  21%  on  its  Mexican  high 
fructose  corn  syrup  sales,  compared  with  the  company  average  of  9%.  —William  Heuslein 


Mandalay's  $3.1  billion  debt  load). 

Assuming  the  deal  goes  through  as  planned  in 
early  2005,  MGM  Mirage  would  (at  least 
temporarily)  become  the  world's  biggest  casino 
operator,  depending  on  whether  rival  Harrah's 
Entertainment  is  able  to  complete  its  acquisition 
of  Caesars.  Regardless  of  MGM's  specific  ranking,  it 
is  going  to  be  enormous:  Fulcrum  Global  Partners 
predicts  2005  revenues  of  $6.8  billion  to  $7.3  bil- 
lion (depending  on  whether  MGM  dumps  one  of 
its  casinos  to  assuage  antitrust  regulators)  and 
earnings  of  $442  million  to  $515  million.  The  vast 


Hotels,  Restaurants 
&  Leisure 


5-yr  annualized  total  return  (%) 
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majority  of  those  dollars  will  come  from  Las  Vegas, 
though  MGM  has  expressed  interest  in  expanding 
to  other  locations,  including  the  U.K.  and  Macau, 
the  gambling  hot  spot  near  Hong  Kong.  And  Chief 
Executive  J.  Terrence  Lanni  believes  Vegas  itself  isn't 
done  growing:  He's  now  planning  a  $4  billion,  66- 
acre  hotel-and-casino  complex  that  will  also  feature 
1,600  units  of  housing,  due  to  open  in  2010.  In- 
vestors are  betting  he  knows  what  he's  doing:  Stock 
has  climbed  80%  in  the  last  year,  adding  $2.4  billion 
to  Kerkorian's  net  worth.  The  house  always  wins, 
indeed.  — Peter  Kafka 
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TESTING  ENGINES  FOR  THE  UNEXPECTED 
BEGINS  BY  TESTING  IN  UNEXPECTED  PLACES. 


A  car  is  only  as  good  as  its  engine.  Which  is  why,  at  GM,  we  challenge  engines  in 
ways  normal  driving  can't.  In  fact,  some  of  our  most  demanding  tests  of  engine 
durability  happen  at  a  place  where  you  can't  drive  a  car  at  all. 

They  happen  at  sea,  where  nearly  all  of  the  gasoline  stern  drive  and  inboard  boats 
in  the  United  States  feature  a  GM-powered  marine  engine  under  the  hatch.  Marine 
engines  are  built  starting  from  some  of  the  very  same  base  engines  found  in  our  cars 
and  trucks.  On  the  water,  where  there  are  no  towing  services  or  mechanics,  durability 
is  critical.  Cutting  through  pounding  waves  alone  requires  up  to  fifteen  times  the 
horsepower  needed  to  power  an  automobile  at  the  same  speed  on  a  level  road. 
It's  the  equivalent  of  driving  a  truck  with  a  1 5,000-pound  trailer  up  a  steep  1 0%  grade. 
It's  a  harsh  environment  for  any  engine,  which  is  exactly  why  we  do  it. 

There's  also  the  GM  dock  test,  where  we  run  an  engine  full-throttle  for  275  hours. 
Thanks  to  the  variety  of  durability  testing  we  do,  we're  able  to  design  a  host  of  engines 
that  require  minimal  maintenance  —  only  fluids  and  filters  for  the  first  100,000  miles. 
An  example  of  engineering  efficiency  that  leads  to  long-term  durability. 

And  on  land,  our  engines  pass  the  test  in  situations  where  reliability  is  often  a  matter 
of  life  or  death.  GM  engines  in  industrial  applications  run  emergency  generators 
and  backup  systems  for  FAA  air  traffic  control,  critical  care  nursing  facilities  and 
wireless  telecommunications  towers.  When  the  power  goes  out,  we  stay  on. 

We're  building  engines  people  count  on.  In  cars.  In  trucks.  And  in  vehicles  where  miles 
per  hour  are  measured  in  knots  and  the  traffic  signals  flash  from  lighthouses. 
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HEALTH  CARE 


100%  NO  LOAD 


Add  value.  Reduce  risk. 


T.  Rowe  Price  Capital  Appreciation  Fund 

(PRWCX)  works  as  hard  to  reduce  risk 
as  it  does  to  maximize  gains. The  fund 
employs  a  value  strategy  and  targets 
stocks  already  selling  at  low  prices  so 
it  may  offer  less  downside  risk  relative 
to  other  stock  funds. The  fund  may  also 
invest  in  income-producing  securities, 
such  as  convertibles  and  bonds,  to  help 
cushion  market  declines. 


Investors  should  note:  Request  a 
prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks, 
fees,  expenses,  and  other  information 
that  you  should  read  and  consider 
carefully  before  investing.  Current  per- 
formance may  be  lower  or  higher  than 
the  quoted  past  performance,  which 
cannot  guarantee  future  results.  Share 
price,  principal  value,  and  return  will 
vary,  and  you  may  have  a  gain  or  loss 
when  you  sell  your  shares.  The  fund  is 
subject  to  stock  market  volatility. 

To  open  an  account  or  obtain  the  most 
recent  month-end  performance,  call  our 
Investment  Guidance  Specialists  or  visit 
our  Web  site. 


TROWEPRICE.COM/CAF 


1-888-724-8324 


Performance 

Versus 

Competitors 

Average  annual  total 
returns  as  of  9/30/04 

■  Capital  Appreciation  Fund 
m  lipper  Multi-Cap  Value 
Funds  Average 


T.RoweRice 


•Ik 


INVEST  WITH  CONFIDENCE 


Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  T.  Rowe 
Price  Investment  Services,  Inc.,  Distributor.  CAF070467 


AmerigroupJ  

Managing  Medicaid 

RISING  MEDICARE  COSTS  MAKE  NEWS  HEAD- 
lines  daily,  but  less-publicized  Medicaid,  which 
pays  for  medical  care  for  the  poor,  actually  cost! 
America  more.  Current  price:  $309  billion  i 
year,  divided  between  the  federal  governmen 
and  the  states,  where  Medicaid  alone  account; 
for  21%  of  annual 

Health  Care  Equipi 
&  Services 


5-yr  annualized  total 


budgets. 

Amerigroup,  a 
ten-year-old  Vir- 
ginia Beach  com- 
pany, is  helping 
states  get  costs 
under  control  by 
providing  man- 
aged care  to  Med- 
icaid recipients. 
The  $1.8  billion 
(revenues)  com- 
pany has  nearly  1 
million  members 
in  six  states,  the 
majority  of  whom 
are  single  mothers 
and  their  children. 
It  sets  members 
up  with  a  family 
doctor  and  or- 
chestrates prenatal 
care  as  well  as 
management  of 
common  diseases 
such  as  diabetes, 
with  the  goal  of 
keeping  its  mem- 
bers healthy  and 
out  of  expensive 
emergency  rooms. 

Wall  Street, 
initially  wary  of  a 
company  making  a  living  off  welfare  service; 
now  grants  it  a  clean  bill  of  health:  Amerigrou] 
stock  is  up  50%  since  July  1, 2004  to  $73.  In  ai 
industry  ripe  for  consolidation — 60%  of  Med 
icaid  recipients  now  get  managed  care,  pro 
vided  by  280  private  insurers — Amerigrou] 
funds  growth  and  acquisitions  entirely  througl 
operations,  and  five-year  sales  growth  is  50.1°/c 

— Andy  Ston 


Accredo  Health 
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Beckman  Coulter 


Boston  Scientific 


Community  Health  Sys 


.  Coventry  Health  Care 
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Manor  Care 


Medtronic 


Omnicare 


Patterson  Cos 


Quest  Diagnostics 


Renal  Care  Group 


St  Jude  Medical 


Select  Medical 


Sierra  Health  Services 


Stryker 


Sunrise  Senior  Living 


Triad  Hospitals 


Varian  Medical  Systems 
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Outsource  Microsoft®  Exchange  to  lntermedia.NET 

Save  thousands.  Reallocate  internal  resources.  Focus  on  your  core  business. 


Fantastic  cost  savings. 

Considering  implementation  or  an  upgrade  of  an  in-house 
Microsoft"  Exchange  Server?  Consider  this: 

An  average  company  running  an  in-house  Exchange  Server 
for  300  employees  spends  approximately  $102,000  the  first  year 
and  $55,000  each  subsequent  year  to  maintain  the  system  -  plus 
upgrades.  By  outsourcing  its  Exchange  Server  to  Intermedia.NET 
the  same  company  will  pay  around  $30,000  in  annual  fees. 
That  translates  to  immediate  savings  of  more  than  $70,000. 
Even  better,  the  upgrades,  maintenance  and  support  are 
included  in  your  annual  fees  -  adding  up  to  huge  savings. 


Life  can  be  simple  again. 

Intermedia.NET  provides  you  with  reliable,  state-of-the-art 
e-mail  and  collaboration  services  that  cost  less  and  work 
better  than  a  system  you  own  and  operate  yourself.  When  you 
outsource  with  us,  you  get  instant  access  and  control  over  the 
latest  version  of  Exchange  server,  Exchange  2003.  You  also  get 
technical  assistance  to  assure  that  the  implementation  is  quick 
and  successful,  so  you  can  get  ahead  with  your  business. 

Go  to  www.Intermedia.NET  for  your  quick  cost  comparison 
of  running  an  internal  Exchange  Server  versus  hosting  it 
with  us. 


Call  1-800-379-7729  today  to  discuss  your  solution. 


NTERMEDIA.NET 

Outsource  Technologies.  Outsmart  Competition. 


©  2004  Intennedia.NET,  Inc.  All  Rights  Reserved.  All  other  trademarks  are  property  of  their  respective  holders. 
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INSURANCE 


Progressive^ 
The  Innovator 


HOUSEHOLD  &  PERSONAL  PRODUCTS 


Coach  Thank  You  for  Spending  $300  

EVERYONE  WANTS  A  SWATCH  OF  $1,4  BILLION  (SALES)  HANDBAG  MAKER  COACH  THESE  DAYS. 
Chief  Executive  Lewis  Frankfort  has  put  Coach  leather  into  special  edition  Lexus  cars  and 
Coach  insignias  on  Canon  Elph  digital  camera  cases.  But  he's  turned  down  offers  to  lend  the 
Coach  name  to  hotels  or  athletic  drinks.  It's  called  focus — for  a  company  Frankfort  concedes 

had  a  "stodgy"  image  a  decade  ago.  In  its  category  Coach 
ranks  first  for  average  annual  total  return  (73.3%)  since 
its  October  2000  public  offering,  as  well  as  first  for  aver- 
age sales  growth  (21%)  and  earnings-per-share  growth 
(60. 1  %)  over  the  past  five  years. 

Frankfort  knows  his  customers'  buying  habits. 
Coach  spends  $4  million  to  $5  million  a  year  on  market 
research,  including  talking  to  15,000  women  on  the 
phone,  in-store  or  via  the  Internet  or  regular  mail.  From 
that,  Coach  knows  the  biggest  spenders  visit  the  stores 
ever)'  four  to  five  weeks.  Result:  Frankfort  rolls  out  new 
products  and  store  designs  with  the  same  "rhythm."  Last 
fall  he  introduced  Madison,  a  satin-and-rhinestone  line 
of  evening  bags  that  cost  20%  or  so  more  than  Coach's 
average  $229  bag;  it  already  makes  up  5%  of  store  sales. 

And  browsers  who  don't  buy?  Frankfort  hopes  to 
convert  them  by  increasing  the  speed  of  sales  transac- 
tions and  sending  thank-you  notes  to  those  who  spend 
$300  or  more.  — Allison  Fass 


Insurance  

5-yr  annualized  total  return  (%) 

ACE  Ltd 

19.8 

Ambac  Financial  Group 

18.9 

WR  Berkley 

37.7 

Berkshire  Hathaway 

7.8 

Cincinnati  Financial 

9.7 

Commerce  Group  Inc 

21.9 

Erie  Indemnity 

11.6 

Everest  Re  Group 

30.1 

Fidelity  National  Finl 

37.6 

First  American 

21.6 

Arthur  J  Gallagher 

20.6 

Markel 

TT1 

Mercury  General 

23 

Odyssey  Re  Holdings 

10.81 

Old  Republic  Intl 

27.4 

PartnerRe 

17.2 

Progressive 

27.4 

Protective  Life 

Radian  Group 

15.0 

Selective  Insurance 

23.5 

StanCorp  Financial 

24.1 

State  Auto  Financial 

22.7 

UICI 

5.7 

Willis  Group  Holdings 

28.11 

Household  & 

Personal  Products 

5-yr  annualized  total  return  (%) 

Alberto-Culver 

23.5 

Avon  Products 

19.3 

Church  &  Dwight 

11.3 

Clorox 

6.7 

Coach 

73.31 

Energizer  Holdings 

15.91 

Estee  Lauder  Cos 

0.4 

Kimberly-Clark  1.3 

Liz  Claiborne 

17.9 

Nike 

13.7 

Polo  Ralph  Lauren 

17.6 

Procter  &  Gamble 

WSM 

Reebok  International 

EES3 

Timberland 

la 

BY  MARKET  SHARE 
Progressive  may  be 
the  third-largesl 
auto  insurer,  behind 
State  Farm  and  All 
state.  But  by  other 
measures  it's 
leader.  Progressive's 
return  on  capital  is 
23.6%  over  the  pasi 
year,  while  earnings 
per  share  grew  ar 
average  of  23.7%  foi 
the  last  five  years. 

One  reason 
Progressive  is  con 
stantly  trying  to  fine 
better  ways  to  do 
things.  "We  have 
high  tolerance  foi 
innovation  and  ex 
perimentation,"  say: 
Glenn  M.  Renwick 
its  chief  executive. 

It  was  the  firs 
auto  insurer  to  ust 
credit  scores  wher 
pricing  its  policies 
It's  now  standard  practice. 

Progressive  is  also  innovative  with  claim 
management.  A  dam- 
aged vehicle  is  brought 
to  a  Progressive  service 
center.  Within  minutes 
the  policyholder  is  given 
a  pager  and  keys  to  a 
rental  car.  The  customer 
is  paged  after  the  vehicle 
has  been  repaired  by  a 
local  body  shop.  No  wait- 
ing for  an  adjuster;  the 
driver  isn't  responsible 
for  getting  repairs  done. 
The  customer  saves  time,  and  Progressivi 
saves  money  on  storage  and  rental  car  costs. 

Next:  Progressive  is  testing  a  new  progran 
in  which  a  chip  is  connected  to  a  vehicle' 
diagnosis  port.  Data  on  how  often  and  how  fas 
it  is  driven  is  collected  and  analyzed.  Good  driv 
ing  habits  can  earn  a  policyholder  a  discoun 
of  up  to  25%  at  renewal  time.— Carrie  Coolidg 
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Companies  in  America 


MATERIALS 


Ball  Corp.  Canned  Profits 

BALL  CORP.  IS  STILL  PROBABLY  BEST 
known  by  the  public  for  its  canning  jars, 
a  business  it  hasn't  been  in  for  1 1  years. 
Back  then  Ball  was  just  another  small 
operator  in  the  fragmented  commodity 
packaging  business. 

Today  the  $5  billion  (sales)  com- 
pany is  a  leading  global  maker  of  bev- 
erage cans,  with  a  one-third  share  in  the 
U.S.  and  29%  in  the  European  market. 
Investors  have  shared  in  the  growth: 
While  earnings  per  share  have  increased 
an  average  of  45.3%  annually  over  the 
past  five  years,  the  stock  has  risen  374% 
to  $45  per  share,  from  $9  in  1999. 

Ball's  edge  has  been  a  focus  on  the 
noncommodity  piece  of  the  market.  In 
1998  the  company  picked  up  16  metal- 
container  plants  from  Reynolds  Aluminum,  which  had  until  then  dominated 
the  custom  can  market.  Ball  is  building  its  own  custom  business,  too,  with 
new  products  like  cans  for  wine.  It  is  also  retrofitting  its  existing  operations 
to  turn  out  24-ounce  beverage  cans  for  beers  and  energy  drinks.  That  custom 
business,  which  accounts  for  10%  of  its  business,  is  growing  at  a  double- 
digit  rate,  while  demand  for  its  traditional  12-ounce  container  (the  Coca- 
Cola  can)  is  essentially  flat. 

— Phyllis  Berman 


Materials  

5-yr  annualized  total  return  (%) 

Alcoa 

2.8 

AptarGroup 

Ball 

m 

Bemis 

Commercial  Metals 

Greif 

m 

Harsco 

Newmont  Mining 

ZQ 

Nucor 

2Z1 

Quanex 

221 

Reliance  Steel 

Sonoco  Products  8.0 

Universal  Forest  Prod 

Worthington  Inds 

sa 

MEDIA 


Univision 


Population 
Boom 


UNIVISION  IS  THE  DOMINANT  SPAN- 
ish-language  media  entity  in  the 
country,  with  98%  of  Hispanic 
households  receiving  the  flagship 
Univision  broadcast  TV  network. 
With  its  telenovelas,  soccer 
games  and  variety  shows,  the 
network  is  rated  number  one 
among  Hispanics  in  every  one  of 
its  markets,  and  it  serves  a  U.S. 
population  that  is  projected  to 
increase  to  48  million  by  2010,  up 
113%  since  1990. 

While  English-language  broad- 
casters have  struggled  recently 
with  viewership  erosion  and  a  weak 
advertising  market,  Univision 
prime-time  viewership  among  adults  aged  18  to  49 
increased  12%  in  the  most  recent  quarter  from  the 
previous  year.  Univision's  networks  recently  had  19 
million  so-called  unique  viewers  tune  in  for  the  Copa 


Media  

5-yr  annualized  total  return  (%) 

Banta  3 

Clear  Channel  Commun  -'. 

Comcast 

EH 

Gannett  4.3 

Grey  Global  J 

m 

McClatchy  ] 

so 

McGraw-Hill  Cos  3 

m 

Meredith 

d 

Omnicom  Group 

-1.7 

EWScripps  ] 

L5.6 

Univision  Commun 

-6.7 

Washington  Post  : 

21 

WPP  Group  ■  -4.3 

America  soccer  tournament.  And 
for  2006  Univision  has  exclusive 
rights  to  the  World  Cup. 

Following  the  September 
2003,  $3.5  billion  acquisition 
of  the  Hispanic  Broadcasting 
Corp.'s  radio  assets,  Univision's 
total  2004  sales  jumped  46% 
and  earnings  per  share  were 
up  37.5%. 

Purchased  from  Hallmark  ir 
1992  by  a  partnership  led  by  cur- 
rent Chief  A.  Jerrold  Perenchio— z 
longtime  owner  of  local  Spanish- 
language  stations  in  New  York  anc 
Los  Angeles— Univision  has  growr 
to  include  a  second  broadcast  net- 
work, TeleFutura;  a  6-million-subscriber  cable  net- 
work, Galavision;  over  50  owned-and-operated  tele- 
vision stations;  68  radio  stations;  and  recorc 
companies.  —Brett  Pulle) 
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Because  you  were 
very,  very  good 
last  year. 


Discover  how  easy  it  is  t° 
makemoneyinrealesW 


A  Reference  for  the  Res 


A  Reference 

_  for  the, . .  _ 

Rest  of  Us! 

FREE  eTips  at  dummies.com' 


Marsha  Collier 

Author  of  eBay  For  Dummies 


Every  book  you  need 
for  the  New  Year! 
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FOR 

DUMMIES 

A  Branded  Imprint  of  ® WILEY 
Now  you  know. 


The  7  WONDERS 

Of  TARGETED  ADVERTISING 

Take  the  guesswork  out  of  your  ad  campaign  and  improve  results  with  MNI!  By  targeting  your  message 
demographically  and  geographically  in  the  nation's  top  magazines,  you'll  get  the  most  impact  from  your 
ad  investment.  MNI  offers  more  than  400  targeted  markets  and  seven  lifestyle-defined  magazine  packages  to 
meet  your  objectives.  Start  reaching  the  affluent  and  responsive  audience  you  need  today! 


Stop  wondering  about  the  effectiveness  of  your  media  plan  —  call  MNI  today!  For  more  information, 
contact  Robert  Reif,  National  Ad  Director,  at  877-ASK-4MNI  or  visit  MNI  online  at  www.mni.com. 
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TARGETED  ADS.  NATIONAL  MAGS. 
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^Outlook: 1 

Sacramento 

Business  Profiles 

California's  capital  city  blends  gold-rush-era  charm 
and  contemporary  sophistication  in  a  lush 
landscape  of  evergreens  and  fruit  trees. 


Sacramento  residents  and  visitors  enjoy 
a  sunny  climate,  stunning  floral  spectacles 
.  and  socializing  in  the  many  new  cafes  that 
have  opened  in  Midtown. 

Low-cost  housing  and  a  wealth  of 
opportunities  in  everything  from  agriculture  to 
high  technology  continue  to  attract  many 
new  workers  to  Sacramento.  In  turn,  these 
workers  contribute  to  a  dynamic  business 
environment,  providing  local  companies  with 
the  skilled  labor  they  need  to  grow  and  thrive 
in  the  21  st  century. 

On  the  following  pages,  you  will  learn 
about  some  of  the  leading  Sacramento-area 
companies  providing  top-quality  products 
and  services  to  consumers  and  businesses 
around  the  world. 
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Discriminating  Buyers  Make  JTS 
Communities  the  Dominant  Luxury 
Homebuilder  in  Sacramento 


After  its  entrance  into  the  Greater 
Sacramento  region's  upscale  home 
market,  JTS  Communities,  Inc.  is  the 
builder  of  choice  for  discriminating 
buyers  of  second  move  up  homes. 
The  Sacramento-based  company  is 
responsible  for  the  construction  of 
nearly  90  percent  of  new,  upscale 
homes  in  the  area. 

More  complete  customization  and 
premier  locations  give  JTS  its  competitive 
edge.  "Our  customers  know  there's  a  big 
difference  between  customization  and 
custom  detailing,"  says  Managing 
Partner  Daryl  Whiteside.  "With  many 
builders,  the  big  decisions  have  already 
been  made  long  before  the  buyer  begins 
the  process.  The  choice  of  floorplans,  the 
elevation,  and  which  section  of  the 
development  will  be  available  have 
already  been  limited.  The  buyer  is  left 
with  relatively  few  choices  to  determine 
elevations,  colors,  fixture  upgrades, 
house  plan  and  final  lot  selection.  We 
appeal  to  discriminating  buyers  who 
want  to  create  their  own  legacy." 

No  Two  Homes  Alike 

Its  "Personalize  Your  Home" 
concept  allows  JTS  to  bridge  the  gap 
between  the  total  custom  builder,  who 
can  take  up  to  two  years  to  complete  a 
home,  and  the  mass  producer.  "We  have 
a  custom  philosophy  at  production  prices," 
says  Whiteside.  "We  offer  four  times  the 
number  of  floor  plans  than  you  would 
typically  find.  Customers  never  have  to 
wait  until  a  section  of  a  development 
opens,  but  can  choose  their  favorite  lot 
anywhere  in  a  given  community.  They 
have  tens  of  thousands  of  personal 
options,  including  our  unique  JTS 
Backyards,  a  complete  backyard  design 
and  landscaping  service  that  makes  it 


JTS 

COMMUNITIES,  INC. 


Working  Together  to 
Achieve  Excellence 


For  further  information  or  to  arrange 
for  a  tour  phone  1-877-JTS-SALES 
or  visit  www.jtscommunities.com. 


Nationally  recognized  as  an  outstanding 
community,  The  Ranch  Equestrian  Estates 
has  been  overwhelmingly  popular  with 
homebuyers  who  have  embraced  the 
luxury  ranchette  concept. 


easy  to  select  landscape  design  themes, 
swimming  pools,  outdoor  fireplaces  and 
kitchens,  arbors,  gazebos  and  more. 
Customers  enjoy  all  the  advantages  of 
working  with  a  custom  homebuilder, 
such  as  dramatic  architecture,  superior 
construction  and  personal  attention  from 
knowledgeable  builder  representatives, 
but  with  lower  prices  and  shorter 
construction  time.  The  average  home 


takes  about  nine  months  to  complete.' 

JTS  Communities  even  allows 
homebuyers  to  personalize  their  loan 
programs  through  JTS  Financial,  an 
in-house  mortgage  service. 

As  one  of  Sacramento's  very  few 
locally  owned  and  managed  luxury 
homebuilders,  JTS  is  in  a  unique  positiorl 
to  take  advantage  of  the  Sacramento 
area's  highly  competitive  marketplace. 
Without  the  red  tape  and  bureaucracy  I 
that  national  companies  have  to  deal 
with,  owners  Jack  T.  Sweigart  and  Larry 
Carter  can  react  swiftly  the  moment 
desirable  properties  become  available. 
"This  region  has  a  dwindling  number  of 
prime  locations,"  says  Whiteside.  "We 
are  flexible  enough  to  acquire  the  proper 
ties  that  successful  families  are  looking  for. 

For  example,  JTS's  Verdera  at  Twelv 
Bridges  is  an  award  winning  community 
that  was  completely  sold  out  before  the 
models  were  completed.  With  breath tak 
ing  views  of  the  valley,  Sutter  Buttes  and 
downtown  Sacramento,  these  homes 
offer  split,  four-car  garages,  front  court 
yards,  covered  front  porches,  interior 
niches  and  archways. 

JTS  Communities'  Ranch  Equestria^ 
Estates  in  Wilton  is  one  of  the  last  true 
rural  communities.  It  features  home  sites 
of  over  2  acres  with  dramatic  exterior 
elevation  designs,  manv  outbuilding 
options  and  full  fencing,  with  single  stoi) 
homes  up  to  4,800  sq.  ft. 


Emphasizing  a  custom  philosophy  at  production  prices, 
JTS  Communities  appeals  to  many  would-be  custom  home  buyers. 
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Comtek:  Relationship  Led, 
Technology-Driven 

Its  Support  Services  that  are  Highly  Competitive, 
Unusually  Intimate 


Ann  Nguyen,  founder  and  CEO  of 
mtek  Computer  Systems,  Inc.  has  an 
^resting  story  to  share.  A  native  of 
tnam,  Nguyen  fled  her  home  shortly 
%  the  war  and  laid  roots  in  northern 
[ifornia  to  pursue  her  own  American 
am.  Her  success  has  been  profound, 
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•  story  inspiring.  Since  establishing 
mtek  in  1989,  Nguyen  has  transformed 

Sacramento-based  startup  into  a 
b  million  company  providing  depot 
air  and  supply  chain  services  to  some 
he  world's  leading  Original  Equipment 
nufacturers  (OEMs)  like  Hewlett- 
kard,  Agilent,  LTX  and  others.  What 

about  this  modestly  conceived,  fast- 
?rging  company  that  continues  to 
act  the  world's  technology  leaders? 


In  the  enterprise  computing,  semi- 
conductor, network,  medical,  and  test  and 
measurement  industries,  a  service  partner 
with  physical  presence  and  capabilities  in 
North  America  works.  "With  the  trend 
towards  off-shoring,  Comtek  and  our 
OEM  customers  realize  the  benefits  in 
several  ways,"  states  Nguyen.  "Having  a 
supplier  geogiaphically  located  in  the 
states  reduces  logistics  &  transportation 
costs,  shrinks  inventory  investments,  and 
through  Comtek's  west  coast  operations, 
improves  access  to  global  customers. 
Uptime  for  our  customers'  customers  is 
a  must.  Our  location,  capabilities,  and 
services  all  come  together  to  support 
mission  critical  computing  and  high-yield 
production  environments." 

Technical  Experts: 

True  to  their  Core  Purpose 

Comtek's  strict  adherence  to  servic- 
ing high-mix,  high  complexity,  electronic 
products  has  largely  fueled  its  momen- 
tum. According  to  Larry  Starch,  Comtek's 
Vice  President  of  Business  Development, 
"Our  infrastructure,  technical  capabilities 
and  services  are  all  centered  around  our 
strategic  focus.  We're  not  distracted  by 
business  model  conflicts  that  can  occur 
in  a  mixed  manufacturing  and  service  en- 
vironment. By  providing  a  complimentary 
and  very  competitive  post-manufacturing 
support  and  service  alternative,  our 
customers  gain  focus  on  strategic  drivers, 
retain  flexibility  in  manufacturing  options 
and  unburden  internal  operations." 

"We  compete  with  large  Contract 
and  Original  Design  Manufacturers, 
but  our  focus,  flexibility,  and  customer 
intimacy  give  us  unique  advantages," 
explains  Starch.  "Our  goal  isn't  to  be  the 


largest  but  to  provide  a  comprehensive 
service  portfolio  at  a  higher  level  of 
responsiveness.  We  achieve  it  through 
focus,  investment  in  leading  edge  capabil- 
ities, and  by  staying  in  tune  with  our 
customers'  current  &  future  needs  and 
challenges." 

Caring  Service: 

A  Signature  Strength 

Nguyen  is  very  active  at  the  helm  of 
her  company,  but  her  role  is  not  limited  to 
making  calculated  and  strategic  business 
decisions.  She  is  also  a  concerned  owner, 
an  attentive  listener  and  an  available  con- 
tact for  each  and  every  client.  As  Director 
of  Sales,  Paul  Tran  attests,  "Nguyen 
drives  the  company's  culture  of  intimacy. 
Besides  our  expertise  in  the  high-end  and 
mid-range  space,  we  are  distinguished  by 
something  softer,  less  tangible  -  the  per- 
sonalized nature  of  our  service. 
Responsiveness,  flexibility  and  care  are 
the  cornerstones  of  our  client  relation- 
ships and  foundational  to  the 
high-quality  solutions  we  provide." 

((, 'COMTEK 

Computer  Systems 


One  of  the  Top  100  Fastest  Growing  Companies  in  the  Sacramento  Region, 
1999-2004  (Sacramento  Business  Journal) 

One  of  the  Top  25  Certified  Women-Owned  Businesses  in  the  Sacramento  Region, 

2001  (Sacramento  Business  journal) 

Comtek  Computer  System's  CEO  receives  "Women  Who  Mean  Business"  Award, 
2003  (Sacramento  Business  journal) 


Focused,  innovative  and  poised  to  take  the 
lend  in  meeting  new  industry  challenges, 
Comtek  Computer  Systems  is  a  top-tier 
provider  with  national  and  global  reach. 

For  more  information, 
insit  wuno.comtekcomsys.com 
or  call  916-859-7000. 

Comtek  Computer  Systems,  Inc. 
Rancho  Cordova,  CA  -  Rockliu,  CA 
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Employers  Gain  Competitive 
Edge  with  Executive  Search  Firm 
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candidate  start  his  or  her  new  position,  i 
90  days.  But  it  does  require  significant 
client  participation. 

"We're  looking  for  clients  who  will 
be  more  than  spectators  in  the  process/' 
says  Terry  Purvis.  "A  successful  working 
partnership  starts  with  a  candid  exchang 
of  information  so  we  can  develop  a 
detailed  description  of  the  ideal  candi- 
date. We  work  closely  with  our  client 
to  identify  candidates,  conduct  personal 
interviews  and  perform  background 
checks.  When  we  return  to  the  client, 
we  not  only  bring  the  resumes  of  top-tie 
talent,  but  also  accurate  assessments  of 
each  one's  strengths  and  weaknesses. 
Our  clients  conduct  multiple  interviews 
and  together  we  develop  an  action  plan. 

The  Terry  M.  Purvis  Company's 
old-fashioned  approach  results  in  long- 
term  relationships  with  growing 
companies  in  every  major  city  in  the 
U.S.,  some  as  long  as  10-15  years,  and 
increased  longevity  of  candidates  placec) 
many  of  which  endure  multiple  mergers 
and  acquisitions. 

"Building  trust  takes  time,"  says 
Terry  Purvis.  "We  do  it  by  being  accouni 
able  and  responsive  to  our  clients.  We 
clearly  define  exactly  what  we  will  be 
doing,  then  we  do  more.  We  back  up  ou| 
promises  with  a  guarantee  of  satisfaction] 


Executive  recruiter  Terry  M.  Purvis 
is  proud  that  his  company  does  business 
in  an  old-fashioned  manner.  Customer 
service  and  satisfaction  -  how  novel  in 
today's  fast  paced  world  of  business 
transactions.  Going  against  industry 
trends  that  rely  exclusively  on  databases 
or  Internet  job  banks,  the  Terry  M.  Purvis 
Company  takes  a  careful,  methodical 
hands-on  approach  with  each  search. 

"We  refuse  to  go  for  the  quick  place- 
ment. We  never  simply  forward  resumes 
from  a  dated  list  of  candidates  or  an 
online  service,"  says  Terry  Purvis,  a 
25-year  veteran  of  the  executive  search 
field.  "Of  course  we  use  sophisticated 
technologies,  but  the  key  to  what  we  do 
is  customer  service  and  satisfaction. 
Through  our  exhaustive  network  of 
sources,  we  recruit  thoroughly  and 
gather  firsthand  information  about  the 
candidates  and  the  marketplace.  Based 
on  what  we  learn,  we  deliver  insights 
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that  give  clients  the  competitive  edge 
they  need  to  attract  and  retain  proven 
performers.  We  go  above  and  beyond 
to  attract  and  deliver  candidates  that 
clients  could  not  attract  through  their 
own  efforts." 

In  addition  to  recruiting  impact 
players,  value-added  services  from  Terry 
M.  Purvis  Company  include  continuous 
research  of  its  clients'  industries.  Well- 
known  and  respected  in  a  wide  range 
of  fields  including  financial  services, 
engineering,  health  care,  accounting, 
and  real  estate  development,  Purvis 
recruiting  specialists  keep  their  finger 
on  the  pulse  of  these  industries. 

"Because  we  do  our  homework,  our 
clients  end  up  with  valuable  information 
about  their  competition.  Much  more  than 
a  sterile  salary  survey,  we  provide  the 
knowledge  to  develop  a  strategy  to 
attract  top  performers.  That's  why  so 
many  companies  request  that  we  execute 
a  search,  even  though  they  already  have 
a  candidate  in  mind  for  the  position. 
The  return  on  investment  is  phenomenal. 
Often  what  we  do  pays  for  itself  very 
quickly,"  says  Terry  Purvis. 

The  timeframe  for  such  a  multi- 
faceted  executive  search  by  the  Terry  M. 
Purvis  Company  is  surprisingly  short. 
The  average,  from  beginning  to  having  a 
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Western  Sierra  Bancorp 
Announces  Latest  Chapter 
in  Remarkable  Growth  Saga 


November  19,  2004,  marked 
opening  of  a  new  chapter  in 
remarkable  growth  saga  of 
stern  Sierra  Bancorp  (WSBA). 
that  day,  the  multi-bank 
ding  company  announced 
ns  to  acquire  Yuba  County- 
ed  Gold  Country  Bank.  Once 
strategic  merger  is  completed, 
BA  and  its  family  of  community 
iks  will  have  40  offices  in  15 
thern  and  central  California 
nties  -  and  $1.3  billion  in  assets, 
hink  the  company  and  its  family 
ommunity  banks  assets  were 
aed  at  only  $150  million  at  the 
I  of  1998. 

iree-Pronged 
owth  Strategy 

WSBA  President  and  Chief 
cutive  Officer  Gary  D.  Gall 
ibutes  the  company's  success  to 
Lree-pronged  strategy  that  includes 
anic  growth  (expanding  market 
re),  de  novo  growth  (adding  branches) 
I  mergers  and  acquisitions. 


SBA  President  and  Chief  Executive  Officer 
Gary  D.  Gall  attributes  the  company's 
success  to  a  three-pronged  strategy. 1 


"Since  2000,  we've  been  growing 
ts,  deposits  and  loans  at  a  rate  of 
"  20  percent  a  year,"  Gall  says. 
■  added  three  new  branches  in  2004 
le.  And  Gold  Country  Bank  will 
»ur  seventh  acquisition  since  1999." 

Other  critical  elements  include  a 
pany-wide  dedication  to  relationship 
king  coupled  with  ongoing  efforts  to 
rove  efficiency. 

"We  not  only  leave  the  key  people 
:t  at  the  branches,  we  typically  give 
n  more  products  and  services  to  offer 
omers,  who  include  small-to-mid- 
i  businesses  in  a  number  of 


Company  on  the  Move:  Western  Sierra  B 
northern  and  central  California  counties  - 


industries  as  well  as  individuals,"  Gall 
explains.  "At  the  same  time,  we  combine 
back-room  functions  like  data  processing, 
accounting  and  operations." 

The  company  is  obviously  on  to 
something:  As  a  result  of  these  and  other 


Strength  in  Numbers 

•  WSBA's  stock  price  grew  by 
86  percent  in  2003.  As  of 
November  30,  2004,  it  had 
risen  by  another  28  percent, 
to  $40. 

•  The  company's  efficiency 
ratio  declined  from  70 
percent  in  2000  to  55  as 
of  November  30,  2004. 

•  WSBA's  third  quarter  2004 
net  income  (GAAP)  was 
$3.85  million,  up  30  percent 
from  the  same  period  of  2003. 


strategies,  revenues  are  climbing 
at  a  rate  of  27  percent  annually, 
while  expenses  are  up  just  22 
percent  a  year. 

Win-Win-Win 

"The  larger  we  become,  the 
more  resources  we  will  have  to 
invest  in  new  technologies  that 
not  only  help  us  become  more 
efficient,  but  also  enable  us  to 
better  serve  our  customers," 
Gall  says.  Growth  also  means 
additional  branches  -  and 
greater  convenience.  Yet  another 
advantage,  for  business  cus- 
tomers in  particular,  is  higher 
legal  lending  limits. 

What  does  the  future  hold 
for  this  company  on  the  move? 

"We  will  continue  to  pursue 
our  three-pronged  growth 
strategy,  with  an  emphasis  on 
looking  for  additional  community  banks 
to  partner  with,"  Gall  says.  In  other 
words,  continued  growth  and  success  for 
Western  Sierra  Bancorp,  its  shareholders 
and  its  customers. 

The  Western  Sierra  Bancorp 
Family  of  Community  Banks 

•  Western  Sierra  Bank 

•  Lake  Community  Bank 

•  Central  California  Bank  and 
Central  Sierra  Bank 

•  Auburn  Community  Bank 

•  Gold  Country  Bank  (pending) 


Western  Sierra  Bancorp 

NASD:  "WSBA" 

Western  Sierra  Bancorp  is  based 
at  4080  Plaza  Goldorado  Circle 
in  Cameron  Park. 

Western  Sierra  Bunk,  the  company's  flagship, 
is  scheduled  to  move  into  new  headquarters 
in  downtown  Sacramento  in  early  2005. 

For  more  information,  visit 
vxww.westemsierrabancorp.com 
or  call  530-677-5600. 
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Your  biotechnology  connections  are  in 


i  Virginia! 


Research  universities  •  Short  ladder  to  decision-makers  •  Millie 
invested  in  competitive  research  grants  •  A  new  tax  credit  for 
and  emerging  R&D  firms  •  A  refundable  R&D  tax  credit  •  A  wo 
with  a  well-deserved  reputation  for  loyalty,  low  absenteeism  a 
turnover  •  One  of  the  lowest  crime  rates  in  the  U.S. 

To  learn  more  about  the  biotechnology  industry  in  West  Virginia,  contact 
Jamie  Gaucher,  technology  development  manager. 


WestVTr  glllia  800-982-3386 

V*        USA  TOIL  FREE 

West  Virginia  Development  Office  304-558-2234 

1900  Kanawha  Boulevard,  East 

Charleston,  West  Virginia  2530503 1 1  WWW.WVaO.Org| 
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OIL  &  GAS  OPERATIONS 


XTO  Energy  XTO 
Marks  the  Spot 


AT  XTO  ENERGY,  BOB  R. 
Simpson  has  proven  the 
old  adage  that  the  best 
place  to  find  oil  and  gas  is 
where  someone's  found  it 
before.  After  starting  small  two  decades  ago,  he's  built  a  fast-grow- 
ing exploration  and  production  company  by  buying  up  castoff  fields 
from  supermajors,  then  reinvigorating  them  with  new  technology. 

With  revenues  up  53%  and  earnings  advancing  28%  over  the 
last  12  months  XTO  is  enjoying  the  fruits  of  high  oil  and  gas  prices. 

Much  of  that  growth  has 
come  from  two  big  acquisi- 
tions this  year.  From  Exxon- 
Mobil it  bought  $340  million 
worth  of  fields  in  the  Permian 
Basin  of  Texas  and  the  Powder 
River  Basin  of  Wyoming. 
Then  it  bought  more  than  100 
fields  from  ChevronTexaco  for 
$900  million,  expanding  the 
Permian  position  and  adding 
new  coalbed  methane  opera- 
tions in  the  Rocky  Mountains. 
XTO  got  good  deals,  paying  an 
average  of  $1 .30  per  thousand 
cubic  feet  of  gas  reserves;  the 
average  deal  price  this  year  has 
been  $2  per  mcf. 

For  the  majors  these  fields 
are  more  trouble  than  they're 
worth.  But  XTO,  with  a  smaller 
capital  structure  than  the  su- 
permajors', is  happy  to  invest 
in  the  neglected  fields,  using 
new  techniques  of  3-D  imaging, 
horizontal  drilling  and  so- 
called  fracture  stimulation — 
blowing  open  rock  formations 
by  injecting  mudlike  fluids 
down  wells  to  get  at  big 
methane  reservoirs. 

XTO  still  has  $1  billion  to 
spend  on  more  acquisitions 
next  year.  If  it  can't  find  good 
deals,  XTO  will  use  the  funds  to 
buy  back  shares.  There  are  no 
plans  to  go  international.  The 
farthest  afield  XTO  has  ven- 
tured is  Alaska,  where  the  ge- 
ology is  similar  to  that  of  west 
Texas.  No  reason  to  leave  the 
country  when  there's  plenty  of 
oil  and  gas  left  right  here. 

— Christopher  Helman 


Oil  &  Gas  Operations 

'  -      5-yr  annualized  total  return  (%) 

Apache 

28.1 

Baker  Hughes 

12.3 

BJ  Services 

23.3 

Burlington  Resources 

23.6 

Chesapeake  Energy 

42.1 

EOG  Resources 

31.1 

ExxonMobil 

8.1 

Holly 

55.0 

Marathon  Oil 

2H 

Murphy  Oil 

2Z2 

Nabors  Industries 

14.0 

National-Oilwell 

19.0 

Newfield  Exploration  . 

za 

Occidental  Petroleum 

Pogo  Producing 

?n 

Smith  International 

23.7 

Sunoco 

30.2 

Unocal 

8.7 

Valero  Energy 

36.3 

Weatherford  Intl 

16.2 

XTO  Energy 

64.4 
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SEMICONDUCTORS 


KLA-Tencor  Keeping  Up  Yield 


KLA-TENCOR  MAKES  THE  FANCY  EQUIPMENT  THAT  HELPS  MINIMIZE 
the  number  of  chips  that  get  thrown  away  at  the  end  of  the  manu- 
facturing lines  at  places  like  Intel,  Samsung  and  Taiwan  Semicon- 
ductor. Traditionally  the  business  has  grown  with  capacity. 

But  the  last  few  years  have  been  tough  for  anybody  in  the  semi- 
conductor business  and  doubly  so  for  companies  that  sell  chip- 
manufacturing  equipment.  Chip  sales  are  just  now  back  up  to  1999 
levels.  Chipmakers  have  broken  ground  on  only  19  new  fabrication 
facilities  a  year  on  average  for  the  last  three  years,  compared  with  27 
fabs  a  year  during  the  1990s.  There  are  fewer  fab  floors  to  fill  with 
million-dollar  machines. 

But  KLA-Tencor  has  recovered  nicely  by  keeping  a  tight  grip  on 
costs  while  introducing  one  new  product  a  month.  The  company 
posted  $244  million  in  income  this  year,  up  78%  from  a  year  earlier. 
"We  try  to  stay  two  technology  nodes  ahead,"  says  Chief  Financial 
Officer  John  Kispert. 

That  means  designing 
machines  that  will  be  needed  in 
three  years  to  inspect  chips 
below  the  65-nanometer  level. 
Now  chips  are  made  with 
90-  to  130-nanometer  preci- 
sion. Smaller  and  more  com- 
plex, in  other  words,  is  good  for 
business.       — David  Wiielan 


Semiconductors  

5-yr  annualized  total 

returr 

,(%) 

Analog  Devices  4.9 

Intl  Rectifier 

15.5 

KLA-Tencor 

Maxim  Integrated  Prods 

- 

in 

Texas  Instruments 

-13.7 

- 

6.7 
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SOFTWARE  &  SERVICES 


Symantec  Top  Cop 


THE  WEB  IS  INCREASINGLY  A  BIG,  DIGITAL  BOOBY  TRAP:  VIRUSES  BRING 
computer  speed  to  a  grinding  halt.  Hidden  codes  track  the  keystrokes 
of  a  bank  account  password  from  afar.  But  all  this  bad  news  is  doing 
wonders  for  Symantec.  The  Cupertino,  Calif,  software  vendor  is  the 
Internet's  top  security  cop,  consistently  outmaneuvering  the  hackers  as 
well  as  rivals  McAfee,  Trend  Micro  and  Computer  Associates. 

While  most  software  ven- 


dors are  struggling  to  find 
growth  in  the  tech  bust,  Syman- 
tec's revenues  are  up  40%  to 
$2.2  billion.  Earnings  per  share 
are  up  31%  a  year  on  average  for 
the  last  five  years.  In  that  same 
stretch  Chief  Executive  John 
Thompson  has  transformed 
what  was  a  $630  million  hodge- 
podge of  consumer  technology 
into  the  largest  vendor  of  soft- 
ware to  secure  machines. 
Symantec's  investors  have  been 
rewarded  handsomely.  The 


Software  &  Services 


5-yr  annualized  total  return  (%) 


Adobe  Systems 


Affiliated  Computer 


Alliance  Data  Systems  3 


Anteon  International 


rrra 


I+l'llll'iMfHyTHL^lM^ 


DST  Systems 


Electronic  Arts 


First  Data 


stock  is  up  fivefold  in  the  past  five 
years— an  increase  not  even  hot 
shot  Ebay  matches.  In  software 
only  Microsoft,  Oracle  and  SAP 
boast  larger  market  caps. 

Thompson  buys  new  tech- 
nology to  keep  up  with  the  hack- 
ers. He's  done  20  acquisitions, 
totaling  $2  billion  (mainly  in 
cash),  over  the  past  five  years.  At 
press  time  Symantec  was  report- 
edly negotiating  a  $13  billion 
acquisition  of  storage  vendor 
Veritas.  Thompson  wants  to 
expand  into  the  market  for  large- 
scale  corporate  security  net- 
works. Called  "systems  manage- 
ment," this  accounts  for  only  12% 
of  Symantec's  revenues. 

Fortunately  for  Thompson  the  bad  guys  keep  innovating.  The  firsl 
worm  to  target  cell  phones  is  expected  soon.  And  there  are  now  pro- 
grams out  there  that  can  take  control  of  networks  of  computers:  more 
reasons  why  consumers  and  companies  will  have  to  protect  theii 
machines.  —Victoria  Murpty 


SunGard  Data  Systems 


Symantec 


Yahoo 
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TECHNOLOGY  HARDWARE  &  EQUIPMENT 


TELECOM 


Alltel  I  Playing  Nice 


THE  BEST  PLACE  TO  BE  IN  TELE- 
com,  an  industry  beset  with 


Telecom 


5-yr  annualized  total  return  (%) 


increasingly  mi  ei  iieuine  uum 
petition,  is  as  far  out  of  the  way 
as  possible. 

Just  ask  Alltel,  the  nation's 
largest  rural  telco.  In  big  cities 
cable  companies  and  local  tel- 
cos  such  as  Verizon  and  SBC  are 
in  a  knockdown,  drag-out  brawl 


Alltel             .    :  -5.9 

CenturyTel   -5.8 

Nextel  Commun  -12.3 

SBC  Communications  -10.2 

Tele  &  Data  Systems  -9.4 


anDisk  Growth  in  a  Flash 

ERY  PICTURE  YOU  TAKE  WITH  YOUR  DIGITAL  CAMERA  TURNS 

0  a  cluster  of  Is  and  Os.  SanDisk  saves  those  precious  digits  in 
lash  memory,  a  kind  of  digital  reusable  film.  Whether  your 
nera  takes  a  memory  stick  or  a  compact  flash  card,  chances  are 

1  made  by  SanDisk. 

Sixteen  years  ago  physicist  founder  Eli  Harari,  now  59,  saw 
:  potential  of  then-nascent  digital  photography.  He  figured 
ople  would  want  to  save  their  pictures  on  cards  just  like  they 
ired  data  from  their  computers  on  disks.  Venture  capitalists 
in't  buy  it.  Harari  was  working  on  a  solution  to  a  problem 
it  didn't  exist. 

Those  guys  on  Sand  Hill  Road  are  kicking  themselves  now. 
iDisk  brought  in  $  1 . 1  billion  in  revenue  last  year,  largely  from 
sh  memory  products  for  digital  cameras.  Analysts  expect  that 
hit  $1.7  billion  in  2004.  Profits  came  in  at  $169  million  last  year. 

SanDisk's  first  product  was  a  2.5-inch  card  that  stored  up  to 
megabytes  of  data.  Today  Harari  is  cranking  out  cards  the 
e  of  a  fingernail  that  can  hold  as  much  as  4  gigabytes  (that's 
100  pictures).  In  other  words,  SanDisk  has  doubled  the  density 
^^^^^^^^^^^^^^^^^  of  its  memory  cards  ten 


technology  Hardware 
c  Equipment   


5-yr  annualized  total  return  (%) 


kmer  Power  Conversion  -3.9 


imphenol 


knixter  Intl 


kpple  Computer 


lenchmark  Electronics  17.4 


etwork  Appliance 


ualcomm 


anDisk 


canSource 


cientific-Atlanta 


times  in  13  years,  soundly 
beating  Moore's  Law. 

Instead  of  competing 
with  photo  giants  Kodak 
and  Fujinlm,  Harari  began 
licensing  his  technology  to 
them  and  goosed  his  R&D 
with  the  royalties.  In  1996 
Harari  started  slapping  the 
SanDisk  logo  on  his  cards 
and  selling  directly  to  retail 
stores.  Today  85%  of  his 
revenue  comes  from  San- 
Disk-branded  products. 

Harari  is  betting  that  as 
wireless  carriers  offer  more 
music,  video  and  games, 
people  will  treat  their 
mobile  phones  like  VCRs 
and  camcorders.  Of  course, 
he  hopes  they'll  store  all 
those  data  on  SanDisk 
cards.  — Erika  Brown 


i:irnllNrJ«mir;Mi1^ll<T?giTOT!Mi 


l  he  cable  guys  are  introducing  ph 
counterattacking  by  spending  at  lea 
lines  able  to  carry  television.  In  rural  areas,  by  contrast,  cable  cover- 
age is  often  sparse  and  competition  less  threatening.  Alltel  lost  2.6% 
of  its  local  phone  customers  in  the  past  year;  Verizon  and  SBC  shed 
customers  almost  twice  as  fast.  As  for  spending  billions  on  a  TV- 
capable  network,  Alltel  Chief  Scott  Ford  can  afford  td  be  relaxed. 
"We'll  let  the  [big  Bells]  figure  it  out  first,"  heisays. 

Alltel  has  weathere'd  telecom's  turmpil  by  f>] 
knowing  when  to  be  passive— and  when  to  \>e  ,  1 

bold.  Five  years  ago  rural  phone  com-  1  \  I 

panies  were  raking  in  cash  from  the     *  ji  \ 

national  cell  phone  companies.  Compa-  1 
nies  such  as  Verizon  had  to  make  deals  with  rural    I     \  j 
networks  in  order  to  claim  nationwide  cellular  cover- ;  >  % 
age.  Rural  carriers,  often  virtual  monopolies,  charged; 1  1 
extortionate  "roaming"  rates.  1 
Ford,  along  with  his  father,  Joe  T.  Ford,  whom  he  1 
replaced  as  chief  executive  in  2002,  decided  to  buck  1 
the  system.  They  struck  a  precedent-setting  deal  with  m 
Verizon,  agreeing  to  abolish  standard  roaming  fees  that  \ 
had  run  upwards  of  50  cents  a  minute.  The  new  deal  was  11 
designed  to  encourage  Verizon's  and  Alltel's  customers  1 
to  share  each  other's  networks  freely.  % 

It  also  gave  Alltel  access  to  Verizon's  high-quality  net- 
work at  low  cost.  Today  Alltel's  8  million  wireless  customers 
make  it  the  country's  sixth-largest  cell  phone  company 
generate  two-thirds  of  the  company's  revenue. 

—Scott  Wo 
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TRANSPORTATION 


Expeditors  International  What  Trade  Deficit? 


THERE'S  NO  HAND-WRINGING  ABOUT 
too  many  goods  coming  stateside 
from  Asia  at  Expeditors  Interna- 
tional. Half  of  the  Seattle  shipping 
company's  pretax  profit  is  gener- 
ated there,  and  the  growth  in  Asia 
trade  has  helped  Expeditors  in- 
crease revenues  an  average  of  15% 
a  year  for  the  past  five  years. 

Expeditors  owns  no  ships.  Or 
planes.  Or  trucks.  It  buys  space  on 
board  and  sells  it  to  its  customers, 
making  money  on  the  spread.  Al- 
most all  of  its  business  involves 
trade  between  countries,  so  it  also 
handles  customs  for  its  customers. 
Lots  of  companies  do  this,  of  course,  but  Expeditors  runs  the  tight- 
est ship  among  them.  The  company's  return  on  capital  has  averaged 
23%  over  the  past  five  years.  It  has  no  debt.  The  stock  hasn't  had  a 
down  calendar  year  in  a  decade. 

Global  trade  growth  has  been  a  big  help,  but  Expeditors  has  an- 
other edge:  It  pays  its  people  well.  Chief  Executive  Peter  J.  Rose,  a 
Canadian-born  former  professional  hockey  aspirant,  helped  found  the 
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company  in  1981  and  instilled  a  generous  bonus  program.  One-fifth  of 
the  pretax  profit  of  each  of  Expeditors'  170  branches  from  Boston  to 
Bangalore  is  paid  out— monthly— to  the  employees  of  that  branch,  and 
5%  goes  to  the  regional  manager  in  charge  of  several  branches.  If  the 
branches  keep  the  customers  happy,  they  get  paid  well.  To  fatten  their 
bonuses,  they  must  add  profitable  business.  There's  no  cap  to  what 
they  can  earn,  but  if  a  branch  loses  money  in  a  month,  that  loss  has  to 
be  made  up  before  they  are  eligible  for  another  bonus. 

That  probably  hasn't  happened  much  recently:  Through  the  first 
three  quarters  of  2004  revenues  were  up  26%  to  $2.4  billion  and  net 


income  was  up  32%  to  $113  million. 


—Jonathan  Fahey 


EXELON  HAS  LEARNED  TO  LOVE  THE  ATOM.  OF  ITS  30,000  MEGAWATTS  OF  POWER  SUPPLYING  ELECTRICITY 
to  5. 1  million  customers  in  the  Midwest,  70%  are  produced  by  the  nation's  largest  fleet  of  nuclear  reac- 
tors. Thanks  to  streamlined  government  regulations  and  record  prices  for  natural  gas — the  fuel  of  choice 
for  most  power  plants — $15  billion  (sales)  Exelon's  17  reactors  produce  power  at  a  50%  savings  over  gas- 
fired  plants.  Since  last  year  earnings  per  share  have  grown  87%.  Last  year  four  Exelon  plants  were  easily  ap- 
proved for  a  new  20-year  license.  Chief  Executive  John  Rowe  spent  the  year  shedding  some  assets,  includ- 
ing seven  New  England  generation  plants  (for  $1.3  billion)  and  smaller  construction  and  telecom  businesses. 
But  he  also  signed  off  on  Exelon's  membership  in  NuStart,  an  industry  consortium  that  wants  to  build  a 

series  of  new  reactors  within  a  decade.  The  company 
is  also  designating  a  site  for  an  additional  reactor  next 
to  the  one  it  already  owns  in  Clinton,  111. 

It's  a  risky  gambit,  rife  with  costly  legal  delays 
and  pesky  protesters.  This  year  Congress  will  vote 
on  an  aid  package  that  will  help  pick  up  the  tab  for 
new  reactor  construction.  And  Washington  may 
decide  whether  to  open  Yucca  Mountain,  the  con- 
troversial waste  repository  in  Nevada.  Exelon 
squeezed  $80  million  out  of  the  Department  of 
Energy  to  recoup  waste  storage  costs.  But  a  "no" 
vote  on  either  the  aid  or  the  repository  could  dim 
the  lights  on  the  company's  construction  plans. 

— Rob  Wherry 
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Mike  Joseph,  Chairman  &  CEO,  Dacor 


The  bank  of  Mike 


provides  the  funding  to  heat-up  Dacor's  high-end  appliance  business 


offers  all  the  modern  conveniences  of  web  cash  management 


remodeled  their  real  estate  financing  with  more  flexible  terms 


designed  his  personal  banking  to  fit  his  financial  goals 


believes  shared  values  are  the  recipe  for  success. 


Invest  in  you" 


Union 

Bank  of 
California 


Commercial  Banking 

Northern  California  -  Michael  Riley,  Market  President,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  Market  President,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  Market  President,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  Market  President,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  Market  President,  (619)  230-3374 

Small  Business  Services  -  (866)  876-7065 

Visit  US  at  UbOCCOm  ©2005  Union  Bank  of  California,  N.A  Member  FDIC 


BY  THE  NUMBERS 


UC§ J@(lJ  Companies  in  America 


How  We 
Picked 


The  26  Best 
Managed 


Companies 


FIRST  WE  RANKED  COMPANIES  WITHIN 
their  industry  by  many  financial 
metrics,  including  growth  in  sales  and 
earnings,  leverage,  stock  market 
returns  and  earnings  forecasts.  From 
these  ranks,  each  company  received  a 
composite  score. 

We  then  called  on  Los  Angeles 
financial  analytics  firm  Audit 
Integrity  for  an  overall  score  on  each 
company  for  accounting  and  gover- 
nance practices,  financial  condition 
and  earnings  quality.  In  most  cases 
companies  that  scored  poorly  on  two 
or  more  of  these  items  were  dropped 
from  further  consideration. 

Finally,  our  editors  and  writers  took 
a  closer  look  at  the  top-ranked  compa- 
nies in  each  industry  and  considered  fac- 
tors that  might  not  show  up  on  a 
financial  scorecard.  From  this  process  we 
selected  a  winner  for  each  industry.  For 
instance,  Coach  stood  out  in  household 
products  for  its  five-year  annualized 
earnings  growth  of  60%  and  73%  total 
return  to  shareholders  since  its  2000  ini- 
tial offering,  but  the  clincher  was  the 
company's  savvy  marketing  strategy. 
Wells  Fargo's  keen  attention  to  the  cycles 
in  banking  made  it  a  standout  in  its 
industry,  whereas  Alltel  gets  our  best- 
managed  citation  in  telecommunica- 
tions for  its  conservative  approach  to 
expansion  and  its  smart  network  shar- 
ing deal  with  Verizon  Communications. 

The  average  annualized  results  for 
our  group  of  26  companies  over  the 
past  five  years:  sales  growth  of 
18%,  earnings-per-share  growth  of 
22%  and  total  return  of  24%.  Go  to 
forbes.com/platinum.400  to  find  out 
more  on  these  best  managed  companies 
and  the  rest  of  the  Forbes  Platinum  400 
list  of  top-performing  big  corporations. 


Best  Managed  Highlights 


The  26  best  managed  companies  cited  in  this  issue  are  a  subset  of  the  Forbes  Platinum  400,  the 
Best  Big  Companies  in  America.  The  charts  below  show  which  industry  groups  in  the  400  are 
expected  to  exceed  their  previous  sales  and  earnings  growth  rates  over  the  next  12  months.  For| 
more  on  all  these  companies  go  to  www.forbes.com/platinum400. 
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Turbocharged 


These  12  companies  from  the  Forbes  Platinum  400  posted  growth  rates  of  at  least 
10%  over  the  past  five  years  in  both  sales  and  earnings  per  share.  Over  the  next 
12  months  all  these  companies  are  expected  to  exceed  their  five-year  historical 
average  growth  rates— in  sales  and  earnings.  Security  analysts  also  expect  these 
companies  to  post  at  least  10%  annualized  earnings  growth  over  the  next  three  to  five 
years.  For  more  on  the  Platinum  400— the  Best  Big  Companies  in  America— go  to 
www.forbes.com/platinum400. 
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Dell/Technology  Hardware 
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International  Rectifier/Semiconductors 
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Legg  Mason/Diversified  Financials 
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Nabors  Industries/Oil  &  Gas  Operations 

52.00 
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21  53 

Network  Appliance/Technology  Hardware 

30.16 

44 

1.8 

41 

33 

Oshkosh  Truck/Capital  Goods 

62.82 

17 

1.1 

19 

19 

Smith  International/Oil  &  Gas  Operations 

60.57 

26 

16 

30 

Standard  Pacific/Construction 

56.01 
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25 

33 

Technical  Olympic  USA/Construction 

24.45 
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44 

64 

foil  Brothers/Construction 

51.38 

9 

in 

53 

47 

Data  as  of  Nov.  30,  2004.  Industry  data  are  based  on  400  platinum  companies.  'Less  than  period  indicated.  2Next  12 
months.  3P/E-to-expected-growth  ratio  (estimated  P/E  for  next  12  months  divided  by  the  expected  three-to-five-year 
earnings  growth) .  Sources:  Audit  Integrity;  Forbes;  FT  Interactive  Data,  Reuters  Fundamentals,  Thomson  First  Call  and 
Worldscope  via  FactSet  Research  Systems. 
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Makers&Breakers  

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Crapping  Out 

In  the  gaudy  world  of  gambling,  the  conventional  wisdom 
is:  Never  bet  against  Steve  Wynn.  The  casino  mogul  changed 
the  face  of  Las  Vegas,  opening  the  multi-entertainment- 
themed  Mirage  in  1989,  with  its  exploding  volcano,  and  the 
superluxury  Bellagio  in  1998.  But  his  glitzy  projects  were 
ultra-expensive,  and  when  Wall  Street  punished  his  stock,  he 
ignominiously  sold  out  to  Kirk  Kerkorian  in  2000. 

Now  Wynn  is  back  with  his  2,700-room  Wynn  Las  Vegas, 
a  hipper  version  of  the  Bellagio  that's  due  to  open  this  spring 
on  the  site  of  the  old  Desert  Inn.  To  judge  from  the  stock  in 
his  company,  WYNN  RESORTS  (67,  WYNN),  investors  are  overesti- 
mating him  now  as  much  as  they  underestimated  him  four 
years  ago.  Although  his  company  has  minuscule  revenue  and 
no  earnings  to  date,  the  share  price  has  quintupled  since  his 
initial  public  offering  in  October  2002. 

True,  booming  Vegas  shows  no  sign  of  slowing  down, 
and  Wynn  Las  Vegas  may  yet  be  a  big  attraction.  But  its 
$2.4  billion  cost,  added  to  the  tab  for  another  ambitious  Wynn 
gamble,  gives  us  pause:  namely,  the  $1  billion  casino  in  Macau, 
expected  to  open  in  September  2006.  Jeremy  (J.)  Cogan,  gaming 
analyst  at  Bank  of  America,  is  projecting  a  gambling  glut  on  the 


tiny  Chinese  peninsula.  After  a  recent  tour  Cogan  estimates  th; 
while  gambling  revenue  there  will  triple  by  2010,  as  many  as  si 
other  casinos  are  slated  to  be  built.  We  say  short  the  stock  an 
cover  at  $57.  — Dorothy  Pomeran 


High  Energy 


Stock  price 


Here's  a  company  that  does  successfully 
what  Enron  used  to  do,  er,  less  well. 
CONSTELLATION  ENERGY  (43,  CEO)  gets  most 
revenue  trading  wholesale  energy.  It  still 
keeps  a  hand  in  regulated  utilities  with  its 
Baltimore  Cas  &  Electric. 

Banking  executive 
Mayo  Shattuck  took 
over  Constellation  in 
2001.  He  divested  pe- 
ripheral assets  and 
boosted  efficiency.  In 
2004's  first  three  quar- 
ters, earnings  (exclud- 
ing discontinued  op- 
erations and  accounting  changes)  rose  27% 
to  $454  million  on  revenue  up  29%  to  $9.2 
billion.  The  stock  trades  at  13  times  trailing 
earnings,  slightly  behind  peers,  maybe 
because  of  a  March  S&P  debt  downgrade  on 
fears  energy  trading  is  still  iffy.  But  Andrew 
DeVries  of  Creditsights  sees  Constellation 
as  takeover  bait.  See,  Chief  Executive  Shat- 
tuck helped  sell  off  Alex.  Brown  and 
Bankers  Trust.  — Phyllis  Berman 


Fat-Free  Chips 

The  creation  of  a  2002  merger,  wireless 
chipmaker  SKYWORKS  SOLUTIONS  (II,  SWKS) 

weathered  heavy  losses  and  turned  itself 
around,  streamlining  operations.  By  cut- 
ting lead  times  (inventory  turns  rose 
from  5.8  times  to  6.6  times  in  the  fourth 
quarter),  the  leaner  Skyworks  scored  cus- 
tomer wins  and  beat  out  slower  competi- 
tors, says  Cheryl  Prinz,  a  D.A.  Davidson 
analyst. 

For  the  fiscal  year  ended  Oct.  1,  earn- 
ings were  $26  million,  following  2003's 
loss  of  $451  million.  Revenue  grew  27% 
to  $784  million.  Cus- 
tomers range  from 
Motorola  to  Nokia 
to  second-tier  Chi- 
nese manufacturers. 
Skyworks  will  bene- 
fit from  service  pro- 
viders' wireless  net- 
work upgrades.  Its 
current  trailing  multiple  of  33  makes  it  a 
bargain  relative  to  its  peers  (43). 

— Tatiana  Serafin 


Stock  price 


Buyback  Blues 

Stock  buybacks  are  popular  these  day 
But  maybe  some- 
times it's  better  to 
shove  all  that  cash 
into  the  business. 
Home  furnishings 
chain  PIER  l  IMPORTS 
(19,  PlR)  plowed  $54 
million  into  buy- 
backs in  2004  and 
indicates  more  lie  ahead. 

The  money  would  have  been  bette 
spent  sprucing  up  showrooms.  The  ou' 
fit  reported  same-store  sales  in  the  thir 
quarter  (ended  Nov.  27)  off  6.3%.  I 
2004's  first  nine  months  Pier  l's  sale 
rose  4.5%  to  $1.4  billion,  but  the  ne 
profit  margin  fell  2.3  percentage  poin' 
to  3%. 

Analysts  aren't  looking  for  th 
holiday  season  to  offer  any  tonic:  Exper 
sive  promotions  are  expected  to  flatte 
profit  margins  even  further.  Short  th 
stock,  cover  at  $13. 

— Daniel  Krugt 
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RULE  #9 

IT  PAYS  TO  USE  THE 
RIGHT  TOOLS  FOR  THE  JOB 


sstment  Management,  you  don't  want  to  be  limited  by  the  information  tools  you  use.  With  our 
sition  of  Multex,  you  can  now  combine  research,  real-time  estimates  and  fundamental  data  with 
bst,  accurate  news  and  prices  that  you  expect  from  Reuters.  All  of  which  gives  you  greater  control 

vital  information  you  rely  on.  For  a  smoother  operation,  visit  www.reuters.com/assetmanagement 


REUTERS 

KNOW.  NOW. 


i 


Yes,  But  James  Grant 


The  Paper 
Standard 


|N  THE  RED-LETTER  YEAR  OF  1986  THE  UNITED  STATES 
I  became  a  net  debtor:  The  value  of  foreign -owned  assets  in 
I  the  U.S.  topped  (by  a  small  margin)  the  value  of  American- 

■  owned  assets  outside  the  U.S.  Thomas  Gale  Moore,  a  mem- 

■  ber  of  Ronald  Reagan's  Council  of  Economic  Advisers,  said 
not  to  worry.  "We  can  pay  off  anybody  by  running  a  printing 
press,  frankly,  so  it's  not  clear  to  me  how  bad  [a  net  debtor 
status]  is,"  he  declared. 

Maybe  we  are  going  to  find  out.  Foreigners  now  own 
$2.4  trillion  more  of  us  than  we  do  of  them.  The  U.S.  current 
account  is  in  deficit  in  a  sum  equivalent  to  5.7%  of  U.S.  gross 
domestic  product.  The  dollar  is  in  a  bear  market.  The  dollar  print- 
ing press  to  which  Moore  so  Lightly  alluded  is  working  overtime. 

Reading  about  the  greenback,  you  have  probably  encoun- 
tered the  word  "system,"  as  in  "monetary  system."  And  there  is 
a  system — a  "complex  unity  formed  of  many  often  diverse  parts 
subject  to  a  common  plan  or  serving  a  common  purpose,"  to 
borrow  from  Webster's. 

But  it  isn't  your  father's  or  your  grandfather's  monetary 
system,  much  less  your  great-grandfather's.  Your  great-grand- 
father's system  was  the  gold  standard,  under  which  the  money 
supply  was  regulated  by  movements  in  the  quantity  of  mon- 
etary gold. 

Then  came  the  ersatz  gold  standard,  also  known  as  Bretton 
Woods,  under  which  the  money  supply  was  supposed  to  be 
regulated,  or  influenced,  by  movements  in  monetary  gold  (but 
really  wasn't).  President  Richard  Nixon  put  this  fake  gold 
standard  out  of  its  misery  in  1971.  Next  up  was  the  pure  paper 
standard,  under  which  the  money  stock  is  positively  not  regu- 
lated or  influenced  by  anything  on  the  periodic  table  of  the  ele- 
ments. And  it  shows. 

You  don't  have  to  be  a  goldbug  to  acknowledge  the  deficien- 
cies of  the  post-gold-standard  monetary  arrangements.  The  lack 
of  a  check  on  money  printing  has  brought  us  to  our  present 
state,  a  state  in  which  a  deputy  governor  of  the  People's  Bank  of 
China,  Li  Ruogu,  can  upbraid  the  U.S.  for  financial  mismanage- 
ment and  lay  fair  claim  to  some  of  the  facts.  "The  savings 
rate  in  China  is  more  than  40%,"  Li  told  the  Financial  Times 
in  November.  "In  the  U.S.  it  is  less  than  2%.  So  the  problem 


is  that  they  spend  too  much  and  save  too  little." 

Li  was  too  kind.  Americans  save  just  about  zero.  Foreigne: 
do  their  saving  (and  investing)  for  them.  The  U.S.  imports  me: 
chandise  and  exports  dollars.  The  dollars,  now  unwanted  by  tr 
foreign  vendors  who  earn  them,  pile  up  on  the  balance  sheets  < 
foreign  central  banks,  chiefly  Asian  ones. 

With  these  dollars  the  Asian  bankers  buy  U.S.  governmei 
securities.  They  buy  more  than  that.  They  buy  export  growt 
and  employment  growth.  By  buying  dollars,  they  suppre: 
the  rise  in  the  value  of  their  own  currencies.  From  the  Ame: 
ican  vantage  point,  no  sweeter  system  could  be  devised. 

The  hallmark  of  the  classical  gold  standard  was  the  prom] 
adjustment  of  international  payments  imbalances.  The  hal 
mark  of  the  pure  paper  standard  is  the  indefinite  postpom 
ment  of  international  payments  imbalances.  Under  the  go! 
standard,  a  deficit  country,  if  it  persisted  in  its  deficit,  wou) 

eventually  run  out  of  gol» 
Under  the  pure  paper  star 
dard,  a  deficit  country,  if  it 
the  U.S.,  can  keep  right  a 
printing  money. 

That  is,  it  can  keep  c 
printing  until  its  creditors  cr 
"Uncle!"  The  New  York  Fe 
estimates  that,  at  year-end  200 
foreign  central  banks  he] 
$2.1  trillion  in  dollar-denom 
nated  securities,  "equivalent 
more  than  half  of  marketab 
Treasury  debt  outstanding." 
Is  it  so  far-fetched  to  woi 
der  if  these  central  banks  might  decide  one  day  that  they  ow 
too  much?  Federal  Reserve  Chairman  Alan  Greenspan  himse 
has  so  speculated. 

Speaking  in  Frankfurt  on  Nov.  19,  the  Maestro  concede 
that  "net  claims  against  residents  of  the  U.S.  cannot  continue 
increase  forever  in  international  portfolios  at  their  recent  pac 
Net  debt  service  cost,  though  currently  still  modest,  would  evei 
tually  become  burdensome.  At  some  point  diversification  coi 
siderations  will  slow  and  possibly  limit  the  desire  of  investors 
add  dollar  claims  to  their  portfolios."  Here  was  the  central  ban 
ing  equivalent  of  an  insider  sale. 

As  I  write,  Japanese  and  European  authorities  are  deplorii 
the  unwanted  appreciation  of  the  yen  and  the  euro.  They  a 
weighing  joint  intervention  to  stop  it. 

Such  talk  underscores  a  vital  fact.  In  2005  a  strong  curren 
is  the  Old  Maid  of  the  monetary  deck.  Nobody  wants  it,  n- 
even  George  W.  Bush. 

But  I  observe  that  the  universal  yearning  for  weak  currenci 
is  tantamount  to  a  yearning  for  a  strong  gold  price.  I  believe  th 
these  complementary  longings  will  be  fulfilled.  Count  me 
bullish  on  gold — still. 


A  strong 
currency  is  the 
Old  Maid  of  the 
monetary  deck. 
Nobody  wants 
it.  So  don't  own 
currencies  if 
you  can  help  it. 


I  pO|"|)£<j  I  James  Grant  is  the  editor  of  Grant's  Interest  Rate  Observ 
— I  Visit  his  home  page  at  www.forbes.com/grant. 
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FORBES  GLOBAL  CEO  CONFERENCE 

THE  NEXT  WAVE 


For  more 
information 
and  enquiries 

Registration 

Cheryl  Siow 
Tel:  (65)  6836  3408 
Fax :  (65)  6836  3405 
ceo@forbesasia.com.sg 

General  Inquiries 
and  Sponsorship 
(outside  Australia) 

Tina  Wee /Kit  Lee 
Tel:  (65)  6836  3408 
Fax: (65)  6836  3405 
ceo@forbesasia.com.sg 

Sponsorship 
(within  Australia) 

Jim  Clarke 
Tel:  (61 3)  8606  3001 
Fax:  (61 3)  8606  3010 
jimc@nuancemuitimedia.com 


August  30  -  September  1,  2005 

Sydney  Opera  House,  Australia 


New  ideas  flash  around  the  world  at  the  speed  of  light.  Whether  in  business,  technology, 
education  or  sports,  staying  ahead  of  trends  is  a  crucial  ingredient  in  success. 

At  the  fifth  annual  Forbes  Global  CEO  Conference,  senior  figures  from  the  world's  leading 
companies  and  institutions  will  discuss  the  best  ways  to  nurture  and  capitalize  on  innovation 
and  reveal  the  latest  global  trends. 

Where  better  to  discuss  staying  ahead  than  in  Australia  -  home  to  the  first  major  financial 
market  to  open  each  day,  to  excellence  in  biotechnology  and  information  and 
telecommunications  innovation,  and  to  world-leading  players  in  environmental  sciences 
and  renewable  energy.  Join  us  at  Sydney's  spectacular  Opera  House  for  an  inspiring  look 
at  the  future. 

Conference  Fee 

Early  Bird  US$3,995  (on  or  before  May  31 , 2005) 

US$5,000  (after  May  3 1 , 2005) 

*  Delegate  attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to  the  qualified 
titles  (usually  Chairman,  Vice  Chairman,  CEO,  President,  Executive  Vice  President,  Senior  Vice  President, 
Managing  Director  and  Executive  Director). 


Host  Sponsor 


Australian  Government 
Invest  Australia 
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Government 
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Global        litn\m  Solutions'" 


MACQUARIE 


Small  Stocks  Marc  Robins 


Playing 
Rebounds 


INVESTORS  LIVE  FOR  REBOUNDS,  JUST  AS  IN  THE  MOVIES 
when  the  hero  picks  himself  off  the  floor  and  vanquishes 
the  villain.  There  are  rebounds  by  the  market  as  a  whole  or 
by  industry  sector.  You  capture  the  broad  rebounds  by  own- 
ing an  index  or  sector  fund.  At  best  these  may  log  a  double- 
digit  advance  for  the  year.  On  average,  they  rise  in  the  high  sin- 
gle digits. 

But  it  is  the  individual  company  rebounds  that  bring  true 
riches.  To  illustrate,  let's  shift  to  the  realm  of  large  caps  for  a 
moment  because  their  stories  are  well-known.  Say  you  had 
invested  in  scandal-plagued  Tyco  International  two  years  ago. 
The  conglomerate's  makeover,  with  the  rascally  old  manage- 
ment gone,  quadrupled  your  stock  price. 

With  small  caps  the  rebounds  can  be  as  profound,  if  less  cel- 
ebrated. In  the  Apr.  12  issue  this  year,  for  instance,  I  spotlighted 
Hartmarx,  which  has  suffered  from  the  business-casual  trend 
that  has  diminished  demand  for  men's  suits.  The  company 
responded  by  buying  a  woman's  clothing  line,  Exclusively 
Misook.  Hartmarx  stock  is  up  45%  since  then,  far  outstripping 
both  the  S&P  500  and  the  small-cap  Russell  2000.  And  this  is  just 
the  beginning  for  Hartmarx  shareholders. 

When  is  it  too  late  to  get  in  on  a  rebound?  Don't  be  afraid  if 
you  conclude  that  a  company  has  good  underlying  fundamentals 
and  a  wise  strategy,  even  if  a  run-up  has  occurred.  Two  years  ago 
Tyco  stock  hit  bottom  at  $8  per  share.  You  might  have  waited  until 
September  2003  to  be  sure  the  company  was  on  the  right  track,  and 
the  stock  was  $20.  Getting  in  then  still  would  have  served  you  well, 
though  not  as  well  as  the  riskier,  earlier  bet.  The  stock  is  now  at  $34. 

Although  I  don't  necessarily  count  myself  among  the  pure- 
value  breed — I'm  more  of  a  growth-at-a-reasonable-price 
(GARP)  guy — I  certainly  appreciate  the  satisfaction  of  finding 
gems  that  have  lost  their  luster,  followed  by  the  thrill  of  surging 
valuations  as  the  rest  of  the  market  piles  in.  Three  small  compa- 
nies jump  out  at  me  as  smart  rebound  plays.  All  have  seen  their 
stock  rise  as  investors  caught  wind  of  their  comebacks.  And  I'm 
convinced  that  all  have  much  more  to  rise. 

Measurement  Specialties  (25,  MSS)  makes 
electronic  sensors,  scales,  distance-measur 
ing  devices  and  pressure  gauges.  The  reces 
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sion  whomped  it,  and  the  company  sank  to  a  loss  of  $29  millioi 
on  revenue  of  $97  million  for  fiscal  2002.  The  Amex  halted  trad 
ing  twice  that  year,  for  a  total  of  seven  months.  The  new  chie 
executive,  Frank  D.  Guidone,  has  righted  the  company  and  i 
focusing  more  on  commercial  sensors,  exiting  from  the  lower 
margin  consumer  sensor  business.  The  outfit  returned  to  prof 
itability  this  last  fiscal  year;  in  the  first  half  of  this  one,  ended  ii 
September,  earnings  climbed  34%  to  $7  million  and  sales  18°/ 
to  $64  million.  The  stock,  listed  on  the  American  Exchange,  ha 
risen  nicely  from  a  low  of  $1 .50  two  years  ago. 

That's  some  rebound.  And  I  do  not  believe  that  the  recover 
is  anywhere  near  an  end.  The  company,  whose  earnings  pe 
share  last  year  was  86  cents,  should  hit  $1.15  this  fiscal  year  am 
$  1 .60  next  year. 

Greenbrier  Corp.  (32.GBX)  has  benefited  from  a  resurgent  econ 
omy,  which  has  pumped  up  orders  for  the  railcars  and  barges 

manufactures.  Rail  shipper* 
whose  fleets  are  aged,  were  don 
bly  eager  to  buy  fresh  rollin 
stock.  Earnings  exploded  five 
fold  to  $20  million,  or  $1.37 
share,  for  the  fiscal  year  ende 
in  August,  on  a  37%  revenu 
gain  to  $729  million. 

Two  years  ago  the  stoc 
languished  at  the  $5  level,  the 
began  its  inexorable  clim 
as  2003  began.  Greenbrie 
helped  things  along  by  re 
instating  the  dividend,  now  2 
cents  a  year.  This  company  sti 
has  wheels.  I'm  looking  for  $ 
this  coming  year. 
NovaGold  Resources  (7,  NG)  is  not  as  far  along  in  its  reboun 
This  gold  mining  company's  stock  is  up  90%  since  May,  pulle 
along  by  the  surge  in  gold  prices  and  advances  in  the  company 
exploration  process.  But  even  at  $450  per  ounce,  gold  isn't  doir 
anything  to  NovaGold's  bottom  line;  the  Canadian  mining  coi 
cern  is  still  in  the  exploration  phase. 

NovaGold  has  been  puttering  along  since  new  managi 
ment  entered  the  picture  in  1998.  But  the  vast  increase  i 
resources  lately  has  injected  new  urgency  into  the  enterpris 
Management  has  added  many  alumni  from  Placer  Dome 
Alaskan  exploration  team,  who  have  good  working  relatioi 
with  Native  American  groups  as  well  as  state  and  local  go1 
ernments.  This  team  knows  more  about  the  territory  tha 
most  others  do.  Revenue  did  increase  threefold  in  the  niri 
months  ended  in  August,  but  to  a  mere  $3.2  million.  Mean 
while  losses  deepened  by  31%,  to  $8.3  million.  Still,  resuU 
of  drill  tests  so  far  suggest  high  concentrations  of  gold,  ph 
silver  and  copper,  in  all  of  its  claims.  The  claim  at  Galo: 
Creek  in  British  Columbia  is  especially  promising. 


You  can  make 
good  money  on 
turnaround 
plays,  even  with 
stocks  that 
have  run  up. 
Some  growth 
phases  last  for 
years. 


Forbes 


Marc  Robins  is  head  of  research  for  Crown  Point  Group,  an  investment  advisory  servi 
on  small-  and  micro-cap  stocks.  Visit  his  home  page  at  www.forbes.com/robins. 


Discover  the  secrets  of 


organizational  performance  and  growth. 
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If  you're  a  business-unit  leader,  corporate  trainer, 
or  HR  professional  tasked  with  improving 
performance  in  your  organization,  FranklinCovey 
Symposium  will  offer  knowledge  and  skills  on  how 
to  grow  results  year  after  year  by  focusing  on  specific 
business  initiatives  and  building  workforce  capabilities. 

What's  on  the  Agenda 

Discover  the  Principles  of  Greatness:  Prepare  to  be  enlightened 
about  the  principles  that  distinguish  great  organizations  from  good 
ones  and  how  you  can  pursue  a  path  from  good  to  great.  Jim  Collins 
will  encourage  you  to  apply  specific  principles  within  your  own 
areas  of  responsibility  to  create  an  area  of  greatness. 

>  Build  Upon  and  Move  Beyond  Effectiveness:  Dr.  Stephen  R. 
Covey  will  show  that  surviving,  thriving,  innovating,  excelling,  and 
leading  in  today's  reality  requires  a  new  mind-set,  a  new  skill-set, 

a  new  tool-set — it  requires  a  new  habit  that  will  take  you  beyond 
effectiveness  and  put  you  onto  the  pathway  leading  to  greatness. 

>  Achieve  Sustained  Superior  Performance:  While  everyone 
strives  to  achieve  sustained  superior  performance,  few  actually  do. 
Those  who  manage  to  maintain  this  heightened  level  of  success 
are  the  truly  great  organizations.  Consultants  will  share  with 

you  breakthrough  insights  and  best  practices  you  can  implement 
immediately. 

What  You  Will  Take  Back  With  You 

After  intensive,  hands-on  work  sessions  and  thought-provoking 
keynote  speakers,  you'll  understand  how  to: 


>  Rapidly  get  everyone  in  your 
organization  focused  on  and 
committed  to  the  same  goals. 

>  Quickly  implement  critical 
measures  to  track  results 
throughout  your  organization. 


>  Help  individuals  take 
ownership  of  their  personal 
performance  and  results. 

Build  a  culture  of  discipline. 

>  Develop  leaders  who  drive 
the  bottom  line. 


%i>*  Forbes  ffSrMh  KSSK 


Register  Today! 

Call  1-800-360-8818  or  online  at 
www.franklincovey.com/forbes 


Capital  Markets  Marilyn  Cohen 


Junk:  Not 
Worth  It 


THE  JUNK  MARKET  IS  OVERSTRETCHED.  ALL  FOUR  FORBES 
Best  Buys  in  junk  bond  mutuals  yield  less  than  6%. 
That's  a  limbo-low  return  in  the  riskiest  bonds.  The 
story  is  the  same  for  individual  junk  issues.  The  new- 
issue  market  tells  the  tale. 
Wynn  Resorts  {see  p.  160),  rated  B+  by  Standard  &  Poor's, 
came  to  market  in  November  with  a  first  mortgage  issue  of 
$1.3  billion  due  December  2014,  paying  an  unimpressive  6.625% 
coupon.  The  casino  bond,  which  sold  at  par,  had  a  mere  2.5- 
percentage-point  spread  over  Treasurys.  Wynn  mortgage  debt 
issued  only  two  years  ago  had  a  9.8-point  spread. 

Don't  think  that  matters  will  improve  once  the  bonds  are 
traded  for  a  while.  There's  just  no  "high"  in  high  yield  anymore. 

Junk  yields  are  at  the  narrowest  spread  over  Treasurys  since 
1998.  According  to  Merrill  Lynch,  junk  in  October  2002  yielded 
an  average  1 1  percentage  points  more  than  Treasurys;  now  we're 
at  a  mere  3.25-point  differential.  That,  in  my  book,  is  far  from 
adequate  compensation  for  the  risk  of  default. 

The  reason  for  the  narrowing  spreads:  Everything  that  could 
go  right  in  the  junk  bond  market  has.  Fundamentals  and  bal- 
ance sheets  are  greatly  improved.  With  rates  so  low,  institutional 
investors  have  scrambled  to  buy  anything  with  a  smidgen  more 
yield  than  Treasurys  and  high-grade  corporates.  Hence  new 
junk  issues  are  oversubscribed,  so  the  demand  escalates  prices 
and  depresses  yields.  No  wonder  there  are  no  bargains. 

This  will  all  end  badly:  When  the  high-yield  market  swoons 
(and  it  eventually  will),  liquidity  will  dry  up  and  getting  out  at 
good  prices  will  be  impossible. 

My  recommendation  is:  Well  before  that  dread  day  arrives, 
harvest  some  of  your  profits  from  your  high-yield  funds.  Do  it 
now.  Take  the  money  and  upgrade  your  quality.  Sure,  you  will 
give  up  yield.  Better  to  be  early  than  have  to  squeeze  through  the 
exit  door  with  the  masses,  when  you  will  get  a  whole  lot  less. 

Switch  into  issues  rated  BBB  or  better.  These  don't  rely,  for 
their  repayment,  on  a  bank  to  extend  a  credit  line  or  an  under- 
writer to  unload  a  new  issue. 

Wyeth  is  a  high-quality  borrower  I  like.  It  is 
a  pharmaceutical  name  most  dieters  recognize 
(fen-phen),  hormonal  baby  boomers  know  (es- 


trogen replacers  Premarin/Prempro)  and  litigators  love.  Despite 
that  last  one,  this  company  has  everything  in  its  favor. 

All  of  Wyeth's  business  sectors  are  in  high  gear.  There  is  an 
impressively  long  pipeline  of  new  drugs.  It  has  few  patents  expir- 
ing soon,  and,  most  important,  the  finish  line  with  fen-phen 
litigation  is  in  sight.  People  are  still  buying  Wyeth's  over-the- 
counter  medications  like  Advil,  Dimetapp  and  Robitussin. 

Buy  the  Wyeth  5.5s,  due  Feb.  1, 2014,  at  104  cents  on  the  dollar 
for  a  5%  yield  to  maturity.  This  noncallable  issue  is  $1.75  billion 
in  size,  and  the  coupon  steps  up  a  quarter  percentage  point  if  a 
rating  agency  downgrades  its  credit  quality.  Bonds  are  rated  A 
by  Standard  &  Poor's,  Baal  by  Moody's,  both  with  negative 
outlooks  due  to  fen-phen  litigation.  The  company  may,  indeed, 
have  to  add  to  a  reserve  to  cover  its  tort  liability,  but  long-term 
earning  power  is  not  endangered. 

It's  risky  to  build  first  and  wait  for  the  market  to  grow  later, 

but  that  business  model  work- 
in  Las  Vegas.  Harrah's  Enter- 
tainment, with  its  excellent 
management  and  superb  prop- 
erties (recent  acquisition:  Cae- 
sars Entertainment)  bring; 
home  the  jackpot.  Harrah's 
Operating  Co.  5.375s,  due  Dec 
15,  2013,  are  priced  at  101  to 
yield  5.25%  to  maturity,  anc 
are  my  Las  Vegas  bet. 

Rated  Baa3  by  Moody': 
and  BBB-  by  Standard 
Poor's,  Harrah's  bonds, 
think,  have  a  great  chana 
of  being  upgraded  after  th» 
integration  of  Caesars  is  com 
plete.  The  issue  size  is  $500  million. 

The  only  question  I  have  about  Harrah's  acquisition  of  Caesar 
is  why,  after  spending  tens  of  millions  of  dollars  to  upgrade  th 
Caesars  casino,  hotel  tower  and  Forum  retail  shops,  did  the  Caesar 
management  decide  to  sell?  In  this  deal,  seems  to  me,  Harrah's  i 
the  real  winner. 

Lastly,  if  you  need  a  wee  more  yield,  then  buy  ad  and  mar 
keting  colossus  Interpublic.  The  Interpublic  Group  6.25s,  due  No\ 
15,  2014,  is  a  $350  million  deal  issued  in  November.  This  has 
split  rating:  an  investment  grade  Baa3  by  Moody's  and  a  jun 
BB-  by  Standard  &  Poor's.  The  bonds  trade  at  101.84  for  a  6°/ 
yield  to  maturity. 

More  than  the  previous  two  picks,  Interpublic  is  a  turnaround 
story  with  lots  of  "ifs."  If  this  New  York  firm  can  continue  to  cu 
costs,  if  the  advertising  spending  upswing  stays  on  course  and 
Interpublic  can  improve  revenues  and  its  operating  margins,  yo 
will  be  handsomely  rewarded  with  the  6.25%  income  stream. 

The  time  will  come  again  to  invest  in  junk.  That  time  i 
not  now.  I 


High-yield 
bonds  don't 
offer  such  great 
yields  lately.  So 
why  shoulder 
the  risk?  Better 
credits  give  you 
payouts  almost 
as  good. 


Forbes 


Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angele 
fixed-income  money  manager.  Visit  her  home  page  at  www.forbes.com/cohen. 
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MARKETING 

STRATEGY 

-Life  Applications  to  Measurably  Impact  Your  Business 


Malcolm  Gladwell 

Author,  The  Tipping  Point  & 

the  soon-to-be  released  Blink 

Gary  Loveman 

President  &  Chief  Executive  Officer 
Harrah's  Entertainment,  Inc. 

David  Aaker 

Vice  Chairman,  Prophet;  Professor 
Emeritus,  Haas  School  of  Business, 
University  of  California-Berkeley 

Manna  Gorbis 
Director, 

Technology  Horizons  Program 
Institute  for  the  Future 


Russell  Arons 
Vice  President, 
Mattel 


Marketing 


Arun  Sinha 

Chief  Marketing  Officer 
Pitney  Bowes 

Clare  Hamill 

Vice  President, 

New  Business  Development 

Nike 

Leslie  Dane, 

Vice  President,  Deputy  Director, 
Global  Marketing 
Motorola,  Inc. 


Crowne  Plaza  Union  Square  •  San  Francisco 

Drive  Strategic  Thinking  in  Your  Organization 

Develop  an  Actionable  Blueprint  for  Tomorrow's  Challenges 

Focus  on  the  Areas  That  Matter  to  You  Most 


BRAND  BUILDING 

Relevancy 

Proving  the  Value  of  Marketing 

Differentiation 

Marketing  for  Growth 

Re-branding 

Scorecard  Metrics 

Brand  Portfolio  Strategy 

Boosting  Market  Share 

Brand  Evolution 

Delivering  ROI 

Internal  Branding 

Marketing  Spend  Allocation 

CUSTOMER  EXPERIENCE  MANAGEMENT 

CHANNEL  STRATEGY 

Turning  Customers  Into  Advocates 

Loyalty  Marketing 

Delivering  Stellar  Experiences 

Customer  Retention 

Effective  Research  Methodologies 

Operational  Considerations 


Ensuring  Consistency  in  a 
Multi-Channel  World 
Optimizing  Business  Processes 
Utilizing  the  Online  Channel 
Measuring  Success 
Satisfying  Diverse  Retail  Channels 
Effective  Channel  Management 


Highlights  Include: 


Blue  Cross  Blue  Shield,  DaimlerChrysler,  Eli  Lilly,  Hewlett-Packard,  IBM,  JELD-WEN,  Kraft  Foods,  Mauna 
Loa  Nut  Holdings,  Microsoft,  Nestle  USA,  Saks  Fifth  Avenue,  Schwan's  Consumer  Brands,  Stila  Cosmetics, 
Sherwin-Williams,  Verizon,  Wells  Fargo  and  many  more 

£  ,  |  NEW  FOR  2005! 

An  Entire  Day  Devoted  Exclusively  to  Business-to-Business  Marketing  Strategies 


Supported  By 


Forbes 
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COLLOQUY 


PROPHET 


Fallon 


Brand  Consulting  iCarkeTmgsherpa 


brandchannel com 
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Register,     Call:  888.670.8200     Fax:  941 .365.2507     Email:  register@iirusa.com 
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Forbes  CEO 

Forum-Europe 


London  Business  School  Dean,  Laura  Tyson      easyGroup  (UK)  Founder,  Stelios  Haji-Ioannou  BMW  Chairman,  Helmut  Panke 


Scenes  from  the  Forbes  CEO  Forum — Europe,  17-18  June  2004,  Four  Seasons  Hotel,  London 


For  access  to  the  globe's  most  relevant  thinkers,  CEOs  turn  to  Forbes,  the  leader  in  world  class  conferences 

Please  join  us  at 

The  2nd  Annual  Forbes  CEO  Forum — Europe 
27-28  June  2005 
Cercle  de  l'Union  Interallied 
Paris,  France 


To  sponsor  contact  Kim  Harrell  at  212-367-2532  or  kharrell@forbes.com 
To  attend  contact  Emily  Lord  at  212-367-2519  or  elord@forbes.com 


www.forbesconferences.com 


Forbc 

Conference  Gr  I 


ARMING 


You:  Truffle  Baron 

lupplies  of  wild  truffles  are  declining.  What's  a  fungiphile  to  do?  Plant  oak  trees, 
ly  Jessica  Maxwell 


WILD  TRUFFLES  WERE  ONCE 
so  plentiful  that  European 
peasants  consumed  them 
like  potatoes.  Recipes  from 
the  1800s  call  for  a  whole 
ound  of  truffles  to  stuff  a  capon.  Today 
lat  stuffing  would  cost  something  like 
2,000.  A  six-course  white  truffle  tasting 
lenu  being  offered  in  New  York  by  chef 
lain  Ducasse  contains  in  toto  20  grams  of 
uffle.  Price:  $320. 

As  gourmets'  appetites  for  truffles 
ive  waxed,  supplies  have  waned.  In  the 
ist  100  years  France's  annual  harvest  of 
ack  truffles  has  plunged  from  2,000  tons 
i  8.  Clobbered  by  global  warming,  acid 
in  and  the  Gallic  penchant  for  building 
mdos  on  prime  truffle  land,  harvests 
ere  further  shrunk  by  the  heat  wave  of 
)03,  which  killed  more  truffles  than  it 
d  Parisian  shut-ins.  Northern  Italy's 
hite  Piedmont  truffles  likewise  suffered. 

Dwindling  supplies  have  sent  dealers 
:e  John  Magazino  of  Bel  Canto  Foods  in 
ew  York  scrambling  for  alternative 
urces.  China  now  produces  truffles, 
oatia,  too,  has  come  on  board — but 
lietly.  Reason:  Truffles  claiming  to  hail 
)m  France  or  Italy  (no  matter  what  their 
le  country  of  origin)  command  a  pre- 
lum price.  "These  days,"  says  Magazino, 
30ut  50%  to  60%  of  what  France  sells  as 
;nch  blacks  come  from  Spain.  Seventy 
rcent  of  what  Italy  sells  as  Italian  whites 
i;  ually  come  from  Croatia."  In  the  U.S. 
lid  truffles  now  are  being  dug  in  Oregon, 
ilnetimes  with  the  help  of  fungus-sniff- 
i;  dogs  (in  France,  pigs  used  to  do  the 


hunting).  Some  truffle  farming  is  going 
on  in  New  Zealand  and  Tasmania. 

All  sources  combined,  however,  are 
not  enough  to  keep  pace  with  demand. 
Says  Magazino,  "I  worry  that  someday 
we'll  run  out  of  truffles  altogether." 

Unless,  that  is,  U.S.  farmers  get  the 
knack  of  cultivating  the  precious  fungi  on 
a  large  scale — a  feat  that  so  far  has  eluded 
them.  This  hasn't  stopped  Napa  Valley 
vintner  Larry  Turley  from  trying.  "I  got 
interested  when  I  learned  that  European 
truffles  like  alkaline  soil,"  says  Turley,  who 
just  happens  to  own  a  piece  of  appropri- 
ately limey  land  on  California's  central 
coast.  Two  years  ago  he  bought  2,600  oak 
and  hazelnut  seedlings  (at  $16  each)  inoc- 
ulated with  Tuber  melanosporum — French 
black  truffle.  They  came  from  two  differ- 


ent suppliers  of  truffle-trees,  Franklin 
Garland  of  North  Carolina  and  Charles 
Lefevre  of  Oregon. 

A  truffle  is  the  fruiting  body  of  an 
underground  mycorrhizal  fungus  that 
lives  in  symbiosis  with  tree  roots.  If  a  tree 
root  was  a  hot  dog  and  the  fungus  corn- 
meal  batter,  and  if  you  dipped  the  root- 
dog  into  the  fungus-batter,  then  you'd  get 
a  mycorrhiza,  which  is  a  tree  root  covered 
in  fungus.  (Under  the  microscope,  mycor- 
rhizae  really  do  look  like  little  corn  dogs.) 
Researchers  like  Lefevre  say  they  have 
developed  secret  techniques  for,  as  it  were, 
applying  batter — and  making  it  stick. 

Filaments  from  the  mycorrhizae  form 
a  net — the  mycelium — that  searches  soil 
for  water  and  nutrients  and  delivers  these 
to  the  tree  roots,  in  exchange  for  sugars 
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produced  by  the  tree.  It's  an 
arrangement  that  keeps 
both  tree  and  fungus  happy 
and  produces  lots  of  truffles. 

Being  a  subterranean 
species,  truffles  have  no  way 
to  cast  their  spore  to  the 
wind,  and  so  must  seduce 
critters  into  nibbling  them, 
thus  carrying  off  spores  for 
dispersal.  Looks-wise,  the 
knobby  fungi  are  the  Quasi- 
modos of  the  mushroom 
kingdom.  But  mammals, 
including  humans,  are  drawn  to  truffles' 
swoon-inducing  perfume,  in  part  because 
it  can  include  the  pheromone  alpha- 
androstenol,  found  in  the  underarm  per- 
spiration of  men  and  the  urine  of  women. 
Gourmets  from  time  immemorial  have 
compared  eating  truffles  to  a  near-sexual 
experience.  A  few  veil-thin  shavings  are 
sufficient  to  send  a  simple  risotto  into  the 
anteroom  of  heaven.  (For  a  list  of  restau- 
rants specializing  in  truffles  and  a  guide  to 
foraging  for  wild  truffles  in  the  U.S.,  visit 
forbes.com/extra.) 

Larry  Turley  tested  his  seedlings  for  the 
presence  of  truffle  mycorrhizae.  Some 
from  Garland  turned  out  to  be  duds,  he 
says:  "They  were  completely  naked, 
untouched  by  melanosporum."  This 
merely  confirmed  the  opinion  of  Ehren 
Jordan,  Turley's  general  manager,  that  the 
whole  scheme  was  risky.  "Larry  had  to 
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drag  me  kicking  and  scream- 
ing into  truffle  cultivation.  It 
seemed  like  the  ultimate  snake 
oil  deal:  'Here,  plant  these 
trees,  pay  me  a  bunch  of 
money,  and  in  seven  years  you 
might  have  something.'"  He 
does  confirm,  however,  that 
Lefevre's  trees  had  mycor- 


at  cultivation  have  succeeded.  Scientists  a 
the  University  of  California,  Davis  in  th 
early  1980s  tried  to  mass-produce  truffl. 
mycelium,  growing  them  in  culturin 
media  without  trees.  "What  they  claime 
was  truffle  mycelium  had  no  flavor,"  say 
Lefevre.  "It  was  like  feeding  people  appl 
trees  rather  than  apples." 

Lefevre  holds  a  Ph.D.  in  mycology, 


"Larry  Turley  had  to  drag  me  KICKING 
AND  SCREAMING  into  truffle  cultivation." 


rhizae  to  spare.  Garland,  who  claims  he 
has  sold  truffle  trees  to  customers  since 
1994  without  incident,  says  Turley  liked 
lefevre's  trees  better  because  they  cost  less. 

Truffle  farming  is  very  much  in  its 
infancy,  despite  the  fact  that  crude  grow- 
ing methods  date  to  the  early  1800s,  when 
France  started  farming  truffles.  (Today 
25%  of  French  truffles  are  farmed.)  New 
Zealand's  and  Australia's  farmed  produc- 
tion is  tiny.  By  far  the  world's  largest  truf- 
fle plantation  is  in  the  town  of  Abejar,  a 
two-and-a-half-hour  drive  north  of 
Madrid.  Here  35  years  ago  food  company 
Arotz  planted  1 50,000  mychorrhized  oaks 
on  1,500  acres.  lohn  Magazino  has  visited. 
He  finds  the  farmed  truffles  every  bit  the 
equal  of  wild  French  blacks.  "We  pulled 
ten  pounds  in  one  hour,"  he  says,  "not  a 
bad  day's  work,  at  $500  a  pound." 

To  date  few  North  American  attempts 


president  of  the  North  American  Tru 
fling  Society  and  is  founder  of  Ne 
World  Truffieres,  a  Eugene,  Ore.  truff 
tree  company.  "But  the  money  is  not  i 
producing  trees,"  he  says.  "My  goal  is  I 
be  a  truffle  producer." 

His  other  goal  is  to  cultivate  Italia 
white  truffles — a  feat  he  says  no  one  in  tl 
world  has  yet  accomplished.  He  has  inoct 
lated  seedlings  with  Italian  white  truff 
and  kept  the  resulting  mycorrhizae  ali 
for  three  years,  so  far.  "If  you  could  cult 
vate  Italian  whites,"  he  says,  "and  if  yoi 
trees  managed  to  produce  a  hundrt 
pounds  per  acre — which  is  common  wi' 
French  blacks — then  at  $2,000  a  pour 
you'd  make  $200,000  per  acre  per  yean 
Lefevre  dreams  on:  "If  you  had  10  acre 
you  could  work  leisurely  for  maybe  fr 
weeks  each  winter  and  have  a  $2  millic 
annual  income."  When  truffle  pigs  fly. 
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10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 
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$5,000,000 

40 
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45 

$46 

$107 

$210 

50 
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55 
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60 
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65 
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$1,140 

70 

$395 
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nationwide.  Local  appointments  set 
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week.  But  beware  of  the  hype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 
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income  from  day  one  will  amaze  you 
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recovered  in  the  first  30  days  or  less. 
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Vacation  in  a  palace  of  absolute 
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with  exquisite  interiors,  set  amid 
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Forbes  <d 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common 
'sense  guide  to  building  wealth.  It  is 
a  perfect  holiday  gift  for  family  and 
friends,  for  anyone  who  is  interested 
in  investing.  The  newest  edition  gives 
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Humidifier  &  Purifier 

Two  in  one. 


Dry  air  is  difficult  to  clean. 
Humidification  plus  purification  is  far  more  effective. 


1  The  Venta-Airwasher  not  only  washes  the 
air,  but  also  prevents  millions  of  airborne 
particles  from  rising.  The  air  is  humidified, 
fresh  and  clean. 

i  The  Venta-Airwasher  humidifies  and  purifies 
the  air  by  washing  it  with  water.  Automatically 
adds  moisture  to  the  air  by  cold  evaporation, 
recognized  as  the  best  technique. 

1  Very  hygienic.  No  odor  causing  bacteria- 
ridden  filterpads.  No  problems  with  white 
dust. 

No  filterpads  to  replace.  Easy  maintenance. 

lny  famous  customers  are  already  enjoying  the  benefits 
!he  Venta-Airwasher:  e.  g.  Sony  Europe,  Porsche,  British 
ways,  adidas,  McDonalds,  Audi  AG,  Carnegie  Hall  (40  units) 

BED  BATH  &  A{QE 

BEYOND  Hardware 

7to£Vo£w  LINENS  nTHINGS 


Test  the  Venta-Airwasher  cost-free. 

If  there  is  no  dealer  close  to  you,  try  the  Airwasher  in  your  home  for 
1 4  days.  If  you  are  not  fully  satisfied,  we  will  have  the  Airwasher  picked 
up  from  your  home  via  UPS  and  your  credit  card  will  not  be  charged. 
Free  shipping  anywhere  in  the  US.  Please  send  a  free  brochure  to: 

Name: 


Address: 


City: 


State/Zip: 


100%  made  in  Germany. 

Red  dot  design  award  winner  2003. 

No.  1  in  Germany  and  Europe. 
Worldwide  unique  technology. 
No  need  for  filterpads/wicks. 
No  white  dust.  No  ions.  No  ozone. 
10  year  warranty. 
Call  today  toll  free:  1-888-333-8218 


Available  at  selected  retail  stores. 
Please  call  for  a  complete  list  of  dealers. 


Venta-Airwasher  LLC.  1 80  Stanley  Street,  Elk  Grove  Village 
IL  60007,  Tel.  (847)  758  9598,  Fax:  (847)  758  9597 

www.venta-airwasher.com 
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THOUGHTS 

On  the  Business  of  Life 


rn 

he  first  Christmas  that  my  "big"  present  was  a  suit,  I'd  have  filed  a  suit  if  we'd  had  lawyers  then 
as  we  have  now.  Parents  were  supposed  to  clothe  you,  and  to  clothe  you  in  the  guise  of  Christmas 
JBL*     presents  didn't  smack  of  fraud,  it  was  fraud.  As  for  those  relatives  who  always  gave  socks, 
my  brothers  and  I  felt  like  giving  'em  one.  Now,  wouldn't  you  know,  our  kids,  when  asked  what  they  want  for 
Christmas,  as  often  as  not  mention  suits  or  coats  or  such.  Given  current  prices,  we  got  smart  kids. 

— MALCOLM  S.  FORBES  (1982) 


Some  people  are  your  relatives  but  others 
are  your  ancestors,  and  you  choose  the 
ones  you  want  to  have  as  ancestors.  You 
create  yourself  out  of  those  values. 

—RALPH  ELLISON 


Families  are  all  mysterious.  We  have  only 
to  imagine  how  differently  we  would  he 
described — and  will  be,  after  our  deaths — 
by  each  of  the  family  members  who  believe 
they  know  us. 

—GLORIA  STEINEM 


Families  are  about  love  overcoming 
emotional  torture. 

—MATT  GROENING 


Families  are  nothing  other  than  the 
idolatry  of  duty. 

—ANN  OAKLEY 


Families  with  babies  and  families  without 
babies  are  sorry  for  each  other. 

—EDGAR  WATSON  HOWE 


A  family's  photograph  album  is  generally 
about  the  extended  family — and,  often,  is 
all  that  remains  of  it. 

—SUSAN  SONTAG 


It  is  not  observed  in  history  that  families 
improve  with  time. 

—GEORGE  WILLIAM  CURTIS 


There  is  not  much  less  vexation  in  the 
government  of  a  private  family  than 
in  the  managing  of  an  entire  state. 

—MONTAIGNE 


The  hatred  of  relatives  is  the  most  violent. 

—TACITUS 


Happiness  is  having  a  large,  loving,  caring, 
close-knit  family  in  another  city. 

—GEORGE  BURNS 


In  our  family,  happy  usually  involves 
gunfire  and  at  least  two  patrol  cars 
showing  up. 

—RANDY  MILHOLLAN1 


Call  it  a  clan,  call  it  a  network,  call  it  a 
tribe,  call  it  a  family.  WJiatever  you  call  it, 
whoever  you  are,  you  need  one. 

—JANE  HOWAR1 


There  is  no  such  thing  as  fun  for  the  wholt 
family. 

—JERRY  SEINFEL] 


A  good  family  is  one  that  used  to  be  better 
—CLEVELAND  AMOR 


Our  family  is  not  yet  so  good  as  to  be 
degenerating. 

—KURT  EWAL] 


A  Text... 

For  what  is  a  man  advantaged, 
if  he  gain  the  whole  world,  and 
lose  himself,  or  be  cast  away? 

—LUKE  9:25 

Sent  in  by  Sherry  Jones,  Burbank,  Okla. 


January  10,  2005  •  Volume  175  •  Number  I  FORBES  (ISSN  0015  6914)  is  published  biweekly,  monthly  in  January  and  August,  with  an  extra  issue  in  April  and  October,  by  Forbes  Im 
60  Fifth  Ave.,  New  York,  NY  1001 1 .  Periodicals  postage  paid  at  New  York,  NY  and  at  additional  mailing  offices.  Canadian  Agreement  No.  40036469.  Return  undeliverable  Canadian  addresses 
P.O.  Box  1632,  Station  A,  Windsor,  ON  N9A  7C9.  GST  #  12576  9513.  RT.  POSTMASTER:  Send  address  changes  to  Forbes  Subscriber  Service,  P.O.  Box  5471,  Harlan,  IA  51593-0971.  Forbl 
Subscriber  Service  is  available  online.  To  subscribe,  change  your  address  or  for  other  assistance,  please  visit  www.forbes.com/customerservice.  Or  write  to  Forbes  Subscriber  Service,  P.O.  Box  547i 
Harlan,  LA  51593-0971.  MAILING  LIST:  We  make  a  portion  of  our  mailing  list  available  to  reputable  firms.  If  you  prefer  that  we  not  include  your  name,  please  write  us.  Copyright  ©  2005  Forb 
Inc.  All  rights  reserved.  Title  is  protected  through  a  trademark  registered  with  the  U.S.  Patent  Office. 


176     FORBES"  January  10,  2005 


ZW.F0RBES.COM 


3CBGJ  ***#*AUT0**seH  5-DISIT  34010 

"l"ll,,,",,l,,,l""l"n!""",fitKL'lkGAME 
3O07S2OS773/2*  00001 

JN6AME  PUBL  LIB  iam  ?  L  ?nn<; 

PRIMROSE  RD 

JNGAME  Cft  54010-40 


legantly  furnished 
with  wood  imported 
leather  and  brushed 
aluminum  incredible 
360°  views  concierge 
always  available  with 
in-room  movies  close 
to  restaurants  and 
shopping  perfect  for 
weekend  getaway  or 
month-long  retreat 
no  shuttle  required 


K.'artd  please  don't  drink  and  drive.  INFINITI.-and  INFINITI  model  name' 


You  may  already  know  that  natural  gas  is 
one  of  the  most  environmentally  friendly 
fuels  in  the  world.  It  produces  almost  no 
emissions  of  sulfur  dioxide  or  particulates 


and  leaves  no  solid  waste  behind,  which 
means  less  impact  on  air  and  water  quality. 
You  may  also  know  that  natural  gas 
demand  is  soaring;  imports  will  have  to 


We  go  to  the  ends  of  the  earth 
to  find  cleaner  energy. 


www.chevrontexaco.com/naturalgas 


©2004  ChevronTexaco  Corporation.  ChevronTexaco  is  a  trademark  of  ChevronTexaco  Corporation. 


double  over  the  next  two  decades  just  to 
keep  up.  What  you  may  not  know  is  that 
ChevronTexaco  is  working  with  governments 
and  partner  companies  to  secure  the  largest 


deposits  of  natural  gas  in  Australia  for 
shipment  to  the  US.  A  steady  supply  of 
cleaner  fuel  to  light  our  homes  and  keep  us 
warm?  Sounds  like  a  lot  of  g'days  to  come. 


ChevronTexaco 

Turning  partnership  into  energy." 


Together,  We  Can 
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Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


As  part  of  a  business  re-orientation, 
German-based  Berlin  Hyp  sought  to 
improve  process  efficiency  in  all  areas  of 
its  organization.  In  time  and  on  budget, 
BearingPoint  implemented  a  modern 
technology  platform  based  on  all  of  the 
SAP  Core  Banking  standard  modules 
to  easily  support  adaptability  to  future 
requirements.  These  are  the  kinds  of 
results  that  make  the  difference. 

ENTERPRISE  RESOURCE  PLANNING. 
EMPOWERED  BY  BEARINGPOINT. 


©  2005  BearingPoint,  Inc.  All  rights  reserved. 


reate  The  Future. 


MetLife 


Ho 


NEYWELL 


After  a  decade  of  rapid  growth,  MetLife 
needed  to  transform  its  financial  analytic 
and  reporting  operation.  BearingPoint 
teamed  with  MetLife  to  evaluate,  design  and 
deploy  a  world-class  solution  that  would 
support  MetLife's  growth  and  its  vision: 
consistent,  timely  and  accurate  reporting. 
The  refined  controls  and  processes  help 
MetLife  to  effectively  respond  to  changing 
regulations  and  to  keep  its  reputation  for 
reliable  service.  These  are  the  kinds  of 
results  that  make  the  difference. 


FINANCE  TRANSFORMATION. 
EMPOWERED  BY  BEARINGPOINT. 


JSULTING    SYSTEMS  INTEGRATION     MANAGED  SERVICES 


Today's  dynamic  aerospace  industry  offers 
many  new  challenges  and  opportunities. 
Together  with  BearingPoint,  Honeywell  is 
implementing  a  common  set  of  processes 
and  systems  to  continuously  improve  its 
operational  efficiency  and  global  visibility  — 
keeping  Honeywell  poised  to  respond  to  the 
next -generation  demands  of  its  defense  and 
commercial  customers.  These  are  the  kinds 
of  results  that  make  the  difference. 


BUSINESS,  TRANSFORMATION  AND  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 


BearingPoint 


EXPERIENCE  BEARlNGPOlNT.COM     Business  and  Systems  Aligned.  Business  Empowered. 


protection 


©  11/2004.  The  Prudential  Insurance  Company  of  America,  Newark,  Nj.  Securities  offered  through  Pruco  Securities,  LLC,  a  Prudential  Financial  company  and  member  SIPC. 


Growth  and  protection.  A  strategy  to 
help  you  thrive  in  any  environment. 

At  Prudential  Financial,  we've  always  understood 
how  the  right  mix  of  growth  and  protection  can  help 
you  succeed  in  changing  financial  conditions.  It's  an 
understanding  that  comes  from  our  128-year  heritage 
as  both  an  insurance  company  and  an  asset  manager. 
Put  our  unique  perspective  to  work  for  you. 

Intelligent  retirement  solutions.  From  accumulating 
assets  to  distribution  and  managing  retirement 
income,  we've  got  the  right  tools  for  all  stages  of 
retirement  planning. 

Effective  annuity  strategies.  We  can  explore  ways 
to  not  only  help  you  grow  assets,  but  also  to  convert 
them  into  a  lifetime  of  income. 

Rock  Solid"  life  insurance.  Take  advantage  of  an 
insurance  portfolio  that  can  offer  up-front  protection 
as  well  as  the  opportunity  to  build  assets  over  time. 

Growth  and  protection.  It's  our  enduring  approach 
to  wealth  management  at  Prudential  Financial. 


Prudential  (M  Financial 

Crowing  and  Protecting  Your  Wealth® 


1-800-TH  E-ROCK 


www.prudential.com 


Ontario 

Canada 


If  the  world  is  your  market, 
we  speak  your  language. 


Dntario  is  among  the  most  cosmopolitan  places 
n  the  world  to  do  business.  Almost  half  of 
roronto's  4.6  million  people  have  come  from 
Dther  countries,  and  upwards  of  90  different 
anguages  are  spoken.  What's  the  word? 

rhe  word  is  out.  Ontario  speaks  business, 
wherever  you're  coming  from.  We  invite 
iou  to  give  us  a  call. 

www.  2ontario.  com 
1  800  819-8701 


*  1,500  leading  multinationals  do  business  here. 

•  16  community  colleges  offer  specialized 
training  in  call  center  skills. 


•  Our  telecommunications  costs  are  the  lowest  of 
the  G7  countries. 

•  Ontario  is  located  in  the  heart  of  North  America, 
no  more  than  three  hours  time  difference  from 
anywhere  on  the  continent. 

\   ...J 


I     It's  big,  it's  bold,  it's  Xerox  color.  Put  it  to  work 

39%  more  memorable.  Pretty  impressh 

|  Success  is  in  the  details.  Keeping  those  details  fresh  in  points,  and  adds  "aha's"  to  your  work.  That's  why 
everyone's  mind  is  what  Xerox  color  is  all  about.  Use  color  wide  selection  of  desktop  color  printers,  multi-funct 
smartly  and  it  communicates  facts,  underscores  salient        systems,  and  digital  presses  has  something  more.  Xe 


Xerox  color  printers 
multi-function  systems 
&  digital  presses 


xerox.com/color  1-800-ASK-XEROX  ext.  COLOR 

©  2005  XEROX  CORPORATION.  All  rights  reserved  XEROX*  and  Xerox  Color.  It  makes  business  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries. 


ir  business  and  it  can  make  your  sales  pitches 
rox  Color.  It  makes  business  sense. 


xpertise.  It's  the  know-how  that  combines  state-of- 
technology  with  real  economy,  to  help  you  hoost 
tivitv  and  business  performance.  Xerox  color  expertise 


is  already  making  business  sense  in  thousands  of  companies, 
leaving  lasting  impressions  that  make  an  impact  on  the 
hottorn  line.  It's  the  juicy  stuff  any  business  would  like  to  see. 


XEROX 


Technology 


Document  Management     Consulting  Services 


Stop  hunting  for  postage  and  start  using  your  Visa  check  card  or  credit  card  to 
pay  your  bills  automatically.  Simply  schedule  payments  for  monthly  bills  like 
phone,  cable/satellite  and  gym  membership  dues.  Bills  are  securely  paid  on  time 
every  month,  while  the  hassle  of  writing  checks,  finding  stamps  and  addressing 
envelopes  is  virtually  eliminated.  To  get  started,  go  to  visa.com/billpay. 


it's  everywhere 
you  want  to  be. 
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FDA,  Fix  Thyself 


By  Matthew  Herper 

The  Food  &  Drug  Administration  was  founded  after  a 
1937  incident  in  which  a  poisonous  medicine  killed  107 
people,  mostly  children.  Today  "FDA  approved"  is,  in  a 
m   sense,  drug-safety  assur- 
ance for  the  $216  billion 
American  drug  market. 
In  the  wake  of  Merck's 
pulling  its  Vioxx  arthri- 
tis drug  off  the  market 
and  questions  raised 
about  other  drugs' 
safety,  public  confidence 
in  the  agency  is  at  a  low 
ebb.  Read  our  special 
report  on  how  the  FDA 
can  fix  itself,  without 
slowing  the  path  of  life- 
saving  drugs  to  patients, 
by  clicking  on  "FDA"  at 
Healing  America's  drug  problem.  www.forbes.com/extra. 
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Ten  Top  Stocks  for  2005 

By  John  Dobosz  and  Matt  Rand 

We  polled  our  top-performing  investment  newsletter 
gurus  to  come  up  with  a  buy  list  of  stocks.  Their  picks 
cross  all  sectors,  from  retail  to  telecommunications  and 
industrials,  and  from  blue  chips  to  small  caps. 

Lifestyle 

The  Worst  Cars 

By  Dan  Lienert 

It  is  pretty  hard  to  find  a  truly  terrible  new  car  on  an 
American  road  these  days.  Thanks  to  a  general  level  of 
increased  quality  across  the  board,  as  well  as  continual 
pressure  from  the  competition,  even  today's  worst  cars 
are  relatively  safe  and  well  made.  Still  there  are  some 
clunkers  out  there — and  we  found  them.  We  judged  cars 
by  worst  crash-test  scores,  lowest  projected  reliability 
and  the  lowest  projected  residual  values.  Even  in  2005 
the  auto  industry  is  making  some  real  lemons. 
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Where  IP  and  telecom  unite. 
Where  security  is  offensive,  not  defensive. 
Where  e-commerce  is  safe  commerce. 
Where  content  is  mobile  and  personal. 

Where  infrastructure  is  more  intelligent. 


sriSign! 
fhere  it  all  comes  together; 


ns  of  times  each  day,  the  world  interacts  with  a  company 
may  not  realize  is  there.  One  that  is  driving  dynamic  trans- 
atidns  at  the  very  core  of  commerce  and  communications, 
iign."  Through  our  Intelligent  Infrastructure  Services,  we  enable 
lesses  and  individuals  to  find,  connect,  secure,  and  transact 
;s  today's  complex  Internet,  telecom, and  converged  networks. 

operate  the  systems  that  manage  .com  and  .net,  handling 
I  lion  Web  addresses  and  emails  every  day.  We  run  one  of  the 
st  telecom  signaling  networks  in  the  world,  enabling  services 
as  cellular  roaming,  text  messaging,  caller  ID,  and  multi- 
a  messaging.  We  manage  network  and  user  security  for  over 
0  global  businesses  and  400,000  Web  sites.  And  we  handle 


over  30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  Verisign  will  be  there,  deploying  the 
Intelligent  Infrastructure  Services  necessary  for  everything  from 
RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile  and 
rich  media  content  distribution. 

Whether  you're  a  telecom  carrier  looking  to  rapidly  deploy 
new  services;  a  Fortune  500  enterprise  needing  comprehensive, 
proactive  security  services;  or  an  e-commerce  leader  wanting 
to  securely  process  payments  and  reduce  fraud,  we  can  help. 
We're  Verisign.  Where  it  all.  comes  together."" 


trlSign.  Inc  All  rights  reserved  Verisign,  the  Verisign  logo.  Where  it  ell  comes 
Ind  other  trademarks,  service  marks,  and  designs  are  registered  or  unregistered 
S  of  VerlSign  end  its  subsidiaries  in  tho  United  St;it«";  end  in  loroign  c 


WWW.VeriSign.COm 

Download  now.  Free  white  paper  on  Intelligent  Infrastructure  Services 


eriSigrr 


Index  

COMPANIES  IN  THIS  ISSUE 


ABC 

1 1  >(u  Seasons  1  lot  els  <uk1  Resorts,  d9,  1 40 

Onion,  71 

AES,  148 

AIM  Global  Health  Care,  108 

!  reddie  M.k,  1 44 

( )ppcnhcimer,  95 

1  TCSCtllUS  iVlc'llk.ll  (  are   142  * 

Optoma  Technology,  67 

AK  Enerji,  148 

G,  H,  1 

P,  Or  R 

ATA  Airlines,  63 

t.j.  viaiio  wines,  zo 

Abbott  Labs,  74 

ncpo,("  Of. 
ror.tXVj,  oo 

Allen  8(  Co.,  60 

Genentech,  74 

Paramount  Pictures,  96 

Altria  Group,  144 

General  Electric,  86 

1  K  1  .          1  A  A 

rlizer,  144 

American  Express,  108 

Ljcnerai  ivnns,  luu 

1  layoiaiion,  o/ 

American  Pharmaceutical 

General  Motors,  58 

Plus  Five  Consulting,  97 

Partners,  46 

GlaxoSmithkline,  22 

RadioShack,  67 

Amgen,  74 
Anheuser-Busch,  72 

Goldman  Sachs  Group,  104 

Random  House,  151 

Goodyear,  56 

Risk  Management  Solutions,  49 

Apple  Computer,  60, 66 

Google,  39 

Rockwell  Automation,  140 

Areva,  87 

Grey  Global  Group,  146 

PnrLwpll  Tallin*.  140 

Avon  Products,  40 

Griffin  Group,  40 

Rogue  Ventures,  40 

BMW,  58 

Hanna  Gapital,  64 

Rydex  Sphinx,  54 

BNFL  Group,  86 

HarpcrBusines,  151 

Sr  Tf  U 

Bank  of  America,  56 

l  It  Wlcll  r  .K  Kill  U ,  OD,  I)/ 

Baxter  International,  146 

HrtllviATArtH  1  irt'iHino  4(S 

1  W  '11  y  WV IKIKI  1  .ILL  1 1  M  1  IU|  it ' 

oaiety-Meen,  yj 

Benchmark  Capital,  64 

Hyatt  Hotels  and  Resorts,  46 

St.  Croix  Ventures,  40 

Benchmark  Electronics,  142 

Hyundai  Motor,  148 

Sanofi-Aventis,  52 

Blue  Coat  Systems,  64 

IBM,  97 

Schafer-Cullen  Capital  Management,  72 

Boeing,  140 

IMS  Health,  146 

Schering-Plough,  146 

Boston  Scientific,  63 

Igene  Biotechnology,  100 

Scholastic,  140 

Brady,  146 

h  i  ^  1  1 1  i  1 1  •  ■    1  1  O 
UlSlllUlC,  1  1  u 

Charles  Schwab,  60 

Burlington  Resources,  144 

intpora  ^\f\ 

1 1  1  1  1   ■-     u,  ->U 

Seagram  s,  26 

Cantor  Fitzgerald,  63 

Intel,  97 

Singapore  Airlines,  148 

Capital  Research 

I n tprni iKI ir  (  ,rv~»iin    1  IA 

1  i  1  1 (  i     '  t  1 1  '  1  1  k.    \  HUUU,  1^1) 

Smith  Barney,  140 

&  Management,  106 

IcK  inlf   1  48 

1  M     1  1  IK.,  1  **0 

Sony,  97 

Cardinal  Health,  144 

J,  K,  L 

Sotheby's  Holdings,  146 

Cardone,  56 

Southwest  Airlines,  63 

Caris&Co.,  140 

JPMorgan  Chase,  54 

Starwood  Hotels  and  Resorts,  69 

Casella  Wines,  26 

Jacob  Internet  Fund,  1 12 

Strategic  Hotel  Capital,  69 

Cathay  Pacific,  148 

Johnson  &  Johnson,  100 

T.  Rowe  Price  Group,  102 

P.E  Chang's  China  Bistro,  140 

Journal  Register,  146 

iaie  oc  L,yie,  ?o 

Charter  Communications,  140 

Kr  MO,  4U 

Technology  Crossover  Ventures,  64 

China  Southern,  148 

VT  1  AH 

Tetra  Laval  Group,  98 

Chiron,  52 

rsoc  noiciing,  i*±o 

Texas  Instruments,  67 

Coca-Cola,  98 

isxan  roous,  yo 

Tidewater,  142 

Constellation  Brands,  26 

1  nHriw  I ii Ipi* n  1 1 it m  1 1  Q4 

Timp  Warnpr  77  Q7 

Corbis,  46 

Lifepoint  Hospitals,  142 

Toshiba,  96 

Cryptography  Research,  96 

Mr  Nr  0 

Tnvnta  Mnfnr  ^8  77 

D,  E,  F 

Tranino    i  t*r n  n  < iiipc 

MCI  Communications,  54 

U.S.  Venture  Partners,  64 

Da-Lite,  67 

Marmon  Group,  46 

LIST,  144 

Daily  News,  40 

Marriott  International,  68 

Unilever,  98 

Delta  Air  Lines,  63 

Marvel  Comics,  46 

United  Airlines,  63 

W.J.  Deutsch  and  Sons,  26 

Matrix  USA,  140 

V,  w 

Deutsche  Bank,  40 

Medco  Health  Solutions,  144 

Devon  Energy,  144 

MercK  c*  UO.,  t>j,  146 

Vanguard  tjroup,  iuy 

L-JUrOnt,  1UU 

Mirrr»cr»fl          66  Q7 

ivucrosoii,  .17,  oo,  7/ 

Viacom  International,  86 

hMl,  60 

Midway  Airlines,  63 

Vivendi  Universal,  60 

Ebay,  39, 64 

Morgan  Stanley,  142 

W  r  r  Liroup,  140 

Entergy,  86 

Morningstar,  102 

waJ-Mart  Mores,  :>6,  146 

Equant,  142 

MusicGremlin.  60 

Wild  Oats  Markets,  140 

Exclon,  86 

NPD  Group,  60 

Williams,  148 

FPA  Capital,  109 

Napster,  96 

WorldCom,  54 

Fannie  Mae,  144 

Netscape,  65, 97 

X,  Y,  Z 

Federal  Express,  95 

News  Corp.,  40,  72 

Fidelity  Investments,  109,  112 

Nokia,  64 

Xlibris,  151 

Flowserve,  142 

Nuvelo,  74 

Yahoo,  39 

Ford  Motor,  56, 58 

Ocular  Sciences,  142 

Zero' Alpha  Group,  109 

FORBES  is  published  biweekly,  monthly  in  August,  with  an  extra  issue  in  April  and  October,  by  Forbes  Inc.,  60  Fifth  Avenue,  New  York,  NY  1001 1.  Subscriptions:  U.S.A.,  on 
year  $59.95.  Canada,  one  year  C$89.95  (includes  GST).  Forbes  Subscriber  Service  is  available  online.  To  subscribe,  change  your  address,  or  for  other  assistance,  plea: 
visit  www.forbes.com/customer  service.  Or  write  Forbes  Subscriber  Service,  P.O.  Box  547 1 ,  Harlan,  IA  5 1 593-097 1 .  To  purchase  back  issues  of  Forbes  magazine,  call  1  -800-429-0 106. 

Where  necessary,  permission  is  granted  by  the  copyright  owner  for  those  registered  with  the  Copyright  Clearance  Center  (CCC),  222  Rosewood  Dr.,  Danvers,  MA  01923, 
to  photocopy  articles  owned  by  Forbes  for  a  flat  fee  of  $1.50  per  copy  per  article.  Send  payment  to  the  CCC  stating  the  ISSN  (0015  6914),  volume,  and  first  and  last  page  number  of  each 
article  copied.  Copying  for  other  than  personal  use  or  internal  reference,  or  of  articles  or  columns  not  owned  by  Forbes  without  express  permission  of  Forbes  or  the  copyright  owner  is 
expressly  prohibited. 

To  order  reprints,  call  212-620-2399  or  fax  212-206-51 18  or  e-mail  reprints@forbes.com  (minimum  order  500);  to  request  permission  to  republish  an  article,  call  212-620-1819 
or  fax  212-206-51 18.  Reprints  reproduced  by  others  are  not  authorized. 


18     FORBES"  January  31,  2005 


Jucing  the  M3  Competition  Package— the  Quintessential  Sports  Coupe, 
3d.  With  a  more  direct  steering  ratios  extended  control  options  for  Dynamic 
lity  Control,  and  compound  brakes  with  cross-drilled  rotors,  it's  110%  M3. 
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your  child 


Take  care  of  it,  and  it  just  might  take  care  of  you  one  da^ 


cept  SIMPLE  IRA).  Fund  expenses  and  brokerage  commissions  still  apply.  Depending  on  your 
nt  closing  fees  may  apply. 

Fidelity  Strategic  Income  Fund  inception  dates  are  as  follows:  10/4/94  and  5/1/98,  respectively. 

lue  and  reinvestment  of  dividends  and  capital  gains,  if  any. 

Large  Growth  funds  as  follows:  996,  681,  and  239;  received  5,  5,  and  4  stars  for  the  3-, 
tional  Fund  was  rated  against  Large  Blend  funds  as  follows:  1.174,  855,  and  N/A;  rec 
$y.  Fidelity  International  Discovery  Fund  was  rated  against  Foreign  Large  Blend 
10-year  periods,  respectively.  Fidelity  Strategic  Income  Fund  was  rat 
ind  N/A  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  For  ea 
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DOES  YOURS  HAVE  A  BRIGHT  FUTURE? 

f\n  IRA  is  only  as  strong  as  the  investments  you  choose  for  it.  As  one  of  the  largest  mutual 
und  companies,  we  offer  more  4-  and  5-star  funds1  direct  to  you  with  no  loads2  and 
io  IRA  account  fees3.  You  only  have  until  April  15th  to  make  a  2004  contribution  to  your 
-io-fee3  IRA.  Call  us  and  we  can  help. 
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Hedge  Funds,  Soviet-Style  Remember 

how  the  Russian  space  program  worked  in  the  1960s?  The  only 
flights  that  got  publicized  were  the  successful  ones 

Hedge  -funds  are  like  that. 
The  ones  asking  for  your 
money  have  terrific 
records.  You  don't 
hear  about  the  ones  m 
that  blew  up.  That 
fact  should  strongly 
color  your  view  of 
hedge  funds  with 
terrific  records. 

Imagine  that  Vegas 
Money  Management  simul 
taneously  opens  1,024  funds 
each  fund  to  buy  or  sell  short  every  member  on  a  list  of  ten  hot! 
stocks  and  hold  for  a  year.  With  different  combinations  of  bets, 
one  of  the  funds,  let  us  suppose  Fund  729,  is  going  to  score  aj 
bull's-eye — every  single  one  of  its  positions  lands  in  the  profit 
column.  Vegas  ignores  the  1,023  sister  funds  that  didn't  do  as 
well  and  publicizes  the  big  winner.  Should  Vegas  now  be  entitled) 
to  a  few  billion  dollars  of  the  public's  money,  and  to  the  lavish! 
fees  customarily  paid  to  hedge  fund  managers? 

The  problem  has  nothing  to  do  with  the  credibility  of  Fund 
729's  past  performance.  We'll  assume  that  this  is  amply  docu 
mented.  The  problem  lies  entirely  in  the  selective  disclosure 
practiced  by  the  industry. 

Scientists  who  do  drug  research  understand  the  problem.  In 
September  a  group  of  medical  journals  announced  that  hence- 
forth they  would  publish  accounts  of  successful  clinical  trials 
only  if,  before  the  trials  began,  the  drug  company  sponsors 
entered  the  trials  in  a  public  registry.  If  Glaxo  wants  to  tell  you 
about  the  antidepressants  that  outscore  placebos,  it  has  to  com- 
mit to  fessing  up  to  the  flops,  too. 

Investors  contemplating  putting  money  with  an  apparent 
stock  picking  genius  should  use  the  same  approach.  Count  only 
the  performance  numbers  that  the  smart  guy,  in  advance, 
promised  to  reveal  publicly.  Disregard  anything  else. 

A  handful  of  hedge  funds  are  so  committed,  because  they 
make  up  an  S&P  index  whose  results  are  published  daily.  As 
Bernard  Condon  explains  on  page  54,  the  collective  results  so  fai 
are  rather  disappointing.  But  the  index  has  been  around  only 
since  late  2002.  Give  it  time. 

What  to  do  in  the  meanwhile?  Check  out  a  hedge  fund  sub 
stitute  called  a  mutual  fund.  A  mutual  fund  is  the  same  thing  a 
a  hedge  fund  except  for  (a)  lower  fees,  (b)  an  open  exit  door  anc 
(c)  a  commitment,  enforced  by  the  securities  authorities,  to  teL; 
all.  On  page  1 10  we  list  some  good  ones. 

l/**  •™r^*rw  EDITOR 
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WHAT  DID  YOUR  CONSULTANTS  LEAVE  BEHIND? 


Many  consultancies  suggest  radical  change,  but  never  get  the  necessary 
buy-in  from  your  people.  The  result?  Chaos  and  discord.  A.T.  Kearney 
is  different.  We  work  with  your  whole  team,  so  you  get  plenty  of  big 
ideas,  not  to  mention  an  organization  inspired  to  make  them  happen. 


ATKEARNEYi 


IDEAS  THAT  LAST. 
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MAKE  THOUSANDS  OF  PRODUCTS  THAT  AREN'T  SIMPLY  IMPORTANT.  THEY'RE  VITAL 


'co  International  we  make  more  than  200,000  products  for  hundreds  of  different 
itries.  Tyco's  Earth  Tech  is  a  global  leader  in  the  water,  environmental,  transportation, 
facilities  markets.  From  drinking  water  to  automotive  components  to  emergency 
supplies,  the  things  we  do  aren't  simply  important.  They're  vital. 
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Readers  Say 


Cancel  That  U-Haul 


The  UN  is  not  seek- 
ing to  expand  its 
New  York  head- 
quarters, as  charged 
by  Steve  Forbes  in 
"Fact  and  Com- 
ment" {fan.  10, 
p.  23).  Rather,  what 
is  proposed  is  that 
the  UN's  existing 
premises  be  reno- 
vated to  meet  safety 
standards,  reduce 
energy  bills  and 
consolidate  staff. 

Mr.  Forbes'  claim  that  the  UN  attempted  to  influence  the  U.S.  presiden- 
tial election  by  releasing  information  about  the  looting  of  explosives  from 
the  Al-Qaqaa  facility  in  Iraq  is  not  supported  by  the  facts.  The  head  of  the 
International  Atomic  Energy  Agency,  Mohamed  El  Baradei,  did  not  make 
public  the  information  he  had  received  about  the  missing  explosives.  He 
merely  passed  this  information  to  the  U.S.-led  coalition  in  a  privileged 
communication  to  allow  the  coalition  to  respond. 

Mr.  Forbes  is  rightly  incensed  by  the  failure  of  the  international 
community  to  stop  the  genocide  in  Rwanda.  There  is  no  doubt  that  a  lack  of 
political  will  impaired  the  UN  Secretariat's  response.  However,  this  is  surely 
an  argument  for  better  international  cooperation  and  greater  commitment 
from  all  states,  not  less.  Of  course,  Mr.  Forbes  may  still  want  to  "repot"  the 
UN  on  other  soil.  He  has  a  right  to  his  opinion. 

RAYMOND  SOMMEREYNS 
Officer-in-Charge 
Department  of  Public  Information,  United  Nations 

New  York,  N.Y. 


Spiritual  Tsunami? 

"Losing  Faith"  {Follow-Through,  Dec. 
13,  2004,  p.  54)  describes  an  American 
Bible  Society  that  isn't  recognizable  to 
us.  We  are  neither  a  foundation  nor  are 
we  primarily  a  publisher.  The  Ameri- 
can Bible  Society  has  moved  far  beyond 
the  old  model  of  Bible  publishing.  Since 
2001  we  have  dramatically  reduced  the 
cost  of  fundraising,  down  by  38%.  Even 
though  our  net  assets  were  affected  by 
the  extreme  market  fluctuations  dur- 
ing 2000-03,  we  increased  them  by 
nearly  $50  million  in  2004.  Last  year  we 
experienced  growth  of  12%  in  outright 
gifts  and  88%  in  deferred  gifts.  In  2004 
we  distributed  more  than  3.5  million 
Bibles  and  35  million  other  scriptures. 


These  highlights  demonstrate  thi 
emerging  strength  of  a  revitalizec 
organization. 

RICHARD  STEWAR1 
Vice  Presiden 
Finance  and  Corporate  Service. 
American  Bible  Societ) 
New  York,  N.  Y 

Hard  To  Swallow 

In  "Big  Gulp"  {Jan.  10,  p.  68)  w« 
reported  that  Constellation  Brand: 
owns  Yellow  Tail.  In  fact,  the  Australiar 
wine  is  produced  by  Casella  Wines  anc 
imported  into  the  U.S.  by  W.J.  Deutscr 
and  Sons.  Also,  Bartles  &  laymes  wine 
coolers  are  the  property  of  E.J.  Gallo 
not  Seagram's,  as  we  reported. 
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Dear  Ketel  One  DrinKer 
Hello  again. 


Franco  Sarto's  footwear  designs  stop  women  in  their  tracks,  while 
CIT  financing  solutions  help  the  company  keep  making  one  great  stride  after 
another.  Gare  to  try  us  on  for  size?  Visit  CIT.com.  We  see  what  you  see; 


car 


■act  and  Comment 

ly  Steve  Forbes,  editor-in-chief 

With  all  thy  getting  get  understanding" 


Leading  With  Their  Chins 


:  BUSH  ADMINISTRATION  OFFICIALS  HAD  DECIDED  TO  DELIBER- 
:ely  sabotage  prospects  for  the  positive,  dramatic  and  favorable 
:onomic-growth  reform  of  our  ailing  Social  Security  system,  they 
juldn't  have  done  a  better  job  than  diey  did  recendy  in  floating 
ial  balloons  about  slashing  future  Social  Security  benefits.  It's  no 
irprise  that  big-spending,  high-taxing  liberals  are  having  a  field 
ay:  "We  told  you  so — those  dastardly  Republicans  want  to  cut 
Dur  payments  and,  at  the  same  time,  enrich  their  Wall  Street  bud- 
ies  by  privatizing  Social  Security!"  It's  also  no  surprise  that  even 
ime  Republicans  are  now  talking  about  the  need  to  increase  taxes 
>  finance  the  transition  to  a  fractionally  privatized  new  system, 
he  Administration  has  put  in  train  the  worst  of  both  worlds:  tak- 
ig  away  future  benefits  and  hiking  taxes.  And  for  what?  Maybe  a 
uny,  partial  privatization  wherein  personal  account  assets  will 
main  small  and  thereby  vulnerable  to  future  counterattacks. 

Blundy  put,  all  this  is  idiotic.  We  can  robusdy  reform  Social 
scurity  without  tampering  with  promised  benefits.  In  fact,  the 
ght  reform  would  not  only  increase  future  payments  for  those 
ho  take  part  in  a  new  privatized  program  but  also  guarantee  that 
articipants  in  the  new  system  would,  at  a  minimum,  receive  at 
■tirement  what  they  would  have  received  with  the  current  system. 

he  Right  Stuff 

»ne  such  approach,  introduced  last  summer,  is  the  Ryan-Sununu 
ill.  Currendy  the  Social  Security  tax  is  12.4%,  applicable  on  the  first 
50,000  of  income.  The  Administration  is  toying  with  the  idea  of 
ermitting  people  to  have  up  to  4  percentage  points  of  that  payroll 
x  go  into  personal  accounts.  Representative  Paul  Ryan  (R-Wis.) 
>ks  why  so  little?  If  you're  going  to  enact  reforms,  make  them 
leaningful  from  the  get-go.  Under  Ryan's  proposal  workers  would 
s  able  to  shift  to  their  personal  accounts  10  percentage  points  of 
le  current  12.4%  Social  Security  payroll  tax  on  the  first  $10,000  of 
ages  each  year  ($1,000)  and  5  percentage  points  on  all  taxable 
ages  above  that.  People  could  put  up  to  $5,000  a  year  into  their 
ersonal  accounts.  This  would  come  to  an  average  contribution  of 
4  percentage  points  among  all  workers.  Participants  would  choose 
om  a  variety  of  well-diversified  mutual  funds.  Those  mutual  funds 
ould  be  regulated  for  safety  and  soundness,  as  would  the  invest- 
lent  firms  managing  them.  You'd  never  be  allowed  to  put  all  your 
loney  into  faraway  gold  mines  or  a  "hot"  company  or  two.  The 
yan-Sununu  bill's  model  is  the  federal  Thrift  Savings  Plan  used  by 
lillions  who  work  for  the  federal  government.  This  plan,  by  the 
ray,  has  always  outpaced  the  return  one  gets  for  Social  Security. 
'  The  Ryan-Sununu  approach  would  turn  a  deadweight,  pay- 
i-you-go  liability  system  into  an  enormous  generator  of  capital 
lat  would  significantly  increase  economic  growth  in  the  years 
lead — and  give  participants  far  more  in  retirement  payment 


and  leave  them  a  real  nest  egg  of  capital.  Those  who  stayed  with 
the  current  system  would  receive  their  promised  benefits. 

Bonds  necessary  to  finance  the  transition  would  eventually  be 
amortized,  and  Social  Security's  unfunded  liabilities — now  more 
than  $10  trillion — would  be  eliminated  entirely.  In  fact,  in  the 
decades  ahead  that  12.4%  payroll  tax  could  be  cut  significandy. 
People  who  went  into  the  new  system  would  receive  traditional 
Social  Security  benefits  based  on  the  past  taxes  they'd  already  paid 
into  the  program.  The  new  system  would  be  completely  voluntary. 

These  are  not  pie-in-the-sky  numbers.  The  Ryan-Sununu 
plan  has  been  scored  by  the  chief  actuary  of  Social  Security.  The 
official  reckoning  shows  that  by  2019  workers  would  accumu- 
late some  $7  trillion  in  today's  dollars  in  their  accounts.  That's 
equivalent  to  the  entire  national  debt  today.  For  the  first  time  in 
history  low-income  earners  would  accumulate  real  liquid  capi- 
tal. The  actuary  found  that  the  accounts  would  provide  substan- 
tially better  benefits  than  today's  system  does. 

The  Institute  for  Policy  Innovation  released  a  study  in  2003 
that  showed  that  a  Ryan-Sununu-style  personal  account,  if  split 
between  corporate  bonds  and  equities,  would  yield  roughly  two- 
thirds  more  in  benefits  than  Social  Security  promises.  Folks  who 
put  two-thirds  of  their  money  into  stocks  would  get  more  than 
twice  what  Social  Security  promises  in  benefits. 

Transition  costs?  Start  by  using  the  short-term  Social  Secu- 
rity surpluses  that  are  projected  to  last  until  2018.  Use  additional 
government  revenues,  especially  those  from  the  extra  corporate 
taxes  that  result  from  the  extra  growth  the  accounts  would  pro- 
vide. A  litde  bit  of  spending  restraint  would  also  help.  Spending 
grew  an  average  of  2.6%  under  Bill  Clinton.  It's  been  far  higher 
under  Bush  but  is  now  trending  down.  Thus,  3.6%  would  do  the 
trick.  And  issue  new  Treasury  bonds  after  2018.  The  amount 
would  be  far  less  than  the  system's  current  unfunded  liabilities. 
In  addition  the  bonds  would  be  paid  off  in  the  future  from  the 
new  system's  eventual  surpluses. 

Timid  Souls 

So  why  is  the  White  House  descending  into  its  current  root-canal, 
zero-sum  mentality  regarding  future  benefits?  For  several  rea- 
sons. While  Social  Security  actuaries  score  the  Ryan-Sununu  plan 
well,  the  Congressional  Budget  Office  will  not.  CBO  assumes  that 
the  new  accounts  will  earn  significantly  less  than  bonds  and 
stocks  have  earned  historically  They  grossly  underestimate  the 
growth  that  would  come  from  such  a  positive  reform.  Remem- 
ber, this  is  the  agency  that  in  the  past  has  routinely  tried  to  tor- 
pedo Ronald  Reagan-like  tax  cuts  because  of  their  alleged  costs. 

Let's  take  the  worst-case  scenario.  Assume  that  over  the  next 
40  years  the  government  had  to  issue,  say,  $5  trillion  worth  of 
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bonds.  Even  if  those  bonds  were  issued  all  at  once — today — the 
resultant  national  debt  proportionately  would  be  about  where  it 
was  at  the  end  of  World  War  II,  when  long-term  Treasury  bonds 
yielded  less  than  3%.  Remember  that  today  the  U.S.  economy  has 
assets  of  $80  trillion.  By  the  time  the  last  bonds  were  issued,  those 
assets  would  exceed  more  than  $200  trillion  in  today's  dollars. 

Seen  from  that  perspective,  future  bond  issues  could  easily 
be  financed  with  the  wealth  of  this  economy.  And  the  markets 
would  do  it  because  these  personal  accounts  would  be  generat- 
ing capital  and  greater  economic  growth.  In  short,  from  a  bal- 
ance sheet  perspective,  bond-issuing  is  a  no-brainer. 


The  White  House  also  fears  that  Alan  Greenspan,  who  head 
a  Social  Security  reform  committee  that  in  the  early  1980s — yc\ 
guessed  it — raised  taxes  and  the  retirement  age,  may  crippl 
reform  efforts  by  saying  that  the  private  markets  would  "choke 
on  those  bonds.  But  given  the  eventual  paydown  of  these  bone 
and  the  wealth  of  America,  such  fears  are  groundless. 

President  Bush  should  take  as  his  example  Ronald  Reagan 
who  more  than  once  went  directly  to  the  people  to  sell  majc 
policy  initiatives  that  weren't  liked  by  Washington  insiders.  If  h 
doesn't,  then  we'll  end  up  with  little  reform  and  higher  taxes- 
and  a  weaker  economy  to  boot. 


Effective  Help— And  in  Abundance 


THE  BUSH  ADMINISTRATION  WAS  ATTACKED  FOR  ALLEGED  STINGI- 
ness  and  tardiness  in  its  initial  response  to  Asia's  tsunami  disaster. 
The  charge,  of  course,  was  bogus — just  an  excuse  to  beat  up  on  the 
U.S.  and  its  President.  As  tragic  events  made  clear,  money  was  not 
the  problem — getting  food,  water  and  medicine  to  the  survivors 
was.  And  the  immediately  effective  agents  for  getting  those  sup- 
plies in  were  the  U.S.  military  and  its  choppers.  But  still  Amer- 
ica/Bush bashers  excoriated  us  for  our  "stingy"  level  of  foreign  aid. 

Actually,  the  U.S.  by  a  wide  margin  donates  more  than  any 
other  nation.  Add  to  that  the  amounts  individuals,  foundations, 
churches  and  nongovernment  organizations  donate,  and  Amer- 
ican generosity  vastly  exceeds  that  of  any  other  society.  More- 
over, on  the  domestic  front,  America's  charitable  giving  in  cash, 
kind  and  time  is  leagues  above  any  other  nation's. 

America's  response  to  the  tsunami's  devastation  and  the  incom- 


prehensible loss  of  life  highlights  an  underappreciated  reason  fc 
our  being  the  most  philanthropic  nation  on  earth:  We  are  also  d" 
most  commercial  nation  on  the  planet,  which  means  we  have  moi 
resources.  But  it  goes  deeper  than  that.  The  moral  foundatio 
underlying  a  democratic,  capitalist  economy  and  the  success  of  moi 
business  is  based  on  the  meeting  of  the  needs  and  wants  of  othe 
people.  However  ambitious  or  self-centered  you  personally  may  b 
you  won't  long  succeed  if  you're  not  providing  products  or  servid 
for  which  people  are  willing  to  pay.  The  American  system,  withoi 
most  of  us  realizing  it,  forces  us  to  pay  attention  to  other  people.  I 
business  vernacular  that's  called  "knowing  your  customer." 

Effective  philanthropy  also  involves  meeting  the  needs  an 
wants  of  other  people.  It's  no  coincidence  then  that  this  most  con 
mercial  of  nations  is  also  the  most  giving.  Philanthropy  and  con" 
merce  are  not  polar  opposites;  they  are  two  sides  of  the  same  coil 


Stop  Ripping  Rummy 


IN  SEPTEMBER  1943,  DURING  WORLD  WAR  II,  BRITISH  PRIME  MIN- 
ister  Winston  Churchill  came  under  withering  criticism  for  his 
alleged  big  botch  in  Italy.  That  July  Italy's  fascist  dictator,  Benito 
Mussolini,  had  been  overthrown.  Not  long  after  the  new  gov- 
ernment started  negotiating  with  the  Allies  to  pull  out  of  the 
war,  the  Germans  occupied  Italy.  It  took  a  long,  bloody  cam- 
paign before  the  Allies  could  boot  the  Germans  out.  Logistically 
challenged  critics  said  that  Churchill  (and  Franklin  D.  Roo- 
sevelt) should  have  quickly  poured  in  Allied  troops  to  preempt 
the  German  move.  A  year  and  a  half  before  the  German  occu- 
pation of  Italy,  Churchill's  government  had  been  rocked  by  the 
fall  of  Singapore  to  the  Japanese.  What  kind  of  incompetence — 
the  British  outnumbered  the  Japanese  2-to-l — critics  carped, 
could  have  permitted  such  a  debacle? 

During  our  Civil  War,  President  Abraham  Lincoln  was  rou- 
tinely derided  for  his  supposed  military  blundering,  as  was  his 
demonically  energetic  secretary  of  war,  Edwin  Stanton. 

Keep  these  and  coundess  other  similar  tales  from  the  past  in 
mind  when  pondering  the  performance  of  Defense  Secretary  Don- 
ald Rumsfeld.  Even  during  the  tsunami  disaster  Rumsfeld's  critics 
were  unrelenting  in  their  verbal  assaults  and  calls  for  his  immedi- 
ate resignation.  They  charged  him  with  not  having  enough  troops 
in  Iraq  and  not  having  a  sufficient  number  of  armored  vehicles  and 
for  underestimating  the  scope  and  durability  of  the  Islamic 


extremists'  insurgency.  Mistakes  have  been  made  in  Iraq — as  hs 
been  the  case  in  every  war.  But  our  successes  there  and  elsewhei 
outweigh  our  failures.  The  overthrow  of  the  Taliban  in  Afghanista 
shordy  after  9/1 1  was  a  brilliant  military  feat.  So  was  our  ouster  < 
Saddam  Hussein  nearly  two  years  ago.  U.S.  forces  have  subs< 
quendy  done  an  extraordinary  job  in  effectively  responding  to  a 
unanticipated  situation  for  which  there  has  been  little  preceden 
Despite  what  bloody  nightly  news  stories  convey,  considerab 
progress  has  been  made  in  Iraq.  Most  of  the  country  is  now  rel; 
tively  peaceable.  Iraqi  forces  are  taking  on  more  of  the  security  bu: 
den.  Elections  will  be  held.  And  Afghanistan?  Who,  three  years  ag« 
could  have  foreseen  elections  there  with  millions  of  women  votin. 

Rumsfeld  has  been  unwavering  in  his  push  for  reform  of  oi 
armed  services,  despite  tough  internal  opposition.  Shortage  c 
troops?  Some  200,000  of  our  men  and  women  in  uniform  ai 
involved  in  procurement — reform  here  would  allow  troops  t 
be  used  in  areas  where  there  is  more  need,  such  as  infantr 
artillery  and  military  policing.  To  facilitate  this  the  Secretary  h; 
been  fighting  hard  to  streamline  procurement  procedures. 

Given  history's  lessons  on  how  difficult  it  is  to  wage  w£ 
effectively  and  how  easy  it  looks  to  do  when  you're  not  involve 
in  the  doing,  it's  hard  to  credit  the  notion  that  these  critics  coul 
have  done  a  better  job  than  the  man  they  are  pillorying  today. 

President  Bush  is  right  to  keep  Rumsfeld  on.  I 
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^owwhy  you  fly  and  AA.com  * 


marks  of  American  Airline 


200,000  peop,e.  On  3,800  flights.  Every  da,  ,nc,uding 


one  to  the  most  important 


meeting  of  your  day. 


AmericanAirlines  (Mm 

AA.com 


SEQUOIA  They  grow  up  fast.  Take  family  time  further  in  the  282-hp  8-passenger 
Sequoia.  Now  with  five  standard  safety  features  on  the  exclusive  Star  Safety  System!"  Not  to 
mention,  available  front  and  second-row  roll-sensing  side  curtain  airbags.  toyota.com 


SAFETY  SYSTEM 


.VVehiflfijhown  with.av>ilable  equipment.  i£>2004  Toyota  Motor  Sales.  U.SA,  Inc. 


Other  Comments 


Truth  is  the  only  safe  ground  to  stand  upon. 

—ELIZABETH  CADY  STANTON 


Reneging  on  Relief  After  an  outsized  tragedy,  people's 
hearts  are  often  bigger  than  their  wallets.  Donors  have  deluged  char- 
ities with  tens  of  millions  of  dollars,  and  nations  have  pledged  more 
than  $1.6  billion  to  aid  tsunami  victims.  But  history  shows  that  gov- 
ernments don't  always  keep  their  promises,  and  even  the  best  relief 
campaigns  lose  steam.  After  an  earthquake  killed  30,000  in  the  Iran- 
ian city  of  Bam  in  December  2003,  relief  poured  in.  Now,  a  year  later, 
streets  are  still  hidden  under  tons  of  rubble,  and  many  survivors  are 
in  tents  or  boxlike  pre-fab  houses.  Since  January  2002,  the  world  has 
pledged  $5.2  billion  for  Afghanistan's  reconstruction.  Today,  only 
75%  of  that  money  has  actually  been  committed  by  donors. 

The  best  measure  isn't  money  spent,  but  goals  achieved: 
People  with  permanent  housing.  Orphaned  children  with  stable 
homes.  Families  with  real  livelihoods.  For  the  sake  of  those  suf- 
fering in  South  Asia,  today's  good  intentions  mustn't  recede  as 
quickly  as  the  waves  of  a  tsunami. 

—USA  Today 

Outside  the  (Lock)  Box  [  In  July  I  introduced]  leg- 
islation that  empowers  workers  with  the  freedom  to  choose  a 
large  personal  account  option  for  Social  Security,  with  no  bene- 
fit cuts  or  tax  increases,  now  or  in  the  future.  Through  these 
accounts,  the  bill  would  increase  future  retirement  benefits  and 
cut  future  taxes  for  all  workers.  This  bill  has  been  scored  by  the 
chief  actuary  of  Social  Security  as  achieving  full  and  permanent 
solvency  for  the  program.  In  fact,  the  official  score  of  the  chief 
actuary  shows  that  ultimately,  instead  of  increasing  the  payroll 
tax  to  over  20%,  as  would  be  needed  to  pay  promised  benefits 
under  the  current  system,  the  tax  would  be  reduced  to  4.2%. 
This  would  be  the  largest  tax  cut  in  U.S.  history. 

If  this  proposal  had  been  adopted  in  1983,  when  the  Green- 
span Commission  recommended  tax  increases  and  benefit  cuts, 
Social  Security  would  be  expected  to  go  into  permanent  surplus 
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in  2008,  workers  would  have  accumulated  over  $10  trillion  i 
personal  wealth  in  their  accounts — retiring  with  higher  benefit 
today — and  Social  Security's  unfunded  liability  would  haw 
been  cut  roughly  in  half. 

—PAUL  RYAN,  Member  of  Congress  (R-Wis.j 
Wall  Street  Journc 

Right  Before  Your  Eyes  some  men  go  through 

forest  and  see  no  firewood. 

— English  Proven 

A  Great  Defender  The  harpies  of  the  left — and  th; 
opportunists  of  the  right — realize  that  because  the  path  to  via 
tory  or  defeat  in  any  war  is  strewn  with  setbacks  and  mistake) 
[Defense  Secretary  Donald]  Rumsfeld  is  much  more  exposed  tl 
their  flak  than  newly  reelected  President  Bush.  Rumsfeld  stand 
for  everything  they  despise  about  President  Bush:  decisivenesi 
directness  and — most  unforgivably — impatience  with  those  whi 
most  richly  deserve  it.  Like  the  CIA,  the  State  Department,  ani 
the  UN,  just  for  starters.  Mr.  Rumsfeld  actually  had  the  audacit 
to  call  Old  Europe  by  its  proper  name  and,  according  to  Ke; 
Timmerman's  book  The  French  Betrayal  of  America,  was  fond  c 
quoting  your  humble  servant's  words,  "Going  to  war  withot 
France  is  like  going  deer  hunting  without  an  accordion.  You  jus 
leave  a  lot  of  noisy,  useless  baggage  behind."  Oh,  the  horror. 

—JED  BABBIN,  The  American  Spectatc 

Progress  Against  Poverty  The  World  Bank  [recently 

released  a  report  showing  that  global  growth  "accelerated  sharply 
[last]  year  to  a  rate  of  about  4%.  Best  of  all,  the  poorer  nations  ar 
leading  the  way.  What  explains  this  good  news?  The  short  answer : 
globalization.  Over  the  past  decades,  many  nations  have  undertake 
structural  reforms  to  lower  trade  barriers,  shore  up  property  righl 
and  free  economic  activity.  International  trade  is  surging.  The  poc 
nations  that  opened  themselves  up  to  trade,  investment  and  thos 
evil  multinational  corporations  saw  the  sharpest  poverty  decline 
Write  this  on  your  forehead:  Free  trade  reduces  world  suffering. 

Just  once,  I'd  like  to  see  someone  like  Bono  or  Bruce  Spring 
steen  stand  up  at  a  concert  and  speak  the  truth  to  his  fan  bas« 
that  the  world  is  complicated  and  there  are  no  free  lunches.  Bi 
if  you  really  want  to  reduce  world  poverty,  you  should  be  cheer 
ing  on  those  guys  in  pinstripe  suits  at  the  free-trade  negotiation 
and  those  investors  jetting  around  the  world.  Thanks,  in  part,  t 
them,  we  are  making  progress  against  poverty. 

—DAVID  BROOKS,  New  York  Time 

Keeping  the  Peace  Parents  are  not  interested  i 
justice,  they  are  interested  in  quiet. 

—BILL  COSBY  I 
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employee  to  customer  - 
and  delivers  it  faster. 


Let's  get  started. 

www.  ssaglobal.  com/performing/na 
1-877-772-4562 
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If  you're  a  baking  company,  how  do  you  add  interest  and 
excitement  to  products  that  have  been  around  a  long 
time?  One  bakery  wanted  to  market  a  healthier  bread. 
They  turned  to  Cargill  for  help  and  our  food  experts 
offered  a  carefully-crafted  recipe  mix  that  combined 
good  taste  and  texture  with  soy  protein— allowing  them 
to  make  the  claim  they  wanted.  Now  the  company 
feels  great  about  their  successful  new  product— and 
their  consumers  feel  great  about  having  a  healthy 
new  option.  This  is  how  Cargill  works  with  customers. 

collaborate   >   create   >  succeed 
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www.cargill.com 

©  2004  Cargill,  Incorporated 
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lurrent  Events 


y  Paul  Johnson 


Germany's  Dismal  Future 


N  OBJECT  LESSON  FOR  US  ALL  IS  THE  PRESENT  DEPLORABLE 
ate  of  Germany.  It  shows  what  happens  when  a  society  is 
icouraged  by  its  leaders  to  turn  its  back  on  freedom  and  opt 
>r  security  at  any  price. 

A  generation  ago  Germany,  thanks  to  its  great  postwar  leaders 
onrad  Adenauer  and  Ludwig  Erhard,  had  an  exemplary  econ- 
my — one  of  the  world's  best  in  quality  and  performance.  It  was 
lodeled  on  America's  and  put  entrepreneurial  freedom,  hard 
ork  and  innovation  before  all  other  considerations.  The  Germans 
irned  their  backs  on  their  hideous  past  of  violent  aggression  and 
scame  wealthy,  proud  and  self-disciplined  global  citizens. 

Today  the  German  economy  is  a  model — especially  for  the 
ipidly  expanding  nations  of  the  Third  World,  such  as  China  and 
idia — for  what  not  to  do.  Stagnant  production,  static  or  falling 
roductivity  and  appalling  levels  of  unemployment  are  the 
tlient  factors.  Unemployment  figures  have  recendy  been  revised 
pward  to  4.5  million  but  could  be  as  high  as  6  million  when  the 
lidden  unemployed"  are  taken  into  account.  These  figures  are 
ose  to  those  of  1932,  at  the  depths  of  the  Great  Depression  and 
ist  before  Hitler  came  to  power.  So  many  being  unemployed 
as  one  reason  Hitler's  bid  for  power  was  successful. 

hree  Reasons  for  Germany's  Decline 

The  power  wielded  by  its  old-fashioned  trade  unions.  German 
nions  insist  on  short  hours,  high  wages,  immense  social  secu- 
ty  benefits  and  conditions  of  work  that  make  productivity 
icreases  virtually  impossible.  Their  stranglehold  on  the  econ- 
my  is  akin  to  that  exercised  by  British  unions  before  Margaret 
hatcher  smashed  them  in  the  early  1980s. 
The  input  of  the  EU  bureaucracy  in  Brussels.  The  EU  imposes 
ldless  rules,  whose  net  effect  is  to  stifle  enterprise  and  squelch 
inovation.  The  push  toward  a  European  superstate  has  proved 
i  unmitigated  disaster  for  Germany,  which,  despite  its  relative 
:onomic  decline,  is  still  the  biggest  net  contributor  to  EU 
inds.  Germany  thus  ends  up  financing  programs  such  as  the 
ommon  Agricultural  Policy  that  work  against  its  interests.  Ger- 
lany  pays  the  EU  piper,  while  France  calls  all  the  tunes. 

Indeed,  Germany's  subservience  to  France  is  one  of  the  most 
itonishing  and  inexplicable  features  of  today's  world.  Chancel- 
r  Gerhard  Schroder  seems  content  to  play  the  poodle  to  Pres- 
ent Jacques  Chirac  in  the  most  humiliating  and  grovelling 
ay,  following  tamely  in  courses  that  demonstrably  work 
gainst  Germany  both  at  home  and  abroad. 

When  Germany  looked  to  U.S.  leadership  between  1950  and  the 


early  1970s,  it  prospered.  Since  Germany  submitted  to  French  direc- 
tion, the  country  has  plunged  relendessly  into  the  pit.  Sooner  or  later 
the  German  people  are  going  to  grasp  this  salient  truth;  when  they 
do,  the  consequences  for  Europe  will  be  dramatic.  This  moment  has 
been  delayed,  however,  by  the  third  factor  in  the  nation's  decline. 
•  Germany's  acute  sense  of  failure  and  unhappiness.  This  is  a  col- 
lective psychological  depression  that  effectively  prevents  Germany 
from  taking  action  to  remedy  its  ills.  The  Germans  agree  they're  in 
a  mess,  and  many  see  the  obvious  way  out.  The  country  needs  to 
make  the  kinds  of  structural  changes  in  its  economy  that  Prime 
Minister  Thatcher  carried  out  in  Britian  20  years  ago,  changes  that 
have  completely  transformed  the  performance  and  expectations 
of  the  British  people.  But  though  most  Germans  know  this,  they 
lack  the  will — and,  of  course,  the  leadership — to  carry  it  out. 
They  stay  inert,  supine,  transfixed  by  fear  and  angst,  paralyzed 
by  the  thought  of  painful  adjustments  in  their  safety-first  soci- 
ety— and  thus  coast  toward  a  disaster  comparable  to  Hitlerism. 

Germany's  demographic  structure  reinforces  all  the  weaknesses 
of  its  stagnant  society  and  economy.  It  has  one  of  the  world's  low- 
est birthrates,  a  rapidly  aging  population  and  a  calamitously  expen- 
sive social  security  system,  all  of  which  combine  to  project  a  dark 
and  dangerous  future.  Germany  faces  not  merely  a  net  decline  in 
population — from  80  million  to  60  million — by  midcentury,  but  a 
lowering  of  living  standards  and  the  unrest  that  will  surely  follow. 

A  New  Direction 

Along  with  reforming  itself,  Germany  should  be  leading  a  campaign 
to  reform  the  EU.  The  object  should  be  to  cast  off  the  Francophile 
control  executed  by  Paris  and  Brussels  and  give  the  EU  a  new  direc- 
tion that  corresponds  to  its  expanding  membership.  One  change — 
both  symbolic  and  substantive — would  be  to  transfer  EU  head- 
quarters from  Brussels,  with  its  40-year  accretions  of  bureaucratic 
barnacles,  to  a  city  such  as  Hamburg,  with  its  strong  entrepreneur- 
ial and  trading  traditions,  or  Aachen,  once  the  capital  of  Charle- 
magne's Frankish-German  empire  and  from  which,  in  the  late 
1940s,  the  original  concept  of  a  United  Europe  drew  its  inspiration. 

Certainly  the  European  capital  needs  to  be  closer  to  the 
Union's  center  of  gravity.  But  more  important,  the  EU  needs  a 
revolution  in  thinking,  away  from  the  regulations  and  controls 
that  are  turning  the  dream  of  a  prosperous  and  peaceful  Europe 
into  a  nightmare  of  discontent,  depression  and  decline. 

What  Germany  needs  and  Europe  awaits  is  a  leader  who  can 
break  the  mold  to  give  both  a  fresh  start.  Too  much  to  ask?  If  so, 
the  alternative  will  be  violence.  F 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns  visit  our  Web  site  at  www.forbes.com/currentevents. 
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"Citrix  helps  HP  increase 
productivity  by  giving  our 
employees  easy  and  secure 
access  to  standardized 
business-critical  application 
from  anywhere  in  the  work 


Gilles  Bouchard,  CIO 
and  EVP  of  Global  Operatic 
Hewlett-Packard  Compa 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISI 

As  a  constantly  expanding  global  corporation, 
HP  faces  a  variety  of  IT  challenges  to  ensure  il 
145,000  employees  around  the  globe  have  access 
the  bandwidth-intensive  applications  they  need 
do  their  jobs.  HP's  global  operations  require  aco 
to  critical  applications  in  far-reaching  corners  of 
the  world  and  deployment  of  applications  across 
a  diversity  of  platforms.  So  HP  did  what  99%  of 
the  Fortune  500  have  already  done.  They  turned 
to  Citrix.  Now  HP  is  able  to  provide  its  employe' 
with  secure  access  to  information  —  regardless  c 
location,  platform  or  device  used.  Citrix  is  helpii 
HP  —  and  120,000  other  customers  —  save  mon 
and  reduce  IT  complexity.  We  call  it  the  on-demc 
enterprise.  To  learn  what  Citrix  can  do  for  your 
business,  call  888-820-7918  or  visit  www.citrix.co 


CITRIX 


©2004  Otrot  Systems.  Inc.  Al  nghts  resen«d.  Citrix  6  a 
registered  trademark  or  Crtroc  Systems,  he.  fi  the  US.  and 
other  axntries.  Al  other  trademarks  and  registered  trademarks 
are  the  property  of  ther  respective  owners. 


Digital  Rules 

5y  Rich  Karlgaard,  publisher 


Three  Trends  for  2005 


ilG  TRENDS  HAVE  A  WAY  OF  SNEAKING  PAST  US.  CONSIDER  THE 
/Veb.  In  2005  it  may  seem  like  an  old  story,  but  let's  pause  to 
emember  that  as  a  commercial  product  the  World  Wide  Web  is 
ust  a  mere  decade  old.  (And  if  you  lay  claim  to  having  surfed  the 
/Veb  during  its  beta  years  of  1990-94,  either  you're  an  HTML  geek 
>r  you're  fibbing.)  In  just  ten  years  the  Web  has  altered  the  way  we 
;rab  information,  manage  our  firms  and  organize  our  lives.  China 
ikely  will  surpass  the  U.S.  this  year  in  the  number  of  Web  surfers, 
i  development  few  saw  in  1995.  Still,  the  day  is  young!  The  Web  in 
1005  is  like  the  airplane  in  1913  or  the  television  in  1954,  when 
idward  R.  Murrow  fricasseed  a  sweating  Senator  Joe  McCarthy 
>efore  the  cameras.  (In  2004  bloggers  gang- tackled  Dan  Rather.) 

This  year  video  Weblogs  are  sure  to  be  the  "it"  thing.  The 
hape  of  the  v-blog  trend  began  to  emerge  late  last  year  during 
he  election  campaign.  Example:  A  half-million  people  watched 
ZNN's  Crossfire  on  an  October  night  when  comedian  Jon  Stew- 
irt  happened  to  be  a  guest.  Stewart  played  it  mean  and  bitter, 
ipping  apart  hosts  Paul  Begala  and  Tucker  Carlson.  The  seg- 
nent  made  its  way  onto  blogs,  and  there  it  was  clicked  by 
1.5  million  unique  visitors — five  times  as  many  as  had  watched 
t  on  TV.  (Earlier  this  month  CNN  took  Crossfire  off  the  air.) 

The  Asian  tsunami  tragedy  brought  a  secondary  wave  of 
'-blogs.  Sites  such  as  the  Australian  Waveofdestruction.org  were 
ogging  1  million  unique  visitors  per  week  at  the  peak  The  curious 
:licked  in  to  watch  home  videos  of  giant  waves  swallowing  Thai 
lotels.  Had  John  E  Kennedy  been  murdered  in  this  day  of 
^-blogs  and  digicams,  the  Zapruder  film  would  have  been  uploaded 
vithin  hours  for  the  world  to  see.  Whether  that  would  have  been 
;ood  for  our  souls  is  a  separate  issue.  The  Warren  Commission, 
lowever,  surely  would  have  proceeded  under  different  pressures. 

Consumer-Priced  Tech 

/enture  capitalist  Roger  McNamee  in  his  book  The  New  Nor- 
nal  (Portfolio)  points  out  another  huge  trend  underway.  He 
ells  us  to  observe  how  technology  products  now  enter  the  mar- 
ret.  It  used  to  be  that  the  coolest  products  (i.e.,  the  most  expen- 
:ive)  were  those  sold  to  businesses  or  to  rich  people  who  could 
ifford  them.  Copiers,  personal  computers  and  cell  phones 
;ntered  the  market  that  way.  It  would  then  take  a  few  years  for 
pit  volume  to  kick  up  and  prices  to  fall.  Eventually  the  masses 
xrnld  afford  to  buy  these  products. 

But  now  the  coolest  products  are  being  aimed  at  the  masses 
torn  the  get-go — iPods,  DVDs  and  gigabyte  memory  sticks, 
lot  to  mention  terabytes  of  Google-accessible  free  content, 
iven  software  is  following  this  trend.  A  generation  ago  the 
>abre  airline-seat  yield  management  system,  written  for 
l  few  dozen  carriers,  was  the  neatest  trick  in  the  travel 


industry.  Now  it's  Orbitz,  aimed  at  billions  of  consumers. 

Google  saves  tens  of  millions  of  dollars  by  using  cheap 
consumer-class  servers — more  than  100,000  of  them,  actually — 
to  power  its  search  algorithm.  Early  in  its  life  Google  reasoned 
that  consumer-priced  technology  was  as  good  as  business- 
priced  technology  if  you  configured  it  right.  That's  why  Google 
continues  to  pour  its  resources  into  hiring  bright  people,  not 
into  buying  the  fastest  boxes.  Advantages,  Google  believes,  are 
to  be  found  in  clever  use,  not  in  the  hardware  itself.  Google  saves 
so  much  on  hardware  costs  that  it  sports  an  annual  cash-flow 
run  rate  of  around  $400  million,  exceeding  that  of  older  Web 
superstars  with  greater  annual  sales,  such  as  Ebay  and  Yahoo. 

Spitzer's  Gift  to  Startups 

To  my  eye,  Google  signals  a  new  golden  age  of  disruption  and 
startups.  The  prime  Google  lesson  is  that  clever  use  of  cheap 
technology  can  trump  ordinary  use  of  pricey  stuff.  This  is 
especially  true  if  your  company  has  an  IQ  edge,  as  Google  does, 
and  if  you're  strategizing  from  a  blank  page,  as  startups  do. 

Another  reason  for  a  new  golden  age  of  small  companies  is 
that  size  and  incumbency  breed  inertia,  faster  than  ever — even 
in  the  best  of  companies.  Anybody  who  spent  time  on  Micro- 
soft's campus  between  the  1980s  and  the  mid-1990s  would  find 
it  a  grayer  place  today.  Though  profitable  as  ever,  Microsoft  has 
warned  it  will  slip  to  single-digit  growth,  and  it  no  longer  crack- 
les with  the  same  manic  energy.  Inside  its  fabled  two-story  white 
buildings  there  is  much  muted  gossip  about  budgets  and  meet- 
ings and  the  like.  Nobody  I've  seen  on  Microsoft's  Redmond 
campus  during  the  last  five  years  has  been  knocking  back  Jolt 
Cola  and  having  squirt-gun  fights  as  relief  from  14-hour  days. 
(Ah,  the  good  old  days.) 

Venture  capitalist  McNamee  writes,  "In  the  new  normal, 
neither  big  businesses  nor  IPOs  will  get  all  the  glory.  Today,  size 
matters  less  than  at  any  other  time  in  the  past  50  years.  Thanks 
to  technology,  even  small  businesses  can  have  a  global  footprint 
if  they  leverage  the  Internet  and  available  tools  that  are  drop- 
ping in  price  even  as  capabilities  increase." 

Lastly,  in  one  of  those  unintended  consequences  that  govern- 
ments create,  Sarbanes-Oxley  and  the  grand  inquisitions  of  Eliot 
Spitzer  are  gifts  to  startups.  Smaller  companies  can  focus.  Brain 
cycles  in  large  public  companies  go  to  waste  attending  to  compli- 
ance issues  and  other  cover-your-rear  work. 

V-blogs,  cheap  technology  ably  performing  business  chores 
and  a  new  golden  era  for  startups — rich  rewards  await  the  entre- 
preneurs who  knit  these  trends  together.  F 


JJ(QJ*Jj^g  I  Visit  Rich  Karlgaard's  home  page  at  www.life2where.com 
MBBwai I  or  e-mail  him  at  publisher@forbcs.com. 
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A  whole  lot  of  smoke: 

Harold  W.  Nix  and  C.  Cary  Patterson 


rominent 
Texas  plaintiff 
lawyers  Harold 
W.  Nix  and  C.  Cary 
Patterson,  who  helped 
that  state  win  $17 
billion  from  tobacco 
companies,  have 
sued  in  a  Texarkana 
federal  court  to  fight 
an  Internal  Revenue 
Service  finding  that 
they  personally  used 
sham  tax  shelters  for 
2000.  The  pair,  both 

big  Democratic  contributors,  say  they're  on  the  hook  for  $8.1  mil- 
lion plus  penalties  if  they  lose.  Both  dispute  the  IRS'  conclusion.  Pat- 
terson called  his  own  tax  shelter  St.  Croix  Ventures.  Nix  styled  his 
Rogue  Ventures.  — Janet  Novack 

Unsophisticated,  or  Just  a  Tad  Greedy? 

Meanwhile,  Republican  Earl  N.  (Phil)  Phillips  Jr.,  North  Carolina 
businessman  and  ex-Bush  Administration  ambassador  to  the 
islands  of  the  eastern  Caribbean,  is  suing  KPMG,  Deutsche  Bank 
and  assorted  lawyers  and  advisers  for  selling  him  a  "fraudulent, 
abusive  tax  shelter."  The  ploy,  which  manufactured  losses  from 
abroad,  offset  capital  gains  taxes  on  $14  million  from  the  sale  of 
Phillips'  business — until  the  IRS  disallowed  it.  Defendants  deny 
liability.  Phillips'  own  pleading  calls  him  "successful  in  his  private 
business  life,  but . . .  unsophisticated  in  tax  matters."  — J.N. 

No  Wonder  He  Wants  Secrecy 

Before  Forbes  400  member  Ronald  W.  Burkle  won  court  orders 
sealing,  at  least  temporarily,  many  records  in  his  Los  Angeles 
divorce  case,  FORBES  reviewed  the  files.  His  wife  of  31  years, 
Janet,  claimed  she  was  misled  into  accepting  low  terms  in  a  1 997 
postmarital  agreement.  Burkle,  51,  who  we  estimate  is  now 
worth  $2.3  billion,  largely  from  supermarket  industry  deals,  says 


she  knew  what  she  was  signing.  Among  the  court  claims: 
Burkle's  1995  adjusted  gross  income,  the  latest  tax-return  data 
cited,  was  $27.4  million.  Her  estimate  of  total  recent  family 
living  expenses:  $1.4  million  a  month.  The  files  contain  a  copy  of 
a  contract  to  pay  Merv  Griffin  Event  Productions  $101,000  to 
stage  a  child's  birthday  party.  — William  P.  Barrett 

Legal  Issue  Here:  Kosher  or  Chutzpah? 

New  York  City's  Orthodox  Union,  the  world's  largest  certifier  of 
kosher  products,  just  sued  Avon  Products,  claiming  that  the 
world's  largest  direct  seller  of  cosmetics  and  beauty  items 
wrongly  put  a  trademarked  symbol  of  Jewish  religious  compli- 
ance on  containers  of  its  vanilla-flavored  Slimwell  Balanced 
Meal  Shakes.  Saying  Avon  refused  a  demand  that  current  inven- 
tories be  destroyed,  OU,  in  a  Washington,  D.C.  lawsuit,  seeks 
unspecified  money  damages  for  trademark  violations.  Disput- 
ing the  claim,  Avon  calls  the  suit  "surprising." — J.N.  and  W.P.B. 

Takes  Money  to  Save  Money 

During  recent  holiday-period  events,  Forbes  400  habitue 
Mortimer  B.  Zuckcrman  bragged  that  his  flagship  New  York 
Daily  News,  battling  rival  mogul  Rupert  Murdoch's  New  York 
Post,  had  its  highest  December  ad  sales  since  Zuckerman  pur- 
chased the  storied  tabloid  in  1992.  His  buyout  offers  to  employ- 
ees, intended  to  downsize  the  paper's  editorial  staff,  have,  his 
flack  proudly  says,  received  a  "good  response."    — Dirk  Smillie 


Sounds  More  Like  Extortion 

A  new  academic  study  by  business-school  professors  says 
bank  mergers  increase  crime  and  adversely  affect  lower- 
income  neighborhoods.  Analyzing  316  bank  mergers  from 
1992-99,  UCLA's  Mark  J.  Garmaise  and  the  University  of 
Chicago's  Tobias  J.  Moskowitz  write  that  the  lessened  compe- 
tition increased  interest  rates  on  new-construction  loans.  That 
led  to  fewer  projects,  less  employment  and  lower  incomes. 
Result:  more  crime,  especially  burglary.  The  profs  say  regula- 
tors should  consider  an  area's  "social  fragility."—  Tatiana Serafin 


After  theJDeluge, 


Deluge 


The  Dec.  26, 2004  tsunami  lasted  for  hours,  but  the  flood  from  publicists  ran  for  days.  —  Seffi  Lubove  and  W.P.B. 


PRESS  PITCH  ISSUER/LOCATION/DATE 

FOCUS 

Aquentium/Palm  Springs,  Calif./Jan.  4 

Firm's  portable  housing  is  "perfect  solution"  for  victims. 

C  1  Host/Dallas,  Tex./Dec.  30 

Web-hoster  stresses  importance  of  backup  systems. 

JustGive.org/San  Francisco/Dec.  30 

Nonprofit  fundraising  outfit  "making  it  easier"  to  donate. 

Kintera/San  Diego,  Calif./Dec.  28 

Online  fundraising  business  boss  available  for  interview. 

Lexiteria  Corp./Lewisburg,  Pa./Dec.  28 

Word-processing  firm  names  tsunami  "word  of  the  year." 

Pacific  Asia  Travel  Association/Bangkok/Dec.  28 

Most  of  Asia  unaffected  by  disaster. 

WaterChef/Glen  Head,  N.Y./Jan.  4 

Water  purification  company  sold  gear  for  use  in  recovery. 
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Dout  saving  money  insteac 


lomical  HP  BladeSystem  solutions  feature  the  high-performance  Intel®  Xeon™  Processor.  And  they  let  you  do  more  with  less, 
haring  and  pooling  servers,  storage  and  network  resources,  you  can  virtualize  and  automate  more  processes.  And  HP 
leSystem  solutions  not  only  offer  lower  total  acquisition  costs,  they  also  allow  the  same  number  of  people  to  manage  more  IT— 
ring  you  a  better  return.  Normally,  upgrading  to  more  sophisticated  technology  comes  with  a  hefty  price  tag.  Instead,  you'll 
more  expertise  before  you  buy,  more  technology  when  you  buy  and  more  support  after.  None  of  which  will  cost  more. 


HP  ProLiant  BL30p  Blade  Server 


THE  SOLUTION 

THE  BENEFITS2 

Intel'  Xeon™  Processors  DP  up  to  3.20GHz/2MB' 
igh  density:  Up  to  96  servers  per  rack 
exible/Open:  Integrates  with  existing  infrastructure 
P  Systems  Insight  Manager™:  Web-based 
etworked  managment  through  a  single  console 
apid  Deployment  Pack:  For  ease  of  deployment 
nd  ongoing  provisioning  and  reprovisioning 

•  23%  savings  on  acquisition  cost 

•  Up  to  19%  less  power  consumption 

•  Up  to  93%  fewer  cables 

•  43%  less  space  needed  (or  same  processing  power 

•  Hot-swappable  server  design 

•  Single  interface  for  local  and  remote  management 
of  servers,  storage,  software  and  networking 

/E  $500  INSTANTLY 

l  the  purchase  of  any  HP  BladeSystem  enclosure.3 


n  v  e  n  t 


Enhance  your  system. 


HP  StorageWorks 
MSA1500cs 

-  Up  to  24TB  of  capacity  (96  250GB  SATA  drives) 

-  Up  to  16TB  of  capacity  (56  300GB  SCSI  drives) 

-  Ability  to  mix  SCSI  and  Serial  ATA 
enclosures  for  greater  flexibility 

-  2GB/ 1GB  Fibre  connections  to  host 

GET  UP  TO  2TB 
OF  STORAGE  FREE4 
(Save  up  to  $3,192) 


Contact  HP  today  for  a  free  IDC  white  paper:  Adapting 
to  Change:  Blade  Systems  Move  into  the  Mainstream 


CLICK  www.hp.com/go/Bladesmag30 
CALL  1-866-625-3905 


VISIT 


your  local  reseller 


s  numbering  is  not  a  measurement  of  higher  performance.  2.  Based  on  internal  HP  testing;  compared  to  similarly  configured  HP1U.  2P  server.  For  configurator,  please  visit:  http://h30099.www3.hp.com/configurafor/catalog-issipc.asp. 
valid  through  4/30/05.  4.  Receive  up  to  2TB  of  storage  free  with  purchase  of  select  HP  StorageWorks  MSA1500  devices.  Offer  ends  on  3/31/05.  See  Web  site  for  full  details.  Intel,  Intel  logo,  Intel  Inside,  Intel  Inside  Logo,  Intel  uentrino,  Intel 
)  Logo,  Celeron,  Intel  Xeon,  Intel  SpeedStep,  Itanium  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  ©2004  Hewlett-Packard  Development  Company,  L.P 


On  My  Mind  ,  

By  David  Kusek,  vice  president,  berklee  College  of  Music,  and  coauthor  of  The  future  of  music:  manifesto 

FOR  THE  DIGITAL  MUSIC  REVOLUTION  (BERKLEE  PRESS,  2005) 

Music  Like  Water 

People  should  pay  for  their  music  the  way  they  pay  for  gas  or  electricity. 


MORE  PEOPLE  ARE  CONSUMING  MUSIC  TODAY  THAN  EVER 
before,  yet  very  few  of  them  are  paying  for  it.  The  music  record- 
ing industry  blames  file  sharing  for  a  downturn  in  CD  sales  and, 
with  the  publishing  companies,  has  tried  its  best  to  litigate  this 
behavior  out  of  existence,  rather  than  try  to  monetize  the  con- 
duct of  music  fans.  These  efforts  are  fingers  in  a  dike  that  is 
about  to  burst.  Digital  media  are  interactive,  and  people  want 
music  that  they  can  burn  to  CDs,  share  and  use  as  they  wish.  The 
music  industry  should  instead  look  at  turning  this  consumer 
phenomenon  into  a  steady 
stream  of  cash — lots  of  it. 

The  industry  ought  to  estab- 
lish a  "music  utility"  approach  to 
the  distribution  and  marketing  of 
interactive  digital  music,  modeled 
after  the  water,  gas  and  electricity 
utility  systems.  It  should  be  done 
voluntarily  to  work  best  for  all 
parties,  or  it  may  eventually  be 
legislated  through  a  compulsory 
license  provision. 

Under  a  plan  colleague  Gerd 
Leonhard  and  I  propose,  con- 
sumers would  pay  a  flat  music- 
licensing  fee  of  $3  to  $5  a  month 
as  part  of  a  subscription  to  an 
Internet  service  provider,  cellular 
network,  digital  cable  service 
wireless  carrier  or  other  digital 
network  provider.  This  fee  would 
let  people  download  and  listen  to 
as  much  music  as  they  care  to, 
from  a  vast  library  of  files  avail- 
able across  the  networks. 

These  fees  would  result  in  a  huge  river  of  money.  With 
approximately  200  million  people  connected  to  a  digital  net- 
work in  the  U.S.,  the  potential  annual  revenue  stream  for  a 
music  utility  model  could  be  somewhere  between  $7  billion  and 
$12  billion  for  the  basic  service.  That  is  already  comparable  in 
size  to  the  existing  U.S.  recorded  music  market,  which  in  2003 
was  $12  billion  at  retail,  according  to  the  Recording  Industry 
Association  of  America.  This  basic  service  would  be  augmented 
with  various  opportunities,  including  packages  of  premium 
content,  live  concerts,  new  releases,  artist  channels,  custom  com- 
pilations and  more.  The  revenue  potential  of  these  premium 
sources  is  enormous,  too. 


How  would  this  money  be  divvied  up?  We  propose  that  th> 
industry  voluntarily  establish  a  "music  utility  license"  for  tlv 
interactive  use  of  digital  music.  This  license  would  compensat 
all  rights  holders,  including  the  record  labels  and  artists  (fo 
the  master  recording)  as  well  as  publishers  and  composers  (fo 
the  underlying  composition),  with  the  license  fee  to  be  split  ii 
half  between  the  owners  of  the  sound  recording  and  the  own 
ers  of  the  composition,  after  deducting  a  percentage  for  th 
digital  network  providers.  This  license  would  be  available  t< 

anyone  willing  to  implement  it 
terms.  The  digital  network  com 
panies  would  be  required  ti 
track  and  report  which  musi 
had  been  used,  by  employin 
existing  digital  identification  am 
tracking  technologies. 

There  is  already  precedence  fo 
such  a  flat-fee  system  in  cable  tele 
vision  and  in  the  utility-like  mod 
els  of  public  broadcasting  in  Eu 
rope.  Streaming  digital  music  i 
already  provided  in  basic  cabl 
plans.  Cable  television  itself  at  firs 
resisted  this  model,  but  its  eco 
nomics  eventually  led  to  a  large 
market,  providing  more  consume 
choice  and  more  revenue  stream 
overall.  Old  media  almost  neve 
die.  Cable  television  did  not  re 
place  broadcast  television;  insteac 
it  expanded  the  market  dramati 
cally,  by  letting  video  flow  lik 
water  into  new  revenue  streams- 
instead  of  down  the  drain. 
Certainly  a  music  utility  would  be  a  radical  and  comple 
undertaking,  and  there  are  many  important  details  to  negotiate 
such  as  the  exact  nature  of  the  license,  how  the  funds  would  b 
administered,  the  specific  tracking  method,  what  collection  c 
technologies  would  be  employed  and  others.  Yet  there  are  inven 
tors  and  technologists  outside  the  mainstream  music  busines 
hard  at  work  trying  to  figure  out  how  to  make  this  happen.  It 
time  for  the  main  players  in  the  music  business  today,  namel 
the  large  record  publishers,  to  cooperate  with  the  inventors  an 
jointly  create  a  future  for  music  where  the  money  really  flow 
and  the  global  market  for  music  can  grow  from  $32  billion  to  a 
much  as  $  1 00  billion.  I 


"Consumers  would  pay  aflat  fee  of  $3  to  $5  a 
month  as  part  of  their  Internet  subscription 
or  other  digital  network  provider  fee." 
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ON 

MAN. 

I¥f&nefi 

A/e  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
oroven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.* 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1 ,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.1  So  dream  big.  Whatever 
/our  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


H 


BR 


Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic.  "Relates  to  total  $  amount,  w/over-allotment,  of  US  IPOs  priced  between  1/1/03  and  12/31/03,  with  full  credit  to  all  bookrunners.  excluding  American  Depository  Receipts  and  closed-end  funds,  t  Relates  to 
all  public  US  equity  transactions  (IPOs  and  secondaries/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03.  Non-weighted  average  aftermarket  performance. 
Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance. 


If  you  want  all  your  assets 

to  work  together, 

maybe  your  advisors  should,  too. 


Premier  Banking 
&  Investments 


Introducing  Premier  Banking  &  Investments.™ 
A  new  level  of  service. 


Imagine  a  banker  and  a  financial  advisor  working  together  toward  the  same 
goal.  Yours.  That's  the  idea  behind  Premier  Banking  and  Investments. 

Our  innovative  approach  joins  specialists  from  two  world-class  organizations, 
Bank  of  America  and  Banc  of  America 
Investment  Services,  Inc.®  This  dedicated 
team  brings  you  integrated  financial  advice 
and  comprehensive  planning  to  meet  your 
financial  goals. 

This  service  has  many  advantages.  Access  to  our  suite  of  flexible  banking 
products,  including  customized  credit.*  Personalized  investment  solutions  based 
on  your  individual  needs.  And  a  level  of  service  and  personal  attention  never  before 
available  at  this  asset  level. 

If  you  have  $100,000  with  Bank  of  America  and/or  Banc  of  America  Investment 
Services,  Inc.,  you  may  qualify  for  Premier  Banking  and  Investments.  To  set  up  an 
appointment,  call  866.222.6520,  visit  our  website  at  www.bankofamerica.com/premier 
or  visit  any  one  of  our  banking  centers. 

Bank  of  America^^nigher  Standards 


*  Credit  is  subject  to  approval.  Normal  credit  standards  apply. 

Premier  Banking  and  investments'  "  is  offered  through  Bank  of  America 
Services,  Inc.'  Ranking  services/products  arc  provided  by  Bank  of  America,  N. A.. (Member  FDIC).  Investment  products  such 
as  stocks,  bonds  and  mutual  funds  are  provided  by  Banc  of  America  Investment  Services,  Inc.,  and:   :  " 

Are  Not  FDIC  Insured  May  Lose  Value  Are  Not  Bank  Guaranteed 

Banc  of  America  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  NASD  and  SIPC  and  a  noribank 
subsidiary  of  Bank  of  America,  N.A. 

(c)  2005  Bank  of  America  Corporation 


85  YEARS  AGO  IN  FORBES  JANUARY  10, 1920 

You  Get  What  You  Ray  For 

Ask  any  large  employer  and  he  will  tell  you 
his  cheapest  help  are  the  men  to  whom  he! 
pays  the  highest  salaries.  Men  worth 
$10,000  or  $25,000  or  $50,000  a  year 
usually  are  the  men  upon  whom  the  suc- 
cess of  an  enterprise  depends.  Poor  exec- 
utives are  dear  at  any  price.  Good  ones,  it 
might  also  be  said,  are  cheap  at  any  price. 
Money,  success,  are  made  by  brain,  not 
brawn.  The  difference  between  the  value 
of  an  exceptionally  capable  railroad  presi- 
dent and  a  second-rate  man  is  worth  far 
more  than  any  difference  in  salary. 

55  YEARS  AGO  IN  FORBES  FEBRUARY  1. 1950  I 

Down  With  the  Deficit 

I  can  only  guess  that  some  fancy  theo- 
rists, and  some  sincerely  alarmed  advis- 
ers, have  convinced  President  Truman 
that  a  $4  billion  to  $5  billion  deficit  in 
these  years  of  record  high  income  is  jus- 
tified by  the  threats  to  world  peace  on 
the  one  hand,  and  the  need  for  greater 
election-winning  handouts  on  the  other. 
But  how  can  a  bankrupt  America  bolster 
the  economies  of  other  countries  andl 
turn  back  the  tide  of  Communism?  It's  ai 
simple  fact  that  government  spendingi 
cannot  go  on  exceeding  government  in- 
come without  wrecking  the  country. 
The  Congressional  Budget  Office  projects  thei 
federal  deficit  will  total  $348  billion  in  2005.\ 

15  YEARS  AGO  IN  FORBES  JANUARY  8, 1990 

The  Wal-Mart  Way  what* 

the  Wal-Mart  edge?  Nothing  more  than) 
hard  work  and  clear  thinking.  Top  execu- 
tives work  six  and  seven  days  a  week, 
spending  more  than  half  their  time  visit- 
ing stores.  Important  decisions,  such  asi 
what  items  to  display  in  desirable  spots, 
are  often  delegated  to  employees  closest 
to  the  customer,  the  clerks  on  the  sales! 
floor.  Thus,  the  company's  selling,  gen- 
eral and  administrative  costs,  at  just  16%) 
of  sales,  are  10  percentage  points  or  more! 
below  those  of  most  competitors. 
Spurred  by  a  post-Thanksgiving  advertising 
blitz  and  accompanying  price  cuts,  WaH 
Mart's  December  sales  climbed  3%  oven 
last  year's. 


Follow-Through 


MARCH  1,  2004 


Pop  Goes  Bill  Gates 


The  Warhol  Founda- 
tion is  juiced  about  the 
deal.  It  gathered  $750,000 
in  image  fees  last-year  but 
is  already  looking  at  an 
upcoming  $2  million  licensing  deal.  Says 
Warhol  Foundation  Director  of  Licens- 
ing Martin  Cribbs,  "Andy  was  a  brilliant 
businessman.  I  think  he'd  be  pretty 
damn  happy  about  it."   — Bruce  Upbin 


Glamorizing  Corbis  archive:  Warhol's  "Marilyn." 

Bill  Gates  and  Andy  Warhol — perfect 
together.  One  got  rich  and  famous 
artfully  monopolizing  an  industry, 
the  other  got  famous,  but  not  as  rich, 
blurring  the  lines  between  art  and  indus- 
try. Now  they're  in  business  together, 
posthumously  in  Warhol's  case.  In  Sep- 
tember Corbis,  the  photo  archive  of  75 
million  images  entirely  owned  by  Gates, 
announced  it  had  struck  a  deal  with  the 
$150  million  (assets)  Warhol  Foundation 
that  would  allow  Corbis'  300  worldwide 
sales  reps  to  pitch  ad  agencies  on  using 
Warholiana  in  their  campaigns.  Corbis 
would  charge,  say,  $500  for  the  use  of  an 
image,  plus  $50,000  for  the  rights  behind 
that  image.  A  copyright  owner  such  as 
Warhol  would  keep  50%  to  80%  of  that 
as  a  royalty,  and  Corbis  would  get  the  rest. 

Warhol  was  the  first  in  a  dealmaking 
spree  for  Corbis.  In  the  past  month  it  also 
signed  Marvel  Comics,  the  Liberace 
Foundation  and  Hollywood  Licensing, 
which  reps  the  100,000-hour  America's 
Funniest  Home  Videos  clip  library 
("Quick,  get  me  a  shot  of  somebody  rear- 
ending  a  police  car").  Corbis  is  also  close 
to  signing  two  major  Hollywood  studios. 

Corbis'  rights  services  chief,  Gary 
Shenk,  thinks  he  can  go  from  $3  million 
to  $5  million  in  sales  this  year  to  $25  mil- 
lion to  $40  million  in  a  few  years.  His  unit 
is  one  of  the  few  profitable  businesses  at 
$200  million  (sales)  Corbis. 


OCTOBER  6,  2003 

Cancer  Advance 

Drugmaker  and  Forbes  400  mem- 
ber Patrick  Soon-Shiong  was  bat- 
tling naysayers  when  we  profiled 
him  in  2003.  In  January  Soon-Shiong, 
who  heads  Chicago  injectable  drug 
manufacturer  American  Pharmaceuti- 
cal Partners,  proved  his  detractors  wrong 
when  he  got  approval  from  the  Food  & 
Drug  Administration  to  use  his  experi- 
mental cancer  drug  Abraxane  for  women 
with  metastatic  breast  cancer.  A  less  toxic 
form  of  cancer-killer  Taxol,  Abraxane  is 
the  first  in  a  new  class  of  protein-bound 
particle  drugs.  The  47%  spike  in  APP's 
stock  price  after  the  FDA  approval  was 
announced  suggests  Soon-Shiong  may 
finally  get  some  respect  on  Wall  Street. 

— David  Armstrong 

NOVEMBER  24,  2003 

Those  Amicable 
Pritzkers 

Underage  heiress  Liesel  Pritzker,  20, 
and  brother,  Matthew,  have  finally 
settled  their  bitter  court  dispute 
with  father  Robert  Pritzker  and  other 
family  members.  Though  terms  were  not 
disclosed,  two  people  familiar  with  the 
agreement  say  the  total  cash  payout  to  the 
kids  is  around  $1  billion.  Liesel  had 
claimed  that  $2  billion  in  assets  had  been 
drained  from  trust  funds  benefiting  her 
and  her  brother.  In  a  statement  Robert 
Pritzker  reiterated  that  he  had  done  noth- 
ing improper.  The  Pritzker  empire 
includes  Hyatt  and  industrial  conglomer- 
ate Marmon  Group. 

— Stephane  Fitch 
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What  tobacco  issue  is 
important  to  you? 


The  Serious  Health  Effects 
of  Smoking 


Youth  Smoking  Prevention 
Quitting  Smoking 
Responsible  Marketing 


(front 


The  tsunami  that  killed  140,000  people  across  southern  Asia  in  December  ranks  as 
one  of  the  most  devastating  disasters  in  recent  decades.  But  the  next  global 
catastrophe  could  be  much  worse  |  By  Robert  Langreth  and  Tomas  Kellner 

consequences.  The  Spanish  flu  pandemic  of  1918,  the  worst  o 
record,  felled  50  million'  people;  it  was  particularly  effective 
targeting  adults  in  the  prime  of  life.  Milder  pandemics  occurred 
1957  and  1968.  Thanks  to  modern  jet  travel  and  densely  pack 
Asian  countries  where  millions  live  in  close  proximity  to  fan 
animals,  the  threat  of  a  new  pandemic  is  greater  than  ever. 

"The  influenza  tsunami  is  coming.  It  is  hard  to  say  that  tl 
probability  of  it  occurring  is  anything  other  than  100%,"  sa' 
Martin  Meltzer,  health  economist  at  the  Centers  for  Disease  Coi 


|  IS  LIKELY  TO  KILL  MANY  MILLIONS  OF  PEOPLE,  SICKEN  A 
I  quarter  of  the  world's  population  and  send  the  global  econ- 
■  omy  into  a  tailspin.  There  is  little  we  can  do  to  stop  this 

m  disaster  from  happening,  and  it  could  already  be  imminent. 

The  threat,  obscured  by  the  all-too-with-us  aftermath  of  the 
Indian  Ocean  tsunami,  is  a  global  influenza  pandemic,  the  rapid 
spread  of  a  deadly  new  strain  of  the  influenza  virus  to  which  no  one 
in  the  world  is  immune.  Such  a  virulent  strain  unpredictably  leaps 
from  farm  animals  to  humans  every  few  decades,  with  devastating 
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unami  victims  waiting  for  aid  in  Sri  Lanka, 
i  earlier  toll:  the  deadly  1918  flu  pandemic. 


trol  &  Prevention.  The 
only  real  questions,  he 
says,  are  how  soon  and 
how  bad.  Even  a  rela- 
tively mild  strain 
would  kill  up  to 
207,000  Americans 
(versus  36,000  flu 
deaths  in  a  typical 
year),  hospitalize  an- 
other half-million  and 
rack  up  $70  billion  to 
$166  billion  in  direct 
medical  and  lost  pro- 
ductivity costs,  Meltzer 
calculates. 

A  potential  pan- 
demic may  already  be 
ewing.  The  so-called  bird  flu,  identified  by  virologists  as  H5N1  (a 
ference  to  the  viral  surface  proteins  hemagglutinin  and 
uraminidase;  there  are  15  types  of 'h'  and  9  subtypes  of 'N'  pro- 
ns)  first  emerged  in  Hong  Kong  in  1997  and  has  spread  among 
•ultry  populations  in  Vietnam,  Thailand  and  elsewhere  in  Asia, 
i  far  it  has  infected  47  people  who  had  come  in  contact  with  sick 
imals,  and  killed  34  of  them — a  chilling  72%  mortality  rate.  (By 
mparison,  the  SARS  virus  killed  10%  of  the  8,000  people  it  hit.) 
"dike  ordinary  flu  strains,  which  mostly  vanquish  elderly  or  other 
ilnerable  populations  through  secondary  bacterial  infections  or 
exacerbating  preexisting  conditions,  the  bird  flu  appears  to  have 
nore  direct  killing  effect  on  cells  in  the  lungs  and  other  organs; 
any  of  the  fatalities  were  among  previously  healthy  young  people. 

So  far  the  avian  flu  cannot  spread  from  human  to  human.  But  the 
Eluenza  is  prone  to  mutation,  and  it  may  just  be  a  matter  of  time  he- 
re a  new  strain  combines  the  high  lethality  of  avian  flu  with  garden- 
riety  influenza's  ability  to  spread  through  coughing  and  sneezing. 

Meltzer  says  it  is  virtually  certain  there  will  eventually  be 
other  lethal  pandemic.  What  is  the  probability  that  H5N1  is  going 
be  it?  That's  hard  to  judge.  Still,  says  University  of  Minnesota 
fectious-disease  epidemiologist  Michael  Osterholm,  "this  looks 
:e  the  first  chapter  in  the  new  flu  pandemic.  Even  with  moderate 
insmission  and  fatality  rates,  this  could  do  in  less  than  a  year 
lat  HIV  took  30  years  to  do." 

Since  no  one  would  be  immune,  all  6.4  billion  people  on  the 
met  would  need  a  shot.  But  only  300  million  flu  shot  doses  are 
oduced  each  year,  a  capacity  that  could  stretch  to  500  million  or 
doses  in  the  case  of  a  single-strain  pandemic.  In  any  case  the 
ots  may  come  too  late:  A  special  vaccine  would  have  to  be  made, 
months-long  process  that  involves  incubating  influenza  virus  in 
illions  of  chicken  eggs.  "It  will  go  around  the  globe,  and  nothing 


What  If? 


The  insurance  industry  thinks  very  hard  about  the  likelihood  of 
the  unthinkable.  To  get  very  specific  advice  about  the  worst 
that  could  happen,  underwriters  bring  in  forecasters  such  as 
Risk  Management  Solutions  to  spin  catastrophe  scenarios. 
RMS'  black-box  models  tag  these  events  with  a  l-in-100  chance 
of  occurring.  —T.K. 


Category  4  hurricane  hitting  East  Coast 

1 

Property  damage  /Total  damages  ($bil)    $  5  7/$  7  5 
Lives  lost /Injuries  85/650 

¥  ■ 

Ohio  and  Mississippi  River  flooding 

Property  damage  /Total  damages  $18/$34 
Lives  lost  /Injuries  66/470 

Puget  Sound  oil  spill 

Property  damage /Total  damages  $1.2/$18 
Lives  lost  /Injuries  5/278 

Downtown  Chicago  terrorist  attack 

if! 

Property  damage /Total  damages            $8/$  2  4 
Lives  lost  /Injuries  5,000/74,500 

New  York  State  ice  storm  and  blackout 

Property  damage  /Total  damages       $  1. 2/$17.1 
Lives  lost  /Injuries  NA/NA 

California  wildfire 

Property  damage /Total  damages  .  $6/$8.7 
Lives  lost  /Injuries  25/220 

Industrial  fire  in  Houston 


Property  damage /Total  damages  $5/$22 
Lives  lost  /Injuries  600/257,000 

L.A.  earthquake  (7.0  Richter  scale) 


Property  damage  /Total  damages 
Lives  lost  /Injuries 

Flu  pandemic  (U.S.  only) 


$75/$100 
400/3,600 


Property  damage /Total  damages  NA/$401 
Lives  lost  /Injuries        200,000/41  million 

Total  damages  include  workers'  compensation,  health 
costs,  cost  of  business  interruption  and  infrastructure 
losses,  'Total  insured  losses.  NA:  Not  available. 
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will  stop  it,"  says  Klaus  Stohr,  head  of 
the  World  Health  Organization's 
Global  Influenza  Program.  "At  best  we 
can  slow  down  the  spread  to  give  us  a 
little  more  time  to  produce  more 
vaccines." 

The  U.S.  vaccine  supply  is  particu- 
larly vulnerable,  now  down  to  a  single 
main  flu  shot  manufacturer,  Sanofi- 
Aventis,  after  factory  snafus  this  fall 
contaminated  the  entire  supply  at 
Chiron  Corp.,  the  other  big  producer. 

After  giving  lip  service  to  the  influenza  threat  for  years,  the 
government  is  finally  getting  serious.  Federal  spending  on  flu 
research,  surveillance  and  vaccine  procurement  zoomed  to  $283 
million  this  year  from  $39  million  in  2001.  But  20  state  health 
departments  still  don't  have  pandemic  response  plans,  and  half 
don't  have  an  online  reporting  system  compatible  with  the 
CDC's  national  database,  says  Trust  for  America's  Health,  an 
advocacy  group.  Assuming  that  a  pandemic  hits  once  every  30 


■ 

Seniors  line  up  for  scarce  flu  shots  in  Monrovia,  Calif. 


years,  economist  Meltzer  calculate 
that  $700  million  to  $2  billion 
annual  spending  for  vaccine  develop) 
ment  and  response  is  easily  justified. 

The  feds  have  contracted  with  botl 
Sanofi-Avcntis  and  Chiron  to  produce  i 
prototype  avian-flu  vaccine  for  large! 
scale  trials  that  are  expected  to  get  unde 
way  very  soon  with  healthy  adults.  It 
not  known  how  much  protection  th 
vaccine  might  provide.  The  govern  men 
also  plans  to  award  contracts  this  yea 
to  accelerate  the  development  of  a  new  cell-culture  technique  tha 
would  allow  vaccine  to  be  grown  in  vats  instead  of  in  chicken  egg! 
such  methods  are  now  used  for  polio  and  other  viruses  and  migh 
more  easily  be  scaled  up  in  an  emergency. 

It  may  take  years  before  vaccine  production  is  sufficientl 
primed.  Meanwhile,  in  Asia,  the  flu  virus  continues  to  mutate 
Says  epidemiologist  Osterholm:  "We  have  yawned  at  influenz 
year  after  year.  We  are  going  to  have  a  rude  awakening." 


JUST  GUESSING 


To  hear  Wall  Street's  soothsayers  tell  it,  investors  can  sleep  soundly  this  year  as  the  market  chalks  up  a  nice,  comfy  gaii 
of  around  7%— not  far  off  the  10.9%  that  the  S&P  500  posted  last  year  and  the  10.4%  it  has  averaged  annually  since  1921 

Don't  count  on  it.  Years  like  2004,  when  the  market  performs  near  its  long-term  average,  are  rarities.  Much  more  con* 
mon  are  years  when  it  does  far  better  or  far  worse,  as  you  can  see  in  the  blue  bar  chart. 

Under  the  circumstances,  it  is  all  but  inevitable  that  the  Wall  Street  consensus  forecast  for  most  years  is  going  to  be 
wide  of  the  mark.  Forecasters  tend  to  predict  a  return  near  the  long-term  average  rather  than  stick  their  necks  out.  And 
they  were  to  stick  them  out,  they  wouldn't  know  which  way  to  stick  them. 

As  J.P.  Morgan  said  about  stocks,  "They  will  fluctuate."  It's  the  only  prediction  you  can  safely  make  about  the  market 

—We/7  Weinb 

Number  of  years 


—2^  Occurrences  of 
S&P  500  returns 
30   since  1926 


More  than 
15% 


The  1996  figures  are  for  Dow  Jones  industrial 
"20.       average;  succeeding  years  are  for  S&P  500. 


Sources:  FT  Interactive  Data  via  FactSet  Research 
Systems:  Fisher  Investments:  BusinessWeek. 
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THE  TRUTH 
ABOUT 

HEDGE  FUNDS 

The  S&P  Hedge  Fund  Index  just  may  offer 
the  first  clean  look  at  how  a  diverse  sam- 
pling of  these  once-exclusive  pools  of 
private  capital  has  performed.  Since  its 
launch  2 'A  years  ago,  this  basket  of  40 
funds  specializing  in  nine  strategies  has 
returned  7.6%  annually,  after  a  1.4%  fee 
and  20%  cut  of  profits  for  the  managers. 
The  S&P  500  has  returned  21.4%  annu- 
ally. To  invest  in  the  hedge  index,  you 
have  to  turn  to  a  fund  tracking  it  such  as 
Rydex  Sphinx,  whose  expenses  would 
have  cut  the  return  further,  to  5.7%. 

Hedge  indexerscan  take  solace  in  the 
smooth  line  in  the  graph:  The  fund  is  an 
island  of  calm  in  a  volatile  world,  with 
less  than  1%  lost  in  its  worst  month  so  far 
versus  a  6%  fall  for  the  S&P  500  (in 
December  2002). 

To  make  sure  hedge  fund  portfolios 
are  valued  correctly,  S&P  holds  man- 
aged accounts  at  each  of  the  partici- 
pating 40  funds.  No  need  to  worry 
about  managers  inflating  valuations  of 
illiquid  securities  or  multiple-fund 
managers  publicizing  the  returns  of 
only  their  winners. 

—Bernard  Condom 


BANKRUPTCIES 

Down  and  Out  in 
Palm  Beach 

Once  worth  $500  million,  John  Porter,  the  former  chairman 
of  WorldCom,  is  broke  and  looking  for  work— but  he's  got 
an  angel  By  Carrie  Coolidge 

that  the  directors  chip  in  a  third  of  t 
money  out  of  their  own  pockets. 

Where  would  Porter  get  money 
pay  his  share  of  the  settlement?  Tur 
out  he  has  an  angel.  His  share  will 
made  by  an  undisclosed  source  on  1 
behalf,  according  to  John  P.  (Sea 
Coffey,  attorney  for  the  lead  plaintiff 
the  case,  the  New  York  State  Commi 
Retirement  Fund.  That  was  done 
plaintiffs  needn't  get  in  line  with  doze 
of  creditors,  including  the  Internal  Re 
enue  Service  (owed  a  disputed  $2/ 
million)  and  Bank  of  America  (ow 
$6.4  million  plus  late  fees  and  interes 
who  are  fighting  over  his  crumbs.  G 
fey  wouldn't  reveal  the  size  of  Porte 
payment,  except  that  it  was  significan 
less  than  what  any  other  director  w 
contribute.  The  total  payments  unc 
the  settlement  come  to  more  than  2C 
of  the  directors'  combined  net  wor 
not  including  primary  residences  a 


ONCE  UPON  A  TIME  JOHN  A.  PORTER 
was  worth  half  a  billion  dollars  or 
so.  Much  of  it  took  the  form  of 
6  million  shares  of  WorldCom. 
He  served  the  company  for  12  years,  in 
management  (chairman  and  vice  chair- 
man) and  later  as  a  director  until  he  re- 
signed from  the  board  in  2000.  Now  the 
shares  are  worth  nothing,  and  Porter  is 
not  worth  much  more,  if  you  don't  count 
his  house.  The  property,  a  10,000-square- 
foot  oceanfront  villa  in  Palm  Beach,  Fla., 
is  mostly  protected  from  creditors  under 
Florida's  homestead  exemption  law. 
Porter's  bankruptcy  trustee,  Neil  Gordon, 
has  it  on  the  market  for  $16.9  million. 

In  April  Porter  filed  under  Chapter 
11  in  federal  bankruptcy  court  in 
Atlanta.  In  September  one  creditor,  J.P. 
Morgan  Chase,  to  which  Porter  owes 
$7.3  million  for  a  loan  he  guaranteed, 
won  a  court  order  shoving  Porter  into 
Chapter  7,  stripping  him  of  control  over 
how  his  assets  are  distributed. 

So,  given  his  straits,  it  was  surprising 
that  Porter  was  one  of  ten  former  World- 
Com directors  who  in  early  January 
agreed  to  a  $54  million  settiement  of  a 
class  action  that  accused  the  board  of 
failing  to  keep  an  eye  on  the  ac 
count  books.  When  $1 1  bil- 
lion turned  out  to  be  im- 
properly booked, 
the  company  col- 
lapsed (reorga 
nized,  it's  now 
MCl),  costing  in- 
vestors a  pretty 
penny.  The 
$54  million 
settlement 
was  note- 
worthy in 
requiring 


Gee,  he 
doesn't  look 
broke:  John 
andWMIa 
Porter  of 
Palm  Beach. 


v\arsico  Funds,  the  investments  we  value  most  reach  beyond  the  financial 
rld.  For  you  and  for  us,  sharing  hopes  and  dreams  with  family  is  what 
i  matters.  That's  why  we  invest  in  our  funds  right  alongside  you.  Because 
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some  other  assets.  ] 

Just  like  the  WorldCom  share- 
holders, Porter  has  lost  everything,  too. 
"I've  been  wiped  out,"  he  says.  "And  it 
is  not  so  easy  to  go  and  find  at  job  at  6 1 . 
I  am  not  sure  what  I  will  do  right  now." 

Porter  can  perhaps  count  on  Willa,  43, 
his  fourth  wile,  to  pay  for  groceries.  When 
they  married  six  years  ago,  they  entered  into 
a  prenup  agreement  that  was  supposed  to 
pay  her  four  annual  payments  of  $2.5  mil- 
lion just  for  being  married  to  him.  She's 
only  collected  I  wo,  and  is  listed  among  the 
creditors.  It  is  likely  assets  belonging  to 
Willa  will  be  off-limits  to  her  husband's 
other  creditors.  She  has  already  received 
millions  in  cash  and  valuable  artwork,  cars 
and  other  items  thai  Porter  transferred,  ac- 
cording to  the  bankruptcy  filing. 

BofA  hasa  $6.4  million  mortgage  on  the 
home.  Porter  will  pocket  the  net  sales 


proceeds  when  the 
house  is  sold,  minus  the  sliver  that  will 
go  to  his  creditors  because  the  properly  is 
slightly  bigger  than  the  half-acre  protected 
under  Florida's  homestead  exemption  law. 

Porter's  WorldCom  roots  go  back  to 
1 9<SK,  when  a  telecom  company  he  founded 
merged  with  one  owned  by  Hemic  F.bbers, 
who  later  became  chief  executive  of  World- 
Com. During  Porter's  tenure  the  company 


For  sale  on  Corcoran.com:  $16.9  million  for 
10,000  square  feet  and  an  ocean  view. 

made  numerous  acquisitions,  including; 
$40  billion  takeover  of  MCI  CommunL 
cations  in  1998.  Porter  retired  from  hi 
executive  position  in  1996  (before  thi 
fraudulent  accounting  took  place),  bu 
he  remained  a  WorldCom  boan 
member  until  August  2000. 
He  no  longer  speaks  to  his  son  Larr 
'orter.  In  bankruptcy  filings  Porter  says  tha 
I.arry  ran  an  investment  company  callei 
Integra,  through  which  his  father  dil 
much  of  his  investing.  Today  Integra  is  i| 
Chapter  7.  Larry  couldn't  be  reached. 

"I  feel  horrible  for  people  who  los| 
money  in  [WorldCom ],"  says  Portei 
"But  to  my  knowledge,  not  a  singl 
person  on  that  board  did  anything  tha 
was  unethical." 


LAWSUITS 

Hey,  the  Depression 

Is  Over  Some  Wal-Mart  competitors 

are  going  to  court  to  complain  about  its  low 
prices.  How  so  1930s  |  By  Alexandra  Kirkman 

ARE  WAL-MART'S  LOW  PRICES  ILLEGAL?  SOME  COMPEH- 
tors  are  making  that  claim.  They  are  filing  lawsuits 
thai  contend  tli.it  Wal-Mart  and  other  super- 
retailors  extract  unfair  discounts  from  suppliers 
thai  the  little  retailers  don't  get. 

In  October  a  coalition  of  160  retailers  filed  an 
antitrust  complaint  in  New  York  federal  court  against 
Wal-Mart,  Sam's  Club,  AutoZone  and  13  auto  parts 
manufacturers,  among  others.  The  claim:  l  ord 
Motor,  ( lardone  and  other  partsmakers  are  violat- 
ing the  Robinson-Patman  Act  by  selling  goods  too 
cheap  to  the  big  retailers. 

fames  McCrory,  a  tire  wholesaler  and 
retailer  in  Pompano  Beach,  P'la.,  filed  a 
similar  suit  after  he  said  he  saw  that  Wal- 
Mart  was  selling  for  $6  what  he  believes  is 
the  same  tire  that  he  was  buying  from 
Goodyear  for  $18.  "There's  no  way  1  can 
compete  with  the  kind  of  discount  they're 
offering,"  says  McCrory,  who  is  seeking 
$5  million  in  damages. 
The  Robinson-Patman 


Act  is  a  quaint  1936  enactment  that  says  volume  discounts  given  t 
big  buyers  can't  be  any  bigger  than  the  cost  savings  enjoyed  by  th 
seller  in  filling  large  orders.  In  other  words,  chain  stores  aren't  sur. 
posed  to  get  good  deals  just  because  they  can  throw  their  weigl 
around.  In  the  Depression  the  A&P  chain  was  the  bad  guy  and  fan 
ily-run  grocery  stores  the  supposed  victims. 

Unfortunately  for  plaintiffs  in  Robinson-Patman  case 
judges  nowadays  are  likely  to  see  the  purpose  of  antitrust  laws  s 
protecting  consumers,  not  as  protecting  competitors.  Davi 
Balto,  a  Washington,  D.C.  lawyer,  spent  eight  years  at  the  Feder 
Trade  Commission.  "When  I  looked  at  complaints  involvir 
Wal-Mart,  ultimately  whatever  the  company  was  doing  w; 
almost  always  good  for  consumers,"  Balto  says.  "That's  wr 
the  courts  have  been  reluctant  to  find  Wal-Mart  and  otht 
|  big  buyers  liable.  It  forces  everyone  to  sharpen  their  pencj 
and  become  more  efficient." 

One  way  a  giant  store  chain  can  justify  the  di 
counts  it  gets  is  to  show  that  it  relieves  the  manufa< 
turer  of  distribution  or  marketing  costs.  Cor 
sumers  pay  less  for  store  brands,  says  Jarm 
Langenfeld,  a  director  at  the  consultancy  LECG 
Chicago,  because  the  store — in  this  case  Wa 
Mart — is  paying  for  promotional  expens^ 
and  is  able  to  absorb  the  costs.  A  small  she 
can't  do  that. 

Here's  another  out  for  the  defendant 
For  a  Robinson-Patman  plaintiff  to  get 
first  base,  he  has  to  show  that  the  san 
product  is  being  wholesaled  at  differei 
prices.  Goodyear  maintains  the  tires 
sells  Wal-Mart  aren't  exactly  the  same 
the  ones  it  sells  to  other  stores. 
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Water  Wagons 

GM  wants  To  defy  conventional  wisdom  by  building  inexpensive  cars 
in  small  quantities.  Its  secret:  hydropressure  By  Joann  Muller 


REMEMBER  WHEN  AUTOMAKERS 
changed  a  car' s  body  every  year?  Gen- 
eral Motors'  1959  Chevrolet  Bel  Air 
looked  nothing  like  the  1958  model  it 
replaced  or  the  1957  version  before  that  A 
drive  for  efficiency'  ended  all  that,  as  carmak- 
ers tended  to  bring  out  multiple  cookie-cutter 
models.  It  didn't  make  sense  for  manufactur- 
ers to  retool  factories  for  short-lived  designs  or 
for  low- volume  vehicles  that  didn't  command 
a  royal  price. 

GM  is  about  to  reengineer  that  theory. 
This  year  it  will  roll  out  two  $20,000 
roadsters  and  hopes  it 
can  make  money 
on  them  even  at 
low  volumes.  The 
automaker 
borrowed  parts  from 
other  GM  cars  around  the  globe  and  used  dig- 
ital tools  for  engineering.  But  the  biggest  cost- 
cutter  is  a  manufacturing  process  called 
hydroforming.  It  uses  intense  water  pressure 
to  shape  a  car's  steel  body  panels  on  half  a 
stamping  die.  At  half  the  cost  of  traditional 
metal  stamping,  hydroforming  may  well  be 
the  secret  to  low-volume  production  on  mod- 
els that  might  appeal  to  a  narrow  group  of 
buyers.  With  less  money  at  stake,  says  Lori 
Queen,  GM's  small-car  engineering  chief,  "I 
can  be  daring  I  can  be  risky.  I  can  be  trendy." 

Combined  sales  of  the  roadsters,  the  Pon- 
tiac  Solstice  and  the  Saturn  Sky,  are  expected 
to  be  short  of  40,000  vehicles  a  year.  That's 

Hose  rt  down:  Pontiac  Solstice 
(above)  and  Saturn  Sky  are 
shaped  partly  by  water  pressure. 


less  than  SI  billion  in  revenue  for  the  world's 
largest  automaker,  with  estimated  revenues  of 
SI 85  billion  in  2004.  The)'  won't  generate  fat 
margins,  Queen  concedes.  But  at  a  20%  lower 
development  cost,  neither  will  they  lose 
money.  That  would  be  a  feat  GM  hasn't  made 
money  on  small  cars  for  years.  And  the  Sol- 
stice and  Sky  could  polish  the  image  of  the 
struggling  Pontiac  and  Saturn  brands. 

GM  used  hydroforming  in  the  1960s  for 
forming  things  like  a  headlamp's  mounting, 
known  as  a  bucket.  More  recently  it's  been 
used  to  bend  steel  truck  frames 
or  to  produce  beer 
kegs.  GM  is  be- 
lieved to  be  the 
first  maker  to  use 
the  process  to  shape 
a  car's  body. 
In  the  traditional  stamping  process,  flat 
sheets  of  steel  are  shaped  into  body  panels  when 
placed  between  a  pair  of  custom  dies,  worth  as 
much  as  SI  million  each,  that  are  slammed  to- 
gether in  presses.  Hydroforming  uses  water 
pressure  ( up  to  1 5,000  pounds  per  square  inch  J 
to  force  the  flat  steel  against  a  one-sided  tool, 
achieving  the  same  result  for  half  the  cost  Its 
ability  to  shape  more  curves  and  sharp  creases 
than  a  stamping  press  makes  it  ideal  for  ex- 
pressive vehicles  like  the  Solstice  and  Sky. 

Hydroforming  is  too  slow  for  high-vol- 
ume vehicles.  But  if  it  saves  as  much  money 
as  GM  hopes,  the  maker  may  build  at  least 
three  other  inexpensive  low-volume  cars.  F 


PERFECT 
FOR 
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What  does  Ford  Motor  think 
of  big  cities?  Dangerous, 
dangerous  places— to  judge 
by  a  concept  car  it  planned 
unveil  earlier  this  month  at 
the  Detroit  auto  show. 
Following  the  footsteps  of 
BMW's  Mini  and  Toyota's 
Scion,  Ford  thinks  it  needs 
offer  tiny  cars  that  would  b( 
attractive  to  city  dwellers. 
Ford's  answer,  called,  for 
now,  the  SynUS,  looks  like 
miniature  Brink's  truck.  The 
doors  are  6  inches  thick. 
Metal  shutters  are  on  the 
windshield  and  on  most 
windows  (to  prevent  "smasi 
and-grabs,"  Ford  says).  Sk> 
lights  and  side  windows  are 
bulletproof.  The  rear  hatch 
equipped  with  a  45-inch  fie 
panel  TV  screen  that  allows 
you  to  spy  on  people  outsid 
Ford  says  the  vehicle  is  an 
exaggeration  intended  to 
show  that  little  cars  can  be 
brawny.  "We  like  cities,"  as 
sures  a  Ford  spokeswoman 
"As  more  and  more  people 
move  to  urban  environment 
we  want  to  make  sure  they 
have  a  Ford-tough  car."  —J 


Introducing  the  Collaborative  Business  Experience 

Whatever  the  situation,  whoever  the  opponent.  Today,  success  in  tennis  or  business  is  almost  impossible 
without  collaboration.  You  need  to  work  with  someone  w  ho  knows  and  understands  you. 

^^^^^k  someone  who  listens  ro  what  you  realty  need  and.  with  you.  defines  realistic  objectives  and 

Sf^H^B  the  ways  to  reach  them.  Someone  who  will  share  with  you  knowledge,  practices,  risks. 

'^w^  -  e  Business  Experience,  discover  Capgemini.  a  partner 

you  can  count  on  day  after  day.  A  partner  who  is  committed  to  helping  you  achieve  faster,  better 

and  more  sustainable  results.  And  puts  it  on  paper. 


www.  ca  pge  m  in  i .  c 
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DIGITAL  MUSIC 

I  Tune,  You  Tune  A  youthful 

duo  wants  to  merge  Wi-Fi  with  portable  music. 
Nice  idea,  except  for  something  called  Apple. 

By  Chana  R.  Schoenberger 

YOU  DESPERATELY  CRAVE  A  CERTAIN  SONG,  BUT  IT'S  NOT 
on  your  portable  music  player  and  you're  nowhere  near 
your  computer.  Okay,  not  the  biggest  problem  these 
days,  but  to  Jonathan  Axelrod,  29,  and  Robert  Khedouri, 
35,  it's  an  opportunity.  Their  MusicGremlin  Inc.  hopes  to  launch 
this  year  what  they  say  is  the  first  mobile  music  subscription 
service. 

The  cofounders,  both  ex-McKinsey  consultants,  have  lined 
up  more  than  $5  million  in  funding  from  media  bank  Allen  & 
Co.  and  a  handful  of  other  angels.  Consumer-electronics  man- 
ufacturers are  supposedly  interested  in  making  the  players,  but 
none  has  signed  up  yet. 

The  idea  behind  the  technology  is  to  eliminate  the  PC  from 
music  enjoyment:  A  user  paying  $10  to  $20  a  month  would  be 
able  to  download  ad  lib  from  a  million-song  database  wherever 
a  Wi-Fi  or  3G  network  is  available.  This  song  library  is  to  be 
assembled  by  MusicGremlin.  The  software  will  include  the  abil- 
ity to  text-message  and  tap  into  the  network  to  see  what  others 
are  listening  to.  MusicGremlin  is  friendly  to  music  labels;  EMI 
and  Universal  are  among  those  signing  licensing  deals.  Songs 
are  encrypted,  so  you  can  put  anything  into  the  player,  but  only 


songs  approved  for  sharing  can  get  out. 

One  little  problem:  Have  these  guys  ever  heard  of  Apph 
With  84%  of  the  market  for  hard-drive-based  players,  accord 
ing  to  NPD  Group,  and  200  million  iTunes  songs  sold,  it  couk 
easily  take  its  iPods  wireless  (it's  not  commenting  now).  Plus 
a  handheld  MusicGremlin  player  sucks  up  battery  power.  Anc 
its  wireless  chip,  at  $40,  is  "a  pretty  expensive  component  to  pu 
into  something  you're  trying  to  sell  for  $200  to  $300,"  sayi 
Forrester  analyst  Ted  Schadler. 


CANCEL  THAT  COVER  SHOOT 


Everyone  knows  about  the  Sports  Illustrated  cover 
jinx.  Does  the  same  misfortune  happen  to  execu- 
tives who  become  celebrities?  Anecdotally,  to 
be  sure.  FORBES  picked  the  Charles  Schwab 
Corp.  as  the  company  of  the  year  in  2001. 
Within  two  years  the  stock  dropped  to  $7 
from  $30,  and  35%  of  the  employees  were  on 
the  street. 

Now  two  economists— Ulrike  Malmendier 
of  Stanford  and  Geoffrey  Tate  of  Wharton— 
have  gone  beyond  anecdotes.  As  specialists  in 
"behavioral  corporate  finance,"  they  studied  the 
performance  of  more  than  500  chief  executives 
from  1975  to  2002.  Half  won  media  awards, 
such  as  best  manager  or  entrepreneur  of  the 
year,  and  became  pseudo-celebrities.  The  other 
half  didn't  win  awards  but  had  company  performances 
and  profiles  remarkably  similar  to  the  ones  who  did. 

Guess  what?  Celebrity  leads  to  hubris— and  lower  returns 
for  shareholders.  Malmendier  and  Tate  don't  name  names, 
but  here's  some  of  what  they  found. 

•  Return  on  assets  at  companies  with  "celebrity"  executives 


deteriorated  steadily  for  at  least  three  yean 
after  a  big  award,  while  those  without  dii 
consistently  better  than  the  superstars. 

•  Award-winners  write  more  books  thai 
nonwinners— autobiographies,  collection: 
of  self-help  advice  and  homespun  philoso 

phy.  Ghostwritten  or  not,  they're  distraction; 
from  the  bottom  line. 

•  The  more  awards  chief  executives  win 
the  more  likely  they  are  to  sit  on  three  o 
more  boards,  leaving  less  time  for  their  owi 
directors. 

•  Superstars  get  bigger  pay  increases 
Their  total  compensation,  including  stocl 

and  options,  rose  an  average  39%  the  yea 
after  the  award,  compared  with  an  average  18° 
gain  for  the  media-ignored. 
None  of  this  surprises  Jeffrey  Sonnenfeld,  head  of  th« 
Yale  School  of  Management's  Chief  Executive  Leadershii 
Institute.  "The  truth  is,  people  do  get  distracted.  You  cai 
almost  see  them  start  to  grow  weary  of  the  business  am 
thrilled  with  the  adulation."  —Dana  Wechsler  Linde. 
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FOOD  AND  FAMILY. 

The  2  sources  of  cholesterol 


VYTORIN 
treats  them  both 


You  probably  know  that  cholesterol  comes  from 
food.  But  what  you  might  not  know  is  that  your 
cholesterol  has  a  lot  to  do  with  your  family  history. 

VYTORIN  treats  both  sources  of  cholesterol.  When  diet 
and  exercise  aren't  enough,  adding  VYTORIN  can  help. 

VYTORIN  helps  block  the  absorption  of  cholesterol 
that  comes  from  food  and  reduces  the  cholesterol 
that  your  body  makes  naturally.  And  VYTORIN  can 
dramatically  lower  your  bad  cholesterol  45%-60%. 
(Average  effect  depending  on  dose.  52%  at  the 
usual  starting  dose.) 

Ask  your  doctor  about  VYTORIN. 

important  information:  VYTORIN  is  a  prescription 
tablet  and  isn't  right  for  everyone,  including  women  who 
are  nursing  or  pregnant  or  who  may  become  pregnant, 
and  anyone  with  liver  problems.  Unexplained  muscle 
pain  or  weakness  could  be  a  sign  of  a  rare  but  serious 
side  effect  and  should  be  reported  to  your  doctor  right 
away.  VYTORIN  may  interact  with  other  medicines 
or  certain  foods,  increasing  your  risk  of  getting  this 
serious  side  effect.  So,  tell  your  doctor  about  any  other 
medications  you  are  taking. 

To  learn  more,  call 
1-877-VYTORIN  or  visit  vytorin.com 

Please  read  the  Patient  Product 
Information  on  the  adjacent  page. 
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(ezetimibe/simvastatin) 

Treat  the  2  sources  of  cholesterol. 


MERCK  /  Schering-Plough  Pharmaceuticals 


3  find  out  if  you  qualify  call  1-800-347-7503.  ' 
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VYTORIN™  (ezetimibe/simvastatin)Tablets 

Patient  Information  about  VYTORIN  (Vl-tor-in) 

Generic  name:  ezetimibe/simvastatin  tablets 


Read  this  information  carefully  before 
you  start  taking  VYTORIN.  Review  this 
information  each  time  you  refill  your 
prescription  for  VYTORIN  as  there  may 
be  new  information. This  information 
does  not  take  the  place  of  talking  with 
your  doctor  about  your  medical 
condition  or  your  treatment.  If  you 
have  any  questions  about  VYTORIN, 
ask  your  doctor.  Only  your  doctor  can 
determine  if  VYTORIN  is  right  for  you. 

What  is  VYTORIN? 

VYTORIN  is  a  medicine  used  to  lower 
levels  of  total  cholesterol,  LDL  (bad) 
cholesterol,  and  fatty  substances  called 
triglycerides  in  the  blood.  In  addition, 
VYTORIN  raises  levels  of  HDL  (good) 
cholesterol.  It  is  used  for  patients  who 
cannot  control  their  cholesterol  levels 
by  diet  alone.  You  should  stay  on  a 
cholesterol-lowering  diet  while  taking 
this  medicine. 

VYTORIN  works  to  reduce  your 
cholesterol  in  two  ways.  It  reduces  the 
cholesterol  absorbed  in  your  digestive 
tract,  as  well  as  the  cholesterol  your 
body  makes  by  itself.  VYTORIN  does 
not  help  you  lose  weight. 

Who  should  not  take  VYTORIN? 

Do  not  take  VYTORIN: 

•  If  you  are  allergic  to  ezetimibe  or 
simvastatin,  the  active  ingredients  in 
VYTORIN,  or  to  the  inactive  ingredients. 
For  a  list  of  inactive  ingredients,  see 
the  "Inactive  ingredients"  section  at 
the  end  of  this  information  sheet. 

•  If  you  have  active  liver  disease  or 
repeated  blood  tests  indicating 
possible  liver  problems. 

•  If  you  are  pregnant,  orthink  you  may 
be  pregnant,  or  planning  to  become 
pregnant  or  breast-feeding. 

VYTORIN  is  not  recommended  for  use 
in  children  under  10  years  of  age. 

What  should  I  tell  my  doctor  before 
and  while  taking  VYTORIN? 

Tell  your  doctor  right  away  if  you 
experience  unexplained  muscle  pain, 
tenderness,  or  weakness.This  is  because 
on  rare  occasions,  muscle  problems 
can  be  serious,  including  muscle  break- 
down resulting  in  kidney  damage. 

The  risk  of  muscle  breakdown  is 
greater  at  higher  doses  of  VYTORIN. 

The  risk  of  muscle  breakdown  is  greater 
in  patients  with  kidney  problems. 

Taking  VYTORIN  with  certain  substances 
can  increase  the  risk  of  muscle  problems. 
It  is  particularly  important  to  tell  your 
doctor  if  you  are  taking  any  of  the 
following: 


•  danazol 

•  antifungal  agents  (such  as 
itraconazole  or  ketoconazole) 

•  fibric  acid  derivatives  (such  as 
gemfibrozil,  bezafibrate,  orfenofibrate) 

•  the  antibiotics  erythromycin,- 
clarithromycin,  and  telithromycin 

•  HIV  protease  inhibitors  (such  as  indinavir, 
nelfinavir,  ritonavir,  and  saquinavir) 

•  the  antidepressant  nefazodone 

•  amiodarone  (a  drug  used  to  treat  an 
irregular  heartbeat) 

•  verapamil  (a  drug  used  to  treat  high 
blood  pressure,  chest  pain  associated 
with  heart  disease,  or  other  heart 
conditions) 

•  large  doses  (>1  g/day)  of  niacin  or 
nicotinic  acid 

•  large  quantities  of  grapefruit  juice 
(>1  quart  daily) 

It  is  also  important  to  tell  your  doctor  if 
you  are  taking  coumarin  anticoagulants 
(drugs  that  prevent  blood  clots,  such  as 
warfarin). 

Tell  your  doctor  about  any  prescription 
and  nonprescription  medicines  you  are 
taking  or  plan  to  take,  including  natural 
or  herbal  remedies. 

Tell  your  doctor  about  all  your  medical 
conditions  including  allergies. 

Tell  your  doctor  if  you: 

•  drink  substantial  quantities  of  alcohol 
or  ever  had  liver  problems.  VYTORIN 
may  not  be  right  for  you. 

•  are  pregnant  or  plan  to  become 
pregnant.  Do  not  use  VYTORIN  if  you 
are  pregnant,  trying  to  become  pregnant 
or  suspect  that  you  are  pregnant.  If 
you  become  pregnant  while  taking 
VYTORIN,  stop  taking  it  and  contact 
your  doctor  immediately. 

•  are  breast-feeding.  Do  not  use 
VYTORIN  if  you  are  breast-feeding. 

Tell  other  doctors  prescribing  a  new 
medication  that  you  are  taking  VYTORIN. 

How  should  I  take  VYTORIN? 

•  Take  VYTORIN  once  a  day,  in  the 
evening,  with  or  without  food. 

•  Try  to  take  VYTORIN  as  prescribed. 
If  you  miss  a  dose,  do  not  take  an 
extra  dose.  Just  resume  your  usual 
schedule. 

•  Continue  to  follow  a  cholesterol- 
lowering  diet  while  taking  VYTORIN. 
Ask  your  doctor  if  you  need  diet 
information. 

•  Keep  taking  VYTORIN  unless  your 
doctor  tells  you  to  stop.  If  you  stop 
taking  VYTORIN,  your  cholesterol 
may  rise  again. 

What  should  I  do  in  case  of  an  overdose? 


What  are  the  possible  side  effects  of 
VYTORIN? 

See  your  doctor  regularly  to  check  yo 
cholesterol  level  and  to  check  for  side 
effects.  Your  doctor  may  do  blood  tesi 
to  check  your  liver  before  you  start 
taking  VYTORIN  and  during  treatmen 

In  clinical  studies  patients  reported  th 
following  common  side  effects  while 
taking  VYTORIN:  headache  and  muse 
pain  (see  What  should  I  tell  my  doctoi 
before  and  while  taking  VYTORIN?). 

The  following  side  effects  have  been 
reported  in  general  use  with  either 
ezetimibe  or  simvastatin  tablets  (table 
that  contain  the  active  ingredients  of 
VYTORIN): 

•  allergic  reactions  including  swellin 
of  the  face,  lips,  tongue,  and/orthrc 
that  may  cause  difficulty  in  breathi 
or  swallowing  (which  may  require 
treatment  right  away),  and  rash; 
alterations  in  some  laboratory  bloc 
tests;  liver  problems;  inflammatior 
of  the  pancreas;  nausea;  gallstones 
inflammation  of  the  gallbladder. 

Tell  your  doctor  if  you  are  having  the: 
or  any  other  medical  problems  while 
on  VYTORIN. This  is  not  a  complete  li 
of  side  effects.  For  a  complete  list,  as 
your  doctor  or  pharmacist. 

General  Information  about  VYTORIN 

Medicines  are  sometimes  prescribed 
for  conditions  that  are  not  mentionec 
in  patient  information  leaflets.  Do  no 
use  VYTORIN  for  a  condition  for  whicr 
was  not  prescribed.  Do  not  give  VYTOF 
to  other  people,  even  if  they  have  the  sai 
condition  you  have.  It  may  harm  ther 

This  summarizes  the  most  important 
information  about  VYTORIN.  If  you 
would  like  more  information,  talk  wit 
your  doctor.  You  can  ask  your  pharmac 
or  doctor  for  information  about  VYTOF 
that  is  written  for  health  professional 
For  additional  information,  visit  the 
following  web  site:  vytorin.com. 

Inactive  ingredients: 

Butylated  hydroxyanisole  NF,  citric 
acid  monohydrate  USP,  croscarmellc 
sodium  NF,  hydroxypropyl  methyl- 
cellulose  USP,  lactose  monohydrate  I 
magnesium  stearate  NR  microcrystalli 
cellulose  NF,  and  propyl  gallate  NF 

Issued  November  2004 

MERCK / Schering-Plough  Pharmaceutica 

Manufactured  for: 

Merck/Schering-Plough 

Pharmaceuticals 

North  Wales,  PA  19454,  USA 


•  cyclosporine 


Contact  your  doctor  immediately. 
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10VING  MARKETS 


Domes  the  Reformation 

arris  Brumfield  wants  to  save  the  futures  industry.  And  his 
allet,  too  By  Emily  Lambert 


■^NETIME    PIT   TRADER  HARRIS 

I  Brumfield  was  raised  as  a  Catholic. 

I  But  today  he's  being  called  the 
■pr  "Martin  Luther  of  the  futures 
dustry."  His  heretical  idea  is  to  add 
egatonnage  to  the  explosion  of  electronic 
ades  by  hooking  up  just  about  anyone 
ho  wants  to  trade  directly  via  the  Chicago 
ercantile  Exchange,  the  Chicago  Board  of 
ade,  Eurex  and  Euronext.Liffe,  a  group 
sponsible  for  a  combined  volume  of  2.8 


lion  futures  and  futures  options  con- 
icts  last  year.  Why,  he  asks,  shouldn't 
emical  or  fertilizer  companies,  long  on 
i  sidelines  of  the  world's  trading  pits,  eas- 
buy  and  sell  contracts  to  manage  risk, 
ich  as  farmers  do?  Equal  access,  Brum- 
Id  argues,  will  only  create  more  liquidity, 
nefiting  everyone.  To  that  end,  he  wants 
offer  free  or  heavily  discounted  software, 
king  traders  to  the  exchanges,  to  anyone. 

It's  not  a  selfless  mission.  Brumfield 
ppens  to  own  Trading  Technologies, 
rich  sells  the  linkup  software  and  gives 
ders  a  front  end  that  simplifies  oppor- 
nities  for  trades,  showing  various  bid- 
ig  prices  and  what  offers  are  available 
'  a  given  contract.  TT  already  sells  the 
•vice  to  5,000  traders,  who  pay  up  to 


$1,400  a  month.  Not  enough.  The  com- 
pany burned  through  $40  million  of 
Brumfield's  own  stash  before  turning  a 
slight  profit  in  2003.  Last  year  it  netted  $6 
million  on  $50  million  in  sales. 

Brumfield,  40,  sees  a  higher  calling  for 
TT.  To  subsidize  cheap  software,  he  wants 
to  charge  the  exchanges  2.5  cents  and  up 
(on  each  side  of  a  trade)  for  every  contract 
his  company  routes  there;  they,  in  turn, 
would  pass  the  costs  on  to  traders.  Such 
royalties,  if  he  could  have 
collected  them  on  every  sin- 
gle contract,  would  have 
yielded  Trading  Technologies 
$130  million  last  year. 

But  so  far  the  exchanges 
aren't  biting.  Neither  are  lots 
of  traders,  who  could  theo- 
retically pressure  the  ex- 
changes into  going  for  the 
system.  Brumfield  can't 
understand  why  they  don't 
see  the  light.  "It's  a  freakin' 
great  deal  for  the  end  user," 
he  exclaims  in  a  Mississippi 
drawl  that  sticks  to  him  after 
18  years  in  Chicago. 

One  further  rub.  Brum- 
field is  frantically  trying  to 
protect  his  patented  front-end  technology 
from  rivals.  Last  summer  Trading  Tech- 
nologies sued  ESpeed,  a  unit  of  Cantor 
Fitzgerald,  for  infringement.  If  he  loses,  the 
game  is  up.  If  he  wins  but  the  exchanges 
don't  play  ball,  he  could  threaten  to  raise 
fees,  roil  the  industry  with  lawsuits  or  look 
for  a  buyer. 

However  it  ends,  don't  feel  too  sorry 
for  the  guy — or  the  millions  he's  sunk  into 
TT.  Brumfield  squirreled  away  enough  to 
become  the  largest  investor  in  Advanced 
Stent  Technologies,  where  his  brother 
Jay  is  chief  executive.  The  company 
announced  a  sale  to  Boston  Scientific  for  a 
reported  $450  million  in  December.  When 
the  deal  goes  through  in  April,  Harris  will 
pocket  an  estimated  $300  million.  F 


front 

UNITED'S  STATE 

After  two  years  in  bankruptcy 
United  Airlines  is  losing  altitude- 
fast.  Chief  Executive  Glenn  F.  Tilton 
is  now  facing  a  series  of  powerful 
headwinds  that  could  end  up  with 
the  airline  broken  up  or  grounded. 

®  United's  cash  could  fall  below  the 
required  minimum  $750  million  by 
May— triggering  default  on  its 
interim  bankruptcy  agreements. 

•  Delta's  decision  in  early  January 
to  slash  fares  by  up  to  50%  will 
cost  United  $500  million  in 
revenue  to  match. 

•  Creditors  are  fighting  (and 
will  probably  win)  a  battle  to 
repossess  14  planes  serving 
lucrative  European  routes. 

©Some  20,000  flight 
attendants  are  threaten- 
ing to  throw  targeted 
strikes  if  United  uses 
its  bankruptcy  to  can- 
cel labor  agreements. 

•  United  says 
without  $725 
million  in  new 
labor  concessions 
it  will  default  on 
its  loan 

covenants  in  the 
next  few  months. 

•  Southwest  Airlines' 
agreement  to  bail  out  failing  ATA 
Airlines  gives  the  low-cost  carrier  a 
fortress  hub  at  Chicago's  Midway, 
challenging  UAL's  dominance  at 
0'Hare.  -Mark  Tatge 
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HARDWARE 


First,  Change 
Everything 

Gambling  on  security  saved  Blue  Coat  Systems  from  the 
postbubble  scrap  heap  |  By  Ghana  R.  Schoenberger 


WHEN  BLUE  COAT  SYSTEMS 
posted  its  first-ever  prof- 
itable quarter  in  January 
2004,  Chief  Executive 
Brian  NeSmith  skipped  a 
blowout  party  in  favor  of  make-your-own 
sundaes  in  the  company  lunchroom. 
After  three  years  of  layoffs  and  cost-cut- 
ting, NeSmith  was  too  cautious  to  tempt 
fate,  or  his  bank  account. 

NeSmith,  43,  knows  how  lucky  he 
is — one  of  the  very  few  in  Silicon  Valley 
who  has  remained  at  the  top  of  his  com- 
pany through  a  record-breaking  public 
offering,  a  fall  to  near-bankruptcy,  the 
risky  and  unpopular  decision  to  bet  the 
company  on  an  entirely  new  product  and 
the  slow  climb  back  to  profitability. 

Little  about  Blue  Coat  today  resem- 
bles its  first  incarnation,  when  it  was  a 
child  of  the  bubble  called  CacheFlow.  In 
1997  it  began  selling  a  caching  server, 
which  delivers  Web  pages  ten  times  faster 
by  storing  page  copies  close  to  the  user's 
computer.  In  the  late  1990s  everyone 
wanted  a  faster  surfing  experience. 

Now  everyone  wants  protection  from 
hackers  and  scammers,  and  the  business 
of  security  hardware  is  growing  20%  a 
year.  Blue  Coat  saved  itself  by  transform- 
ing its  server  into  a  double-duty  piece  of 


hardware:  It  both  boosts  Web  speeds  and 
watches  the  network  for  spam,  spyware 
and  viruses,  while  blocking  employees 
from  excessive  Ebay  use  and  instant  mes- 
saging their  friends  and  relatives.  "We're  a 
security  company  that  actually  improves 
the  performance  of  the  user's  network  by 
an  order  of  magnitude,"  NeSmith  says. 

The  company  moved  to  Silicon  Valley 
from  Seattle  in  1997  as  a  year-old  upstart 
with  $8.5  million  in  venture  funding.  By 
1999  the  company  had  $1  million  in 
quarterly  revenue,  50  employees  and 
another  $28.5  million  more  in  funding 
from  Benchmark  Capital,  U.S.  Venture 
Partners,  Technology  Crossover  Ventures 
and  Hanna  Capital. 

NeSmith,  who  had  just  sold  his  com- 
pany, Ipsilon  Networks,  to  Nokia  for  $  1 20 
million,  was  brought  on  in  1999  as  chief 
executive  by  board  member  Andrew 
Rachleff  of  Benchmark.  The  chief  set 
about  bulking  up  the  staff.  His  new 
Europe  sales  manager  hired  19  employees 
in  his  first  two  days.  "It  was  like  the  first 
day  of  school  when  nobody  knows  any- 
body," NeSmith  says. 

In  November  1999  CacheFlow  went 
public  at  $26,  raising  $130  million.  (Its 
first-day  close,  at  $126,  still  puts  it  in  the 
top-ten  price  jumps  in  IPO  history.)  That 


December  the  stock  hit  its  alltime  high  i 
$182,  valuing  the  company  at  $5  billio 
CacheFlow's  workers  had  free  lunchi 
and  dinners  at  the  office  in  Sunnyval 
Calif,  and  NeSmith  often  hired  a  DJ  1 
host  afterhours  parties  in  the  cafeteri 
The  company  flew  300  staffers  and  the 
spouses  to  Maui,  where  they  enjoye 
beach  luaus  and  a  concert  in  the  sand  1 
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Footloose"  singer  Kenny  Loggins. 

The  company  grew  right  through  the 
[asdaq  crash  of  March  2000.  Revenue  was 
imbing  50%  a  quarter,  reaching  $32.5  mil- 
on  in  the  quarter  that  ended  in  October 
000.  Customers  loved  the  access  to 
acheFlow's  engineers,  who  would  gladly 
esign  custom  features  for  no  extra  charge. 

But  the  telecom  recession,  which  hit 


CacheFlow's  biggest  customers, 
caught  the  company  short.  In  the 
January  2001  quarter,  revenue  col- 
lapsed 30%  and  losses  hit  $118 
million.  "The  market  was  simply 
not  going  to  recover,"  says  board 
member  and  Netscape  founder 
Marc  Andreessen. 

NeSmith  knew  he  needed  a  dif- 
ferent product.  Big  companies,  the 
only  customers  left  with  money  to 
spend,  were  asking  for  help  block- 
ing viruses  and  controlling  their 
employees'  Web  usage.  They  didn't 
care  so  much  about  speed.  NeSmith 
ordered  his  engineers  in  Waterloo, 
Ont.  to  stop  taking  requests  to 
tweak  the  CacheFlow  software  and 
start  working  on  some  security  fea- 
tures. Customers  such  as  Merck, 
which  had  gotten  used  to  getting 
the  personalized  service,  dropped 
CacheFlow  in  irritation. 

NeSmith  had  to  purge  projects 
and  people,  and  do  it  quickly. 
CacheFlow's  payroll  was  on  its  way 
to  600,  quadruple  the  count  at  the 
time  of  the  stock  offering.  Yet  the 
sales  force  was  bringing  in  less  than 
$1.5  million  per  field  rep,  half  of 
what  they  needed  to  turn  a  profit. 
Five  months  into  2001  NeSmith 
wrote  off  $272  million  in  assets. 

He  could  either  throw  all  his 
money  behind  the  new  proxy 
server,  which  combined  security 
with  the  original  caching  ability,  or 
choose  one  of  three  other  big- 
ticket  projects,  including  a  $12  mil- 
lion content  delivery  network, 
designed  to  let  companies  stream  Web- 
casts to  remote  offices. 

NeSmith  called  a  decisive  gathering  in 
early  January  2002  in  the  company's 
boardroom  and  opened  the  discussion  by 
letting  everyone  know  he  was  leaning 
toward  the  proxy  server.  Three  execs  who 
had  cast  their  lot  with  the  content  deliv- 
ery project  were  getting  visibly  angrier, 


and  finally  one  stood  up,  announced  that 
he  had  had  enough  and  left  the  room  to 
pace  furiously  around  the  outside  of  the 
building.  He  missed  NeSmith's  verdict: 
We're  a  one-product  company  now,  and 
that  product  is  the  proxy  server. 

Four  days  later  NeSmith  fired  250 
people,  among  them  the  entire  content 
delivery  faction  and  anyone  who  didn't 
believe  in  the  new  strategy,  including 
three-quarters  of  the  executives.  "If  they 
can't  buy  into  that,  they  need  to  leave,  of 
their  choosing  or  my  choosing,"  he  says. 

All  the  workers  heard  about  the  layoffs 
on  the  same  morning.  One  group  was  told 
to  meet  in  one  cafeteria,  where  they  met 
NeSmith  and  their  pink  slips.  The  sur- 
vivors were  routed  to  another  cafeteria. 
NeSmith  thinks  one  laid-off  worker  later 
gouged  his  car  with  a  key  on  the  way  out. 

The  new  version  of  the  proxy  server 
went  on  sale  in  the  summer  of  2002, 
backed  by  a  doubling  of  the  marketing 
budget  to  $13  million.  The  company 
then  changed  its  name  to  Blue  Coat, 
but  its  fortunes  took  time  to  reboot. 
Quarterly  revenue  had  fallen  to  a  new 
low  of  $11  million,  and  the  stock  price 
bottomed  out  at  41  cents  that  June.  Blue 
Coat  had  only  $15  million  in  cash,  and 
NeSmith  knew  he  might  run  out  of 
money  by  the  end  of  the  year. 

But  tech  spending  began  rebounding, 
and  the  message  that  Blue  Coat  had  a 
decent  new  product  began  sinking  in. 
Sales  slowly  picked  up.  In  2003  NeSmith 
started  hiring  again,  bringing  the  work 
force  to  300  employees.  NeSmith  has 
been  steadily  adding  malware  blockers  to 
his  product.  Analysts  expect  net  income 
to  hit  $5.1  million  on  revenue  of  $90  mil- 
lion in  the  fiscal  year  that  will  end  in 
April.  It's  going  to  be  a  long  time  before 
Blue  Coat  wipes  out  its  accumulated 
deficit  of  $863  million,  but  intrepid  share- 
holders who  got  in  two  years  ago  have 
enjoyed  a  fivefold  run  in  the  stock.  "I  feel 
somewhat  vindicated,  and  just  glad  to  be 
here,"  NeSmith  says.  F 
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Croquet,  Everyone? 

Alan  Kay,  a  legend  in  computing,  thought  it  was  time  for 
something  better.  So  he  built  it]  By  Quentin  Hardy 


THIRTY  YEARS  AGO  ALAN  KAY 
oversaw  the  creation  of  many 
of  the  personal  computer's 
clever  innovations,  among 
them  windows,  point-and-click 
file  opening  and  networks.  His  lasting 
success  irks  him.  "Except  for  the  silicon, 
we've  only  gotten  5%  of  the  potential  of 


the  PC  revolution,"  he  says. 

Kay  wants  to  take  computing  forward 
with  his  next  great  invention,  an  operating 
system  that  puts  the  user  in  a  three-di- 
mensional graphic  world  with  scores  of 
other  users,  all  computing  collaboratively 
and  communicating  through  audio  and 
visual  messaging.  Called  Croquet,  it  runs 
on  top  of  operating  systems  like  Windows, 
Linux  and  Apple.  Its  innovation  is  in  relo- 
cating the  now-decades-old  interface  of 
windows  and  folders  to  a  shared  virtual 
world.  You  can  landscape  it  any  way  you 
want,  with  mountain  ranges,  oceans  or 
meeting  rooms.  Users  become  color  icons 
or,  if  you'd  rather,  3-D  characters  such  as 
fish  or  bunnies.  You  zoom  around  in  this 
rich,  icon-tilled  space  and  call  up  digital 
photos,  Web  pages,  science  projects  or 
PowerPoint  presentations. 

You  can  view  and  alter  other  users'  files 
in  one  place,  chat  with  those  other  users 
over  the  Internet  and  then  move  on  to  far- 
off  objects  and  people,  if  they  seem  inter- 
esting. A  budget  report's  graphics,  say, 
might  be  made  a  figurative  10  feet  tall,  then 
changed  by  one  user  to  reflect  new  sales 
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data,  then  recolored  by  someone  else  fo| 
sharper  resolution.  You  can  do  all  this  evej 
if  your  Internet  connection  is  a  creaky-slo\| 
dial-up  modem. 

Croquet  packs  a  lot  of  power  for 
little  piece  of  software,  one  with  but  j 
single  line  of  code  for  every  300  ii 
Windows  XP.  Kay  built  Croquet  witl 
help  from  six  crack  programmers,  fundi 
ing  it  first  with  his  own  money  and  thei 
through  Hewlett-Packard's  research  labsl 
where  he  is  a  senior  fellow.  The  total  cog 
for  the  project,  released  for  free  last  Octo; 
ber,  is  less  than  $10  million,  a  drop  in 
Microsoft  bucket.  Says  Kay:  "Good  matl 
and  small  teams  win." 

In  the  1970s  Kay,  now  64  years  olq 
was  an  early  member  of  Xerox's  famou 
Palo  Alto  Research  Center.  Some  of  hi 
inventions  from  that  time,  including  a; 
object-oriented  programming  languag 
called  Smalltalk,  went  into  Croquet.  H| 
later  worked  on  3-D  graphics  at  game 
maker  Atari,  compact  computing  system 
at  Apple  Computer  and  easy-to-use  intei 
faces  at  Disney. 

Croquet  comes  as  many  institution 
struggle  with  large,  spread-out  teams.  Th 
U.S.  military  is  evaluating  Croquet  fc 
training  radio  technicians  to  build  fiel 
communications  systems  in  virtual  terraii 
replicating  the  landscape  in  Iraq.  Th: 
spring  the  universities  of  Minnesota  an 
Wisconsin  will  try  Croquet  for  collaborz 
tive  classroom  labs.  Intel,  whose  averag 
employee  is  at  any  time  on  three  differer 
projects,  is  looking  at  Croquet  as  a  way  t 
make  juggling  work  projects  gamelike. 

HP  is  playing  Croquet  by  giving 
away  as  an  open-source  project  to  build 
user  base  quickly  and  to  get  an  early  rea 
on  what  this  sort  of  software  will  be  use 
ful  for.  "We  don't  get  too  focused  on  ho' 
to  make  money  yet,"  says  Patrick  Scagli 
Kay's  boss  at  HP.  "We'll  know  within 
couple  of  years.  Good  ideas  take  o 
rapidly,  or  they  die."  I 


Digital  Tools 


Box 

In  a 


Office 
Box 


rHE  TERM  "HOME  THEATER  IN  A  BOX"  HAS  TYPICALLY 
meant  an  audio/video  receiver  combined  with  a  DVD 
player  and  packed  in  a  single  carton  with  a  bunch  of 
speakers.  But  there's  always  been  one  niggling  little 
omission:  video.  Supplying  that  has  been  up  to  you. 
Now  there's  a  device  that  really  does  come  close  to  delivering 
e  home  theater  experience  in  a  single  package.  For  $2,000  a 
;w  HP  unit  combines  a  DVD  player,  stereo  speakers  and  sub- 
aofer  in  the  housing  of  a  digital  projector.  The  whole  thing 
=ighs  23  pounds,  comes  with  a  built-in  handle  and  lens  cap 
id  looks  like  a  Cyclops  from  some  stylish  planet.  HP  calls  it  the 
'9010  Instant  Cinema  Digital  Projector. 

The  Instant  Cinema  has  inputs  for  just  about  any  video 
:vice  you  might  want  to  plug  into  it,  from  PlayStation  to  HDTV 
ble  box.  The  only  accessories  required  are  a  power  outlet,  a 
ank  wall  and,  since  ambient  light  is  the  enemy  of  projected 
lages,  a  dark  room. 

But  the  best  accessory  is  a  really  big  screen.  HP  offers  nifty 
)or-standing,  wide-screen  roll-up  models  that  weigh  less  than 
I  pounds  and  literally  set  up  in  seconds.  The  60-inch-diagonal 
lit  I  tried  goes  for  $350  and  worked  fine, 
though  the  screen  seemed  downright  tiny 


Stephen  Manes 


after  I  used  a  similarly  priced  73-inch  Da-Lite  model.  For  $380 
HP  will  sell  you  an  eye-boggling  80-incher  that  will  make  you 
feel  like  you've  stepped  out  to  the  movie  house. 

All  this  could  be  a  boon  for  people  like  me,  who  don't  have 
the  space  for  a  dedicated  home  theater  but  prefer  to  watch 
movies  the  way  they  were  made  to  be  seen — projected  onto  a 
big  screen  that  reflects  light  back  to  your  eyes.  When  you're  not 
watching,  you  can  hide  the  projector  and  screen  so  easily  that 
you  can  pretend  to  be  among  those  highbrowed  souls  who  claim 
not  to  own  a  TV. 

Alas,  HP  has  made  far  too  many  compromises  and  mistakes 
in  this  pioneering  product.  The  biggest  problem  is  the  800x600 
pixel  resolution.  That's  skimpy  and  grainy  in  a  day  when  $2,200 
will  buy  a  projector  with  high-definition,  wide-screen  1280x720 
pixel  resolution  (but  no  speakers  or  DVD  player),  like 
Panasonic's  very  good  LCD-based  PT-AE700U.  The  HP's  internal 

DVD  player's  electronics  made 
wide-screen  movies  look 
unpleasantly  soft  on  my  test 
unit;  discs  played  via  an 
external  progressive-scan  DVD 
player  appeared  significantly 

big  screen  with      shaTr,f  !h^ulh  ff  • not 

wonderful.  High-definition 
video  from  a  cable  box  ended 
up  being  mid-def  at  best. 

Like  many  projectors  that 
use  Texas  Instruments'  single- 
chip  Digital  Light  Processing 
technology,  this  one  often 
delivers  annoying  "rain- 
bows"— fleeting  bars  of  pure 
color  perceptually  produced 
by  the  system's  one-color-at-a-time  approach.  This  drives  me 
nuts,  but  many  people,  like  my  wife,  don't  seem  to  notice  it. 

The  built-in  speakers  are  okay,  but  they  don't  deliver  the 
room-filling  audio  of  a  real  home-theater-surround  setup,  and 
they  don't  even  offer  a  virtual-surround  mode.  Worse,  the  unit's 
cooling  fan  rumbling  on  the  table  beside  you  tends  to  kill  the 
mood  of  quiet,  intimate  scenes. 

With  most  projectors'  remote  controls  it's  easy  to  aim  at  the 
screen  and  bounce  the  signal  to  a  sensor  on  the  unit's  front 
panel.  With  this  one,  that  rarely  worked,  forcing  me  to  contort 
myself  to  aim  the  control  at  a  sensor  on  the  back.  And  the 
Instant  Cinema's  zoom  range  is  so  limited  you  can't  plunk  the 
unit  down  just  anywhere  if  you  want  to  fill  the  screen. 

So  I  commend  the  idea,  but  not  the  execution.  At  the  recent 
Consumer  Electronics  Show,  Optoma  Technology  and 
RadioShack  announced  conceptually  similar  but  significantly 
lighter  products  for  $1,500  and  $1,250,  respectively,  but  they're 
not  available  yet.  For  the  moment  instant  cinema  may  be  best 
sampled  by  dashing  into  the  local  multiplex  several  seconds 
before  the  commercials  fade  to  black.  F 


HP's  new  portable 
digital  projector 
plays  DVDs  on  a 
screen  with 
stereo  sound 
from  built-in 
speakers.  The 
popcorn  is 
up  to  you. 


fYjrbCS  I  Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been 

covering  technology  for  two  decades.  Visit  his  home  page  at  www.forbes.com/inones. 
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ON  LOCATION 

Putting 
On  the 
Nouveau 
Ritz 

A  venerable  luxury  hotel 
chain  tries  to  act  young 
and  hip— without  scaring 
away  the  old-money  crowd 
By  Stephane  Fitch 

NEW  YEAR'S  EVE  WAS  AN  EVENIN 
of  extremes  at  the  Ritz-Carltc 
Half  Moon  Bay  near  San  Frai 
cisco.  An  older,  black-tie  cro\> 
swayed  gently  to  music  from 
19-piece  jazz  band  before  midnight.  Bi 
after  the  champagne  toast  the  party  shift  t 
to  a  velvet-draped  wing  of  the  hotel.  Your 
revelers  yanked  off  their  ties  and  danced 
groovy  techno  music  until  2  a.m.  Othe 
lolled  on  giant  pillows  strewn  on  the  floe 
Mark  Weiss,  the  hotel's  food  and  beveraj 
director,  compares  the  chic  ambience 
that  of  "an  Ian  Schrager  nightclub,"  an  2 
lusion  to  the  operator  of  boutique  hotel: 
Ritz-Carlton,  a  Marriott-owned  brar 
known  for  the  starched  dignity  of  the  J 
hotels  and  resorts  carrying  its  name, 
learning  to  swing — but  not  too  far  from  1 
roots.  New  Ritz  hotels  are  designed  to  be 
ter  reflect  their  surroundings.  In  Miami  tl 
Ritz-Carlton  South  Beach  is  heavier  on  a 
deco  than  Chippendale.  The  new  hot 
near  Las  Vegas,  betraying  a  Bellagio  infli 
ence,  resembles  an  Italian  estate.  At  the 
properties,  tunes  by  pop  artist  Norah  Jon 
are  piped  into  public  areas  more  often  thi 
classical  music. 

"There's  a  tremendous  following  f< 
our  traditional  hotel,  but  you  have  to  p 
the  right  product  in  the  right  location 


t  your  service: 
itz-Carlton  bellhops  are 
isual  now  (above).  Until 
icently  their  uniforms 
ere  like  those  in  1949. 

iys  Simon  Cooper,  58, 
lief  executive  of  the 
ixury  chain.  Ritz-Carl- 
m  has  long  catered  to 
mteel  travelers  who 
ave  sophistication 
ithout  surprises.  These 
istomers  want  formal 
3tels  and  fawning  em- 
loyees  who  look  and 
:t  the  same  everywhere.  It's  why  barkeeps 
i  Boston  are  programmed  to  stir  every 
lartini  exactly  12  times.  And  it's  the  reason 
ie  chain's  beachfront  property  in  Naples, 
a.  looks  like  its  hotel  in  Philadelphia. 

This  one-hotel-fits-all  approach 
orked  beautifully  until  the  mid-1990s, 
hen  Ritz-Carlton  hotels  boasted  occu- 
incy  rates  that  were,  on  average,  5  to  10 
jrcentage  points  higher  than  those  of 
>mpetitors.  Through  September  last  year 
;  revenue  per  available  room — the  most 
osely  watched  measure  of  performance 
the  industry — was  $182,  up  14%  from 
)03.  But  rival  Four  Seasons,  which  is  less 
rmulaic,  did  $208.  Cooper  aims  to  boost 
s  number  by  luring  customers  from  fash- 
nable  chains,  like  Starwood's  W  hotels, 
here  setting  and  service  are  more  casual. 

Some  owners  of  Ritz-Carlton  proper- 
:s  cheer  Cooper's  plans.  "When  Ritz 


started,  wearing  black  was  for  funerals,  'W 
was  a  letter  in  the  alphabet,  and  people  with 
spiky  hair  were  punks,  not  bankers,"  says 
Laurence  Geller,  whose  Strategic  Hotel  Cap- 
ital owns  Ritz-Carlton  Half  Moon  Bay.  The 
changes,  he  adds,  are  worth  upsetting  the 
old  crowd  "having  tea  on  the  balcony." 

It  is  possible  to  go  too  far.  A  Ritz-Carl- 
ton hotel,  opened  in  Aspen  in  1992,  sported 
a  laid-back  western  theme,  including  lug- 
gage jockeys  in  cowboy  hats.  The  concept 
didn't  go  over  well.  The  hotel  became  a  St. 
Regis  in  1998. 

Ingrained  habits  die  hard.  On  a  recent 
evening  a  waiter  at  the  Ritz-Carlton  Marina 
del  Rey  in  Los  Angeles  interrupted  two 
guests  in  the  lounge.  "Sirs,  may  I  inquire  as 
to  the  coldness  of  your  beer?"  he  asked  ner- 
vously. "Is  it  adequate?" 

Change,  says  Cooper,  is  "an  evolution, 
not  a  revolution."  F 
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Retiring  early. 


Caring  for  two 
generations. 


!)    Saving  for 
/• )     twins'  college. 


Enjoying  fit, 
investment  income,  fh 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 

firms  to  focus  on  individual  financial 

■ 

planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 
raymondjames.cofn 


IUMBJ 


"I've  always  been  his  numb 
one,  that  is  until  he  got  his 
Triumph  Speed  Triple.  Nowi 
I've  been  relegated  to  num| 
two!  He  claims  he  now  has 
insatiable  need  to  get  out  a 
ride.  Which  is  just  fine  for  h 
but  what  about  my  needs?' 

The  motorcycle  that  define 
the  naked  sports  bike  has 
raised  the  bar  again.  The 
all-new  Triumph  Speed  Tri| 
redefines  the  naked  sports 
bike  with  aggressive  Europ 
styling  and  a  powerful  new 
engine.  The  stunning  new 
Speed  Triple  features  tradei 
dual  headlights,  minimalist 
bodywork,  massive  USD  fc 
radial  brakes,  high-mounte 
twin-sided  exhaust,  and  a 
single-sided  swingarm.  Its 
torquey  128-horsepower, 
1,050cc,  3-cylinder  engine 
provides  the  muscle  to  bac 
up  its  looks. 

needs  too." 


We  could  keep  going  but 
words  just  don't  do  it  justic 
Stop  by  your  local  Triumph 
dealer  today  for  an  up-clos 
and  personal  look  at  this  o 
of-a-kind  bike.  But  be  wan 
one  look  may  have  you  lee 
everything  on  the  road,  an 
at  home,  way  behind. 


Triumph  Speed  Triple 

$9,999  MSRP 


the  influence  of  drugs  or  alcohol. 


GO  YOUR  OWN  WAV 


II  1^  •  ] 

i * TiT*TTTii^ 

1 

IV  Funny  Thing 


ne\N 


T 
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Entrepreneurs 

but  Garden  kept  it  up — for  half  an 
hour — as  the  room  rocked  with  laughter. 

No  matter  that  Mills  was  in  line  to 
become  the  publication's  next  president. 
Onion  writers  thrive  on 
dissing  everyone  from 
the  Catholic  Church  to 
Oprah  Winfrey  (recent 
headline:  "Oprah 
Celebrates  20,000th 
Pound  Lost").  One 
spoof — "Con 
gress  Threat- 
ens to  Leave 
D.C.  Unless 
New  Capitol 
Is  Built" — 
the  Beijing 
Evening 
News  took  as 
fact,  reprinting 
a  fake  architec- 
tural drawing  of 
a  retractable  dome. 
"I  quickly  found 
out  that  this  wasn't 
your  average  com- 
pany," says  Mills,  30. 

But  like  a  long 
line  of  satirical  rags 
from  Punch  to  Spy 
the  weekly  had  a 
tough  time  turning 
the  ludicrous  into 
lucre.  Mills  had  been 
brought  in  by  New 
York  money  manager 
David  Schafer,  who,  along  with  a  couple 
of  partners,  had  recently  bought  the 
Onion  for  $4  million.  A  look  over  the 
books  showed  that  the  "Tu"  in  the 
paper's  motto,  "Tu  stultus  es"  (transla- 
tion: "You're  an  idiot"),  could  easily 
describe  its  proprietors.  "The  people  here 
had  a  great  editorial  product,  but  they 
just  didn't  know  how  to  run  a  business," 
Schafer  says. 

Schafer,  principal  owner  of  Schafer- 
Cullen  Capital  Management,  had  bought 
the  weekly  on  a  hunch,  partly  because  his 
23-year-old  son  loved  it.  While  the  paper 
was  distributed  for  free,  its  total  circula- 
tion— 410,000  people,  many  18  to  34 — 
represented  the  elusive  sweet  spot  for 
advertisers. 


Launched  in  1988  by  some  Univer- 
sity of  Wisconsin-Madison  students 
who  wanted  a  content  wrap  for  bar  and 
pizza  coupons,  the  Onion  never  took 
itself  seriously.  Later  that  year 
cofounders  Scott  Dikkers  and  Peter 
Haise  bought  out  their  part- 
ners for  $16,000  and  for 
the  next  13  years 
continued  to  run 
the  Onion  on  a 
shoestring. 
Dikkers  han- 
dled the  edi- 
torial side; 
Haise  sold 
advertising, 
frequently 
swapping  ad 
space  for 
kegs  of  beer. 
Writers  worked 
for  dirt— $10  a 
story.  "We  had 
delivery  vehicles 
go  flat  or  burn 
up,"  Haise  re- 
calls. "It  was  un- 
believably fun." 

The  paper 
moved  to  New 
York  in  2000, 
pushed  circulation 
to  300,000  and  en- 
joyed an  operating 
margin  (net  be- 
fore depreciation, 
interest  and  taxes)  of  10%  on  revenue  of 
$5  million.  That  was  thanks  to  its  fast- 
growing  Web  site  and  a  special  entertain- 
ment section  called  the  "AV  Club,"  15-to-25 
pages  featuring  restaurant,  music,  film  and 
DVD  reviews. 

But  troubles  lay  ahead.  Payroll  costs 
ballooned  to  $3  million  a  year  starting  in 
2001  as  the  once  college-student  writers 
became  thirtysomethings  and  expected 
health  insurance  and  401  (k)s.  The  com- 
pany lost  money  in  2001  and  2002.  De- 
spite the  addition  of  color,  the  Onion  still 
looked  too  much  like  a  college  weekly; 
some  longtime  readers  complained  it 
wasn't  funny  anymore.  A  bid  to  sell  the 
paper  to  television's  Comedy  Central  in 
2000  failed.  Dikkers,  who  controlled  42% 


"Tu  stultus  es" 
(translation:  "You're 
an  idiot") could've 

easily  described  the 
paper's  proprietors. 


of  the  voting  shares,  decided  he  wantec 
out  to  try  his  hand  at  screenwriting. 

After  buying  the  operation,  Schafel 
added  $500,000  in  working  capital.  He 
installed  Mills  as  head  of  ad  sales,  anc 
then  longtime  p.r.  guy  and  former  Mil 
waukee  Journal  reporter  Stephen  Han- 
nah over  him  as  chief  executive.  Schafei 
kept  away  from  the  editorial  side  bu 
had  a  firm  grip  on  spending.  "David  is  i 
cheapskate,"  Hannah  says,  by  way  o: 
compliment.  Mills  laid  off  no  one  bu 
forced  the  staff  to  take  a  10%  pay  cut 
The  Onion  got  its  first  formal  budge 
and  hired  a  controller.  All  trave 
required  approval;  printing,  telephon« 
and  shipping  contracts  were  vigorously 
examined  and  often  renegotiated. 

Now  for  the  bigger  problem:  top-lim 
growth.  Mills  didn't  see  much  percent 
age  in  starting  to  charge  for  subscrip 
tions — though  15,000  readers  pay  $40  ; 
year  ($30  for  students)  to  receive  th< 
Onion  by  mail,  and  access  to  back  issue; 
costs  $7.50  per  issue.  The  real  money,  h< 
thought,  lay  in  the  Web  site  and  in  nudg 
ing  online  advertisers  to  make  cross-buy 
in  print.  Mills  knows  this  business — h\ 
ran  and  then  sold  Adgile  Interactive,  an 
online  media-buying  agency  in  San  Fran 
cisco,  before  joining  the  Onion.  Adver 
tisers  like  the  young  audience  and  the 
multiple  ways  the  company  has  reachec 
out  to  it:  in  print,  online  and  througl 
Onion  Radio  News,  not  to  mention  vi; 
schlocky  merchandise  (like  bumpe 
stickers),  books  and  even  a  movie  o 
comedy  sketches  slated  for  release  earl' 
this  year.  "Our  business  is,  we  tell  a  jok 
and  then  distribute  it  seven  or  eight  dif 
ferent  ways,"  says  Hannah. 

Revenue  from  online  advertisin; 
rose  30%-plus  in  2004,  thanks  to  th 
4  million  unique  visitors  the  site  gets  pe 
month  and  a  nice  collection  of  sponsor 
that  includes  HBO,  Fox,  Budweiser  an» 
Toyota.  The  company  extracted  an  esti 
mated  operating  income  of  $2  millioi 
or  so  on  revenue  of  $10  million  last  yeai 
Schafer  has  had  several  undisclosei 
offers  to  buy  the  Onion.  Brokers  say  it  i 
probably  worth  between  $10  millioi 
and  $12  million.  "It's  not  for  sale,"  say 
Schafer.  Not  as  long  as  he  can  get  the  las 
laugh. 
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3  Analog/Digital  TFT-LCD 
jll  pivot,  tilt  and  swivel;  wall  mountable 
?87173  -  Widest  viewing  angle  of  any  LCD 
lagicTune'"  on-screen  image  control 


Samsung's  193P  display. 

We  know  how  you  work.  Swre  engineer  our  monitors  to  work  the 
same  way  you  do.  Our  193P  display  is  economically  designed 
to  move  the  way  you  move.  And  with  its  MagicTune™  software, 
personalizing  your  display  is  now  a  hands-free  experience.  This 
kind  of  thinking  is  responsible  for  over  67  design  awards  worldwide. 
Not  to  mention,  monitors  that  work  on  the  same  level  as  you. 


sitwww.samsungusa.com/monitororcall  1-800-SAMSUNG 

)04  Samsung  Electronics  America,  Inc.  Samsung  and  MagicTune  are  registered  marks  of  Samsung  Electronics  Corp.,  LI 


iges  simulated. 


Health 


VASCULAR  DISEASE 


Leg  Attack 


Often-ignored  leg  pains  could  warn  of  a  crippling  disease  you've  probably  never  heard  of. 
Current  treatments  are  so-so,  but  better  ones  are  on  the  way  |  By  Vanessa  Gisquet 


RIVKA  SHAPIRO  HAD  SUCH  SEVERE  PAIN  FROM  AN 
arterial  blockage  in  her  leg  that  she  could  barely  walk. 
Her  vascular  surgeon  gave  the  79-year-old  two 
options:  Undergo  bypass  surgery,  which,  if  unsuccess- 
ful, could  lead  to  amputation,  or  enter  a  trial  of  a  new 
clot-dissolving  drug. 

Shapiro  opted  for  the  experimental  drug,  called  alfimeprase, 
which  quickly  dissolved  the  blockage.  For  the  1 1  million  Amer- 
icans with  Shapiro's  condition,  a  malady  known  as  peripheral 
arterial  disease,  or  PAD,  alfimeprase  represents  a  potential  break- 
through in  quality  of  life.  PAD's  worst 
outcome,  an  occlusion,  can  strike 
quickly,  a  result  of  an  arterial  plaque's 
suddenly  rupturing  and  triggering  a 
massive  clot,  or  insidiously,  as  fatty 
plaque  gradually  clogs  the  arteries  and 
restricts  normal  blood  flow  to  the 
lower  limbs. 

Seemingly  inconsequential  aches 
or  cramping  while  walking  could  be 
the  only  warning  before  a  complete 
occlusion,  or  leg  attack.  Left  untreated, 
leg  attacks  can  lead  to  ulcers  that  won't 
heal,  infections  like  gangrene,  perma- 
nent nerve  damage  and,  in  severe 
cases,  a  30%  chance  of  amputation  of 
the  toes,  foot  or  leg. 

PAD  is  often  a  harbinger  of  athero- 
sclerosis in  other  blood  vessels,  such  as 
the  coronary  or  carotid  arteries;  30% 

of  PAD  sufferers  also  have  heart  disease.  "Someone  will  have 
some  degree  of  hardening  of  the  arteries  in  their  heart  if  they 
have  it  in  their  legs,  but  they  won't  necessarily  be  symptomatic 
in  their  heart,"  says  Dr.  Kenneth  Ouriel,  chairman  of  surgery  at 
the  Cleveland  Clinic. 

Current  treatments  for  peripheral  arterial  occlusions 
include  angioplasty,  stents,  surgical  bypass  and,  in  25%  of  acute 
cases,  clot-dissolving  thrombolytic  drugs,  such  as  Abbott  Labs' 
Abbokinase  or  Genentech's  Activase.  But  thrombolytics,  which 
are  not  approved  for  treating  acute  peripheral  arterial  occlu- 
sions by  the  Food  &  Drug  Administration,  require  infusions 


Clots  build  up  in  the 
legs  of  PAD  patients. 
An  X  ray  shows  painful 
swelling  around  blockages. 


that  can  last  a  day  or  two,  and  cause  serious  internal  bleedin 
in  15%  of  cases. 

The  experimental  alfimeprase,  if  given  the  green  light 
the  FDA,  would  drastically  cut  down  that  risk.  Alfimeprasi 
developed  by  Nuvelo,  a  small  biotech  firm  in  Sunnyvale,  Calif 
would  be  the  first  drug  approved  specifically  to  treat  acul 
peripheral  arterial  occlusions.  In  a  midstage  clinical  trial  wit 
113  patients,  completed  this  past  June,  it  restored  the  sam 
degree  of  blood  flow  in  4  hours  that  clot-busting  thromboly 
ics  would  require  24  to  48  hours  to  attain,  with  fewer  compl 
cations;  only  7  patients  had  serious  bleeding.  "We'i 
used  to  seeing  more  than  double  that  in  trials  wit 
current  thrombolytic  agents,"  says  Dr.  Ouriel,  wh 
has  been  leading  Nuvelo's  trials. 

Unlike  traditional  thrombolytics,  which  dissoh 
indirectly  by  converting  the  body's  plasminc 
gen  proteins  into  clot-busting  plasmin 
alfimeprase  directly  degrades  the  fibrin  pre 
teins  that  make  up  a  clot.  Loosely  derive 
from  the  venom  of  the  southern  copperhea 
snake,  alfimeprase  also  inactivates  rapid' 
after  working  on  the  clot,  which  lowei 
the  risk  of  internal  bleeding. 

With  alfimeprase  potentially  wort 
$500  million  in  annual  sales,  the  stak< 
are  high  for  little  Nuvelo.  The  compar 
worked  in  collaboration  with  Amgen  o 
the  development  of  the  drug  until  Noverr 
ber,  when  Amgen,  looking  to  cull  som 
smaller  drugs  from  its  portfolio,  grante 
Nuvelo  worldwide  rights  in  exchange  fc 
undisclosed  milestone  payments  and  roya 
ties.  Luckily  for  Nuvelo,  the  deal  was  negotiated  whe 
alfimeprase  was  still  an  early-stage  product  with  uncertain  con 
mercial  promise. 

Late-stage  trials  will  begin  in  the  next  few  months.  Nuvel 
had  $70  million  in  cash  as  of  late  September  but  will  spend  moi 
than  the  $55  million  it  spent  last  year  on  trials  and  other  deve 
opment  work,  according  to  the  company's  chief  executive,  D 
Ted  W.  Love,  making  another  stock  sale  likely.  If  this  potion  ev« 
makes  it  to  market,  it  won't  be  before  2008. 
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\USTRALIA: 

HE  REGIONAL  CHOICE 


nEN  by  Justine  Costigan 


2  second  G'Day  LA.:  Australia  Week,  from  January  15  to  22,  is  a  weeklong 
ebration  of  Australian  business  and  cultural  achievements  hosted  by  the 
stralian  Consulate  in  Los  Angeles,  with  partners  including  Tourism  Australia, 
ntas  Airways  and  Austrade.  The  Australian  Consul  General,  Hon.  John  Olsen, 
is  Australia  Week  showcases  the  best  of  the  best  from  Down  Under,  not  just 
the  high-profile  entertainment  and  travel  industries,  but  in  a  number  of  key 
ustry  sectors  such  as  technology,  biotech  and  financial  services,  and  high- 
its  opportunities  for  U.S.  investment  into  Australia's  thriving  economy.  This 
icial  feature  focuses  on  Australia  as  a  business  and  investment  opportunity. 


ECIPE  FOR  GROWTH 

n  it  comes  to  assessing  the  strength  of  a  country's  credit 
g,  it  doesn't  get  much  better  than  AAA.  And  Australia  should 
v,  it  has  earned  it. 

ince  the  mid-1990s,  Australia's  solid  growth  has  not  faltered  despite 
hanging  giobal  economy,  the  effect  of  SARS,  the  post  9/1 1  terrorist 
it,  and  the  challenges  of  drought  and  flood. 

ccording  to  its  2004  Annual  Report  on  Australia,  Moody's  Investors 
ce  has  said  the  country's  AAA  rating  and  stable  outlook  are 
orted  by  declining  government  debt,  a  strong  financial  system 
a  more  resilient  economy  that  shows  a  greater  ability  to  withstand 
national  cyclical  fluctuations.  In  addition  to  strong  growth,  the 
ralian  economy  of  recent  years  has  featured  sound  public  finances, 
mplished  despite  a  global  economic  slowdown  since  2000  and 
ksian  financial  crisis  of  the  late  1990s. 

ie  Governor  of  the  Reserve  Bank  of  Australia,  Ian  Macfarlane, 
orts  this  positive  outlook.  In  a  recent  speech  to  business  and 
a  in  Melbourne,  Macfarlane  argued  that  Australia  has  been  able  to 
eed  because  of  sound  institutions,  innovation  born  of  necessity  and 
ingness  to  improve  and  change. 

/lore  and  more,  development  economists  and  economic  historians 
coming  to  the  conclusion  that,  at  the  deepest  level,  a  sound 
utional  framework  is  the  crucial  ingredient  for  sustained  economic 
irmance,  and  that  it  is  far  more  important  than  distance,  geography  or 
>resence  of  resources,"  he  said. 

acfarlane  notes  that  Australia's  institutions  provide  an  open,  honest 
accountable  environment  for  business.  A  strong  body  of  commercial 
particularly  the  law  of  contract),  impartial  courts  and  an  honest  police 
!  minimize  opportunities  for  corruption.  Australia  has  an  open  society 
a  democratic  political  system  and  a  free  press.  Proud  of  its  meritocracy, 
ralia's  equal  opportunity  and  access  to  quality  education  also  provide 
erse  and  highly  trained  workforce. 

ustralia  is  a  country  rich  in  natural  resources,  with  a  strong  image  as 
d  of  wheat,  wool  and  iron  ore;  yet  the  country  has  not  relied  solely  on 
ountiful  natural  gifts.  Building  on  its  already  strong  economy,  the 
gulation  of  the  banking  and  telecommunications  industry,  the  removal 
iriff  protection  and  the  floating  of  the  Australian  dollar  in  the 
1980s  transformed  the  economy.  When  the  government  of  the  day 
introduced  a  compulsory  superannuation  pension  scheme  that 
around  A$800  billion  under  funds  management  today,  the 


Australian  investment  management  industry  grew  rapidly,  attracting  many 
international  institutions  to  Australia,  first  as  representatives  and  then  as 
branch  offices. 

Many  international  investment  institutions  have  done  extremely  well  in 
Australia.  Although  Morgan  Stanley  first  established  operations  in 
Australia  after  the  Second  World  War,  the  company  has  grown  from 
48  to  nearly  250  staff  in  Australia  in  the  past  five  years,  most  of  this  in 
Sydney.  At  the  launch  of  Morgan  Stanley  Serco  Solutions'  Asia  Pacific 
office  in  Sydney  recently,  NSW  Premier  Bob  Carr  commented  that 
the  company's  move  was  "further  confirmation  that  Sydney  is  a  major 
financial  center  in  the  Asia  Pacific  region  -  attracting  investment  ahead 
of  other  cities  in  the  region." 

Another  Australian  success  story  is  Deutsche  Bank.  The  bank 
conducts  its  world  operations  in  foreign  exchange  settlements  in  only  two 
places:  one  of  them  is  Sydney.  Its  other  center  is  in  London,  which  means 
that  Deutsche  Bank  can  trade  24  hours  a  day  on  one  platform.  Sydney  is 
now  truly  integrated  into  Deutsche  Bank's  global  operations  and  the  bank 
sees  further  prospects  for  high-end,  high-skill  jobs  coming  to  Sydney  in 
the  future.  Many  other  international  banks  and  investment  institutions 
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have  made  the  same  strategic  move.  Banks  are  not  only  establishing  high- 
value  support  operations  in  Australia,  but  some  are  using  Sydney  as  a 
development  center  and  test  bed  for  new  products  and  services. 

As  the  largest  city  and  Australia's  financial  center,  Sydney  has  attracted 
much  of  this  interest.  Sydney's  workforce  is  multilingual,  well  educated, 
technologically  savvy  and  working  in  a  mature,  very  sophisticated  financial 
services  environment.  Australia's  proactive  immigration  policy  has  attracted 
many  immigrants  from  Asia,  the  Middle  East  and  Europe,  and  there  are  almost 
200  languages  spoken  in  Sydney,  with  the  second  most  spoken  being  Chinese. 

As  the  heart  of  Australia's  financial  services  industry,  Sydney  is 
home  to  70%  of  the  country's  banks.  The  city  has  captured  a  significant 
amount  of  regional  and  global  support  business,  and  is  considered  to  be 
operating  at  the  world's  best  practice  level  in  the  activities  based  there 
by  global  institutions.  The  2004  Australian  Financial  Markets  Report 
states  that  Sydney's  financial  services  workforce  is  nearly  half  the  size 
of  London's  and  more  than  a  third  the  size  of  New  York's. 

And,  of  course,  there's  always  room  to  grow. 


Moody's  Weighted  Average  Bank  Financial  Strength  Index  -  December  2003 
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INNOVATION  KEY  TO  OPPORTUNITY 


From  the  discovery  and  development  of 
penicillin  to  the  cochlear  implant  and 
bionic  ear,  the  first  mapped  enzyme  and 
the  world's  fastest  AIDS  test,  Australian 
researchers  have  a  long  history  of  creating 
breakthroughs  that  change  medical  history. 

With  about  370  biomedical  firms  employing 
more  than  6,000  people  and  a  long  list  of  world- 
class  medical  research  institutions,  including 
the  Monash  Institutes  of  Health,  Garvan 
Institute  of  Medical  Research  and  Walter  and 
Eliza  Hall  Institute  of  Medical  Research  among 
many  others,  Australia  is  still  the  place  to  find 
world-class  research  and  development. 

Many  of  Australia's  public-sector  and 
independent  medical  research  institutes  are 
renowned  for  their  extensive  research  into 
disease  and  disorders,  covering  most  therapeutic 
and  technical  fields.  These  organizations  are 
celebrated  throughout  the  world  for  their  major 
contributions  to  the  biomedical  sector,  and  many 
have  significant  alliances  with  multinational  bio- 
pharmaceutical  corporations. 

Australia's  research  organizations  include  the 
Commonwealth  Scientific  and  Industrial  Research 
Organisation  (CSIRO),  one  of  the  largest  and 
most  diverse  global  research  organizations  in 
the  world.  With  wide-ranging  research  interests, 
including  the  pharmaceutical  and  human  health 
fields,  the  CSIRO  has  developed  close  ties  with 
leading  firms  in  the  U.S.,  Europe  and  Japan,  and 
is  Australia's  leading  patenting  enterprise  with 
3,500  patents  granted  or  pending  to  date. 

It  is  no  surprise  then  that  interest  and 
engagement  with  emerging  technologies  in 
Australia  is  strong.  As  well  as  government 
support,  consultancies  like  Health  Innovations 
Ry  Ltd  are  helping  new  technologies  make 
the  leap  from  concept  to  commercialization. 

Dr.  Abby  Bloom  laughs  when  she  describes 
her  role  as  CEO  of  Health  Innovations  as  just 
a  "day  job."  As  a  passionate  advocate  for  the 
support  of  fledgling  medical  technology  and 
biotech  companies,  the  notion  of  free  time  is 
almost  foreign  to  Bloom.  When  her  "day  job"  is 
over,  she  is  in  demand  as  an  author,  speaker  and 
consultant  to  government  and  international 
health  agencies.  It  is  difficult  to  imagine  any  part 


of  her  life  that's  not  devoted  to  helping  support 
new  medical  technologies,  and  when  one  of  "her" 
companies  succeeds,  she's  ecstatic. 

For  the  past  six  years  Bloom's  mission  has 
been  to  help  emerging  Australian  biomedical 
ventures  become  successful  global  companies. 
Identifying  promising  new  "disruptive  technologies", 
Bloom  is  looking  for  innovations  that  will 
"fundamentally  change  the  way  that  things  are 
done."  The  innovative  SpineMED,  whose  mini- 
mally invasive  spinal  products  are  changing  the 
way  back  pain  is  treated,  is  just  one  recent 
example.  There  are  many  more  in  development. 

Biochemist  and  CEO  of  ATP  Innovations  Dr. 
Mark  Bradley  is  also  in  the  business  of  helping 
Australian  biotechs  become  global  market  leaders. 
Acting  as  a  private  investor  for  start-up  companies, 
as  well  as  enlisting  government  and  corporate 
support,  Bradley  is  creating  the  financial  alliances 
without  which  such  ventures  cannot  survive. 

"There  are  lots  of  opportunities  at  a  whole 
range  of  levels  from  tapping  into  research  to 
clinical  trials  and  taking  products  into  the 
market,"  says  Bradley.  Among  Australian 
success  stories,  he  cites  Proteome  Systems,  an 
Australian  company  that  has  successfully 
mapped  the  world  of  proteins  and  has  just 
listed  on  the  New  York  Stock  Exchange,  joining 
forces  with  IBM  as  a  global  partner. 

Australia  has  a  large  number  of  small,  specialist 
companies  working  within  the  biomedical  sector 
that  offer  excellent  investment  opportunities  in 


therapeutic  areas  of  interest  with  large  ma 
potential.  Amrad  is  commercializing  drugs 
intractable  pain,  reproductive  health 
ischemic  heart  and  peripheral  vascular  dise 
Merck  &  Co.  is  investing  a  total  of  US$  1 1 2  mi 
in  partnership  with  Amrad,  and  the  partner 
signals  the  emergence  of  Australia  as  a  bioti 
nology  research  hub.  It  is  the  largest  biotechnc 
collaboration  in  Australia  to  date.  Amrad  and  M 
will  jointly  investigate  drug  candidates  for  M^ 
to  place  in  clinical  development  and  marke 
The  research  will  focus  on  two  cellular  mes; 
gers,  or  cytokines,  that  are  implicated  in  not 
asthma  cases,  but  allergies  and  cancers  as 

According  to  Will  Delaat,  managing  dire 
Merck  &  Co.  (Australia),  "Australia  indispul 
has  among  the  world's  best  mec 
researchers.  Through  partnership  with  the  p 
maceutical  industry,  this  decade  holds 
promise  of  delivering  Australian-made  rr 
cines  to  the  world.  We  look  forward  to  b 
part  of  the  journey." 

When  you  consider  Australia's  world-c 
health  service,  level  of  government  tunc 
skilled  workforce  and  low  costs,  it  is 
surprising  that  Australia  has  become  an  i 
location  for  medical  research  and  developn 
and  commercialization  of  new  products. 

A  native  New  Yorker  and  now  commi 
Australian,  Bloom  sums  it  up  best:  "Austral 
have  ingenuity,"  she  enthuses,  "and  they 
leaders  in  innovative,  creative  thinking." 
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Asleep 


The  award-winning  Qantas  Skybed  is  the  only  business  class  bed  flying  between  the  US 
d  Australia.  Which  means  you  arrive  at  your  destination  feeling  refreshed  and  ready  to  go, 
And  with  Qantas,  you  can  earn  mileage  in  your  choice  of  frequent  flyer  program  from  our 
rtners  Alaska  Airlines,  American  Airlines,"  Continental  Airlines  or  US  Airways."  They're  just 
;ome  of  the  reasons  why  you  can  relax  when  you're, flying  Qantas.  The  Spirit  of  Australia. 

QantasUSA.com 

'bed  available  on  all  B747-400  3  class  aircraft  from  the  USA  by  end  of  March  2005.  American  Airlines  is  a  registered  trademark  of  American  Airlines,  Inc. 
ierican;Airlines  reserves  the  right  the  change,  the  AAdvantage  program  at  any  time  without  notice.  • 


HIGH  DEMAND  FOR  AUSSIE  WINE 

Regions  such  as  the  Barossa  Valley,  Hunter  Valley,  Coonawarra  and  Margaret  River  are  no  longer  known  only  to  Australians. 


Over  the  past  two  decades  they  have  rightly  become  instantly 
recognizable  worldwide  as  just  a  small  sample  of  Australia's  greatest 
wine-growing  regions. 

It  is  said  that  the  first  vines  in  Australia  were  planted  on  the  site  of 
present  Sydney  Botanic  Gardens.  Despite  their  beautiful  setting  on  the 
edge  of  the  harbor,  the  planting  was  a  failure  and  the  vines  were  soon 
transplanted  elsewhere.  Luckily,  those  early  grape  growers  were 
persistent,  and  in  the  early  years  of  the  colony,  many  attempts  to 
establish  vineyards  were  made  throughout  the  region.  In  1822,  136 
liters  of  wine  were  shipped  to  London,  the  industry's  first  export.  Five 
years  later,  a  larger  shipment  of  1,800  liters  was  transported  and  a 
fledgling  Australian  wine  industry  was  established. 

Over  180  years  later,  wine  production  in  2001-2002  exceeded  the 
1  billion  liters  mark,  with  a  stunning  418  million  liters  (46%  of  production) 
worth  A$2.1  billion  exported  around  the  world.  Grape  growing  and 
wine-making  are  now  carried  out  in  every  state  and  mainland  territory  of 
Australia,  with  the  acclaimed  vineyards  of  South  Australia  accounting 
for  more  than  half  the  country's  production.  The  successful  production, 
marketing  and  sales  of  wine  has  become  one  of  Australia's  flagship 
agricultural  businesses. 

Australia  has  become  a  world  leader  in  using  innovative  technologies 


to  produce  high-quality,  cost-competitive  grapes  and  wine. 

Supported  by  The  Australian  Wine  Export  Council  and  the  Australia 
Wine  and  Brandy  Corporation,  even  small-production  Australian  bran 
are  becoming  well  known  internationally.  No  longer  considered  asji 
a  cheap  alternative  to  French  and  Italian  wines,  Australian  varieties  ha 
developed  a  reputation  for  excellent  quality  at  extraordinary  value. 

Opportunities  for  growth  in  the  Australian  wine  industry  look  set 
continue.  Although  production  is  naturally  affected  by  climate  on 
year-to-year  basis,  growth  in  production  will  increase  as  grow* 
expand  their  vineyards  and  new  companies  enter  the  market.  Domes' 
consumption  continues  to  grow,  and  markets  are  opening  up  in  Chir 
India  and  Southeast  Asia.  By  2025,  Australia's  exports  are  expected 
equal  A$2.5  billion. 

A  new  interest  in  wine,  not  just  in  Asia  but  also  in  Europe  and  Noil 
America,  has  seen  the  growth  of  wine  tourism.  Established  vineyar 
are  seeking  opportunities  to  provide  wine  enthusiasts  with  more  th 
just  a  tasting.  Picturesque  vineyards,  the  inevitable  combination  of  goj 
food  with  wine,  and  the  increased  knowledge  and  interest  in  spec 
varieties  of  grapes  and  regions  continues  to  fuel  this  developii 
market.  Currently  worth  A$400  million  a  year,  by  2025  it  is  expectj 
to  increase  to  A$1 .1  billion. 


INSTANT  SUCCESS 

There  are  many  Australian  wine  success 
stories  but  perhaps  the  most  outstanding 
is  that  of  two  determined  immigrants. 


One  of  the  three  Casella  sons, 
Phillip,  samples  the  vintage.  - 


Filippo  and  Maria  Casella  arrived  in  Australia 
from  Italy  in  1957  as  young  hopeful  migrants. 
They  brought  with  them  a  strong  work  ethic, 
a  sense  of  adventure  and  more  than  three 
generations  of  wine-making  heritage.  It  was 
almost  inevitable  that  they  would  eventually 
start  a  vineyard  of  their  own. 

In  1965  the  Casellas  bought  a  small  farm 
at  Yenda,  in  New  South  Wales'  fertile  Riverina 
region.  Filippo  began  planting  grapes  and 
selling  them  to  local  wineries,  but  by  1969  he 
decided  to  put  his  family's  wine-making  skills 
to  the  test,  and  Casella  Wines  was  born. 

One  of  the  Casellas'  three  sons,  John 
Casella,  returned  to  the  family  business  in 
1994  and  began  an  ambitious  expansion 
program  that  included  building  a  new  winery. 


Combining  the  family's  wine-making  skills  w| 
new  wine-making  technology  meant  Casej 
Wines  could  embark  upon  a  serious  entry  | 
the  export  market. 

Casella  Wines  shot  to  the  forefront  of  t 
export  arena  in  2000  with  the  hug^ 
successful  chardonnay  and  shiraz  bral 
[yellow  tail]*.  Projections  were  to  sell  25,0l| 
cases  in  the  U.S.  in  the  first  year,  but  sal 
bettered  48,000  cases.  Casella  Wines  initia 
concentrated  predominantly  on  the  expt 
market  and  is  now  a  key  player  in  Eurofl 
Asia,  the  U.K.,  the  U.S.  and  Canada. 

The   most   successful   launch  of 
Australian  wine  brand  in  the  history  of  t! 
Australian  wine  industry,  export  sales  ha 
exceeded  12  million  cases  since  1998. 


www.  Sydney,  intercontinental .  com 


i  you  think  you've 
seen  everything 


You  see  the  big  picture.  So  let  someone  else  worry  about  the  detail.  Discover  the  privacy  and  luxury  of  Club  Intercontinental) 
Room  to  relax.  Space  to  think.  Time  to  reflect. 


For  more  information  please  contact  us  on 
Phone:  [61-2]  9240  f  " 
Email:  sydney@intercoi 


INTERCONTINENTAL 


MOTOROLA  IS  TAPPING  INTO  AUSTRALIA'S 
JNIQUE  INTELLECTUAL  CAPITAL  TALENTS. 

JR  SOFTWARE  OPERATIONS  IN  PERTH  AND  ADELAIDE  COMPLEMENT  SIGNIFICANT  GROWTH 
CELLULAR,  BROADBAND  AND  PUBLIC  SAFETY  COMMUNICATIONS.  AUSTRALIA  PROVIDES 
'STABLE  ENVIRONMENT  FOR  MOTOROLA'S  BUSINESS  TO  FLOURISH  AND  OFFERS  UNMATCHED 
JPPORT  AND  COLLABORATION  FROM  EDUCATIONAL  INSTITUTIONS." 

ZANDER,  CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER,  MOTOROLA,  INC. 


ustralia  |  the  place  to  grow  your  business  in  the  world's  fastest  growing  region 


itralia  is  the  contemporary  base  for  business  in  the  region  that 
v  supports  almost  half  of  all  global  trade  -  the  Asia-Pacific. 


nng  just  been  ranked  as  the  most  resilient  economy  in  the 
Id,  for  the  third  year  in  succession  (WCY  2004),  Australia 
?rs  a  stable  platform  for  investment, 
s,  businesses  in  Australia  have  the  advantage  of  operating 
he  same  time  zone  as  Asian  markets  as  well  as  having  their 
iness  day  overlap  with  those  of  Europe  and  the  US. 
itralia  not  only  offers  a  unique  business  environment  that 
ects  an  affinity  with  Asia,  the  US  and  Europe.  It  is  also  ranked 
best  place  in  the  Asia-Pacific  in  which  to  live  and  work  (EIU 
)4),  as  well  as  the  easiest  place  in  the  world  in  which  to  start 
usiness  (World  Bank  2004). 

5tralia,  it's  the  ideal  location  to  grow  your  business. 


Motorola,  Inc.  is  a  global  communications 
leader  providing  seamless  mobility 
products  and  solutions  across  broadband, 
embedded  systems  and  wireless  networks. 

In  Australia  and  the  Pacific  region, 
Motorola  is  a  leading  supplier  of 
personal,  emergency,  government, 
and  law  enforcement  communications 
equipment  and  services. 

Motorola's  Australian  operations  offer 
unmatched  research  and  software 
operations,  an  outstanding  intellectual 
property  portfolio  and  wide  ranging 
third  party  alliances. 

With  its  uniguely  talented  workforce  and 
stable  business  environment,  Australia  is 
a  critical  component  of  Motorola's  future 
global  strategy. 


AUSTRALIA  I  AT  A  GLANCE 


One  of  the  lowest  cost  business  locations 
in  the  industrialised  world  (KPMG  2004) 

Fourth  largest  investment  funds  under 
management  in  the  world  -  US$532b  (FEFSI) 

Jumped  from  19th  to  7th  most  attractive 
market  worldwide  (A.T.  Kearney  FDI 
Confidence  2004) 

Home  to  the  most  multilingual  workforce 
in  the  Asia-Pacific  (ABS  2004) 

Lowest  risk  of  political  instability  in  the 
Asia-Pacific  region  (WCY  2004) 

In  terms  of  patent  and  copyright  enforcement, 
Australia's  modern  and  effective  intellectual 
property  regime  is  ranked  first  in  the 
Asia-Pacific  region  (WCY  2004) 


Don't  make  an  investment  decision 
in  the  Asia-Pacific  without  visiting 

w  ww.i  n  vest  au  st  ra  I  ia.com 
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Invest  Australia  and  the  NSW  Department  of  State  and  Regional  Development  are  proudly 
hosting  the  Forbes  Global  CEO  Conference  In  Sydney  on  August  30  -  September  1,  2005. 


New  South  Waks 
Department  of  State  and 
Regional  Development 


•Camel  trekking  in  the  Northern  Territory 


DESTINATION  OF  PREFERENCE 


Business  travelers  are  starting  to  discover  what  the  locals  have  always  known.  Australia's 
ancient  human  culture,  cosmopolitan  cities,  endless  natural  wonders  and  extraordinary 
variety  of  flora  and  fauna  offer  travel  opportunities  to  excite  the  imagination  like  no  other. 


The  list  of  possible  itineraries  is  seemingly 
endless.  Imagine  staying  on  a  private  island  off 
the  coast  of  Far  North  Queensland,  or  camping 
in  luxury  under  the  starry  skies  of  Australia's 
central  desert.  Try  swimming  with  dolphins  at 
Monkey  Mia  in  Western  Australia,  or  watching 
whales  from  the  lighthouse  at  Byron  Bay  in 
northern  NSW.  Wine  lovers  will  want  to  try  some 
of  Australia's  best  in  South  Australia's  Barossa 
and  Coonawarra  wine-growing  districts.  Golfing 
enthusiasts  can  play  1 8  holes  at  Brook  Water,  a 
Greg  Norman-designed  championship  golf 
course  in  Brisbane  that  is  surrounded  by  native 
Australian  bush.  When  in  Noosa,  just  a  short 
drive  from  Brisbane,  spot  koalas  in  the  wild  10 
minutes  from  your  luxury  hotel  in  the  Noosa 
National  Park. 

Even  the  most  jaded  of  high  achievers  will  be 
excited  by  the  variety  of  experiences  available 
in  Australia.  And  increasingly,  Australia  is 
becoming  the  destination  of  choice  for  incentive 
programs  of  leading  global  companies  reward- 
ing their  key  clients  and  top  achievers  with  the 
travel  experience  of  a  lifetime. 

In  terms  of  meetings  per  country,  Australia 
ranked  number  one  in  the  Asia  Pacific  (ousting 
Japan  from  the  top  spot),  followed  by 
Singapore,  Korea,  Thailand  and  Malaysia  for  the 
number  of  meetings  held  in  2003.  In  the  same 
year,  Australia  was  the  number  one-ranked 
incentive  travel  destination  for  U.S.  companies  - 
the  first  time  an  Asia  Pacific  destination  has 
beaten  a  European  destination  for  the  top  slot 
(Source:  SITE,  Incentive  Travel  Factbook  2004). 

Corporations  throughout  the  world  are 
realizing  Australia  is  a  destination  that  makes 
good  business  sense.  As  an  English-speaking 
country  with  a  first-class  tourism  and  hospitality 
infrastructure,  Australia  offers  safety  and  a 
consistent  service  delivery  that  makes  sure 


travel  is  smooth,  efficient  and  enjoyable. 

Australia  has  13  convention  and  visitors 
bureaus,  all  of  which  are  dedicated  to  marketing 
their  individual  regions  of  Australia  as  meeting, 
incentive,  convention  and  exhibition  destina- 
tions. They  help  businesses  choose  the  best 
location  and  facilities  within  Australia  for  each 
individual  business  event.  They  provide  free 
advice  and  assistance  and  offer  local  knowledge 
of  accommodation  and  meeting/convention 
venues  and  facilities,  and  introductions  to  a 
range  of  people  and  services  to  assist  with 
events.  Tourism  Australia  has  a  dedicated  team 
working  to  help  plan  business  trips  and  provides 
all  the  information  needed  to  make  sound 
meeting  and  travel  choices. 

The  state  capitals  of  Australia  are  regional 
headquarters  to  many  international  corporations, 
providing  business  opportunities  across  a  wide 
spectrum,  with  sophisticated  communications 
and  support  services  to  match.  Australia's 
favorable  exchange  rate  means  that  for  U.S. 
and  European  visitors,  Australia  offers  extremely 
good  value.  The  application  and  processing 
of  visas  for  visitors  to  Australia  have  also  been 
significantly  simplified  in  recent  times,  making 
life  easier  for  business  planners.  With  the 
Electronic  Travel  Authority  (ETA)  System 
allowing  online  applications  from  North 
America,  business  travel  agents  and  travel 
fulfillment  companies  can  provide  all  the 
necessary  information  online,  as  can  Tourism 
Australia's  representatives  in  the  U.S. 

Australia's  five-star  hotels  and  resorts  are 
world  class  and  represent  outstanding  value  for 
money  for  the  North  American  market.  From 
beachfront  "sand-between-your-toes"  executive 
retreats  to  plush  city  properties  and  mountain 
resorts,  the  choices  are  many,  but  the  welcome 
is  just  as  warm  everywhere. 


Sydney  CBD,  the  Harbour  Bridge  and  Opera 
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Senior  figures  from  the  world's  leac 
companies  and  institutions  will  gathei 
Sydney  for  the  2005  Forbes  Global  C 
Conference.  Where  better  to  discuss  sta1 
ahead  than  in  Australia  -  home  to  the 
major  financial  market  to  open  each  da) 
excellence  in  biotechnology  and  informa 
and  telecommunications  innovation,  anc 
world-leading  players  in  environme 
sciences  and  renewable  energy. 

High-profile  speakers  and  delegs 
will  discuss  the  best  ways  to  nurture  and  c 
italize    on    innovation    and  reveal 
latest  global  trends. 

The  conference  will  be  held  at 
Sydney  Opera  House  on  August  3f 
September  1 ,  2005. 


FOR  FURTHER  INFORMATION,  CONT) 
Lee  Kit  Pui,  tel:  65  -  6836  3408; 
fax:  65  -  6836  3409; 
or  email  ceo@forbesasia.com.sg 


THE  MOST  BEAUTIFUL  CITY  IN  THE  WORLD 


It  may  be  NSW  Tourism  Minister  Sandra  Nori's  job  to  promote  her  home  state,  but  the 
enthusiasm  she  shows  for  the  task  is  genuine:  "I  can  say  this  guilt-free.  I  really  do  think 
Sydney  is  the  most  beautiful  city  in  the  world." 


As  Australia's  largest  and  most  well-known 
city,  Sydney  has  the  lion's  share  of  the  country's 
meeting,  incentive  and  convention  market. 
"Business  tourism  is  a  very  important  part  of  the 
tourism  economy,"  says  Nori,  "and  brings  in 
around  A$7  billion  to  the  economy  each  year." 

In  2004  the  Sydney  Convention  and  Visitors 
Bureau  (SCVB)  alone  welcomed  almost  38,000 
meeting  delegates  with  an  economic  windfall  of 
A$  163.5  million  -  a  near-record  year.  Forty 
events  won  by  the  Sydney  Convention  and 
Visitors  Bureau  were  staged  in  Sydney  during 
2004,  making  it  one  of  the  city's  best  years  in 
terms  of  event  numbers,  delegate  numbers  and 
economic  benefit. 


SCVB  Managing  Director  Jon  Hutchison 
says  that  while  Sydney  was  well-accustomed 
to  staging  large-scaie  events,  2004  was 
particularly  good  for  events  of  more  than  1 ,000 
people:  "What  we  are  seeing  is  an  increasing 
international  awareness  that  Sydney  is  a  city 
with  the  skills  and  facilities  to  make  big  events 
a  success." 

Sydney,  often  seen  as  the  gateway  to 
Australia,  is  one  of  the  world's  great  cities. 
Modern  and  sophisticated,  it  has  world-class 
infrastructure,  facilities  and  services  and  its 
cosmopolitan  lifestyle  and  beauty  make  it  a 
most  desirable  destination.  Built  around  the 
attractions  of  a  working  harbor,  Sydney  is  the 


largest  and  most  dynamic  economy  in  Austrs 
With  its  highly  skilled,  multilingual  workfo 
and  quality  lifestyle,  the  city  is  the  epitome 
the  new,  smart  and  sophisticated  Australia. 

Sydney's  beauty  and  style,  the  warmth  of 
people  and  the  professionalism  of  its  touri 
industry  have  won  the  city  many  accolac 
including:  World's  Best  City  in  the  2004  71 
+  Leisure  Magazine  World's  Best  Awa 
Number  one  city  in  the  world  for  the  foi 
consecutive  year  in  a  poll  of  readers  of  lead 
travel  magazine  Conde  Nast  Traveler,  201 
Number  one  city  in  a  poll  of  readers  in 
2003  Guardian  and  Observer  Travel  Award 
the  U.K.;  third  most  desirable  destination  wo 
wide  in  a  poll  of  Japanese  honeymoon 
conducted  by  Japan  Travel  Bureau;  Wor 
Friendliest  City,  as  voted  by  U.K.  readers 
The  Sunday  Times,  2003. 


HIGH  LUXURY 

Australia's  thriving  economy  and  business  environment 
have  resulted  in  increased  travel,  and  Qantas,  the 
national  airline,  has  responded  with  additional  and 
upgraded  services. 

Qantas  now  operates  37  return  services  a  week  between 
Australia  and  Los  Angeles,  New  York  and  Honolulu,  including 
nonstop  services  from  Sydney,  Melbourne  and  Brisbane,  and 
one-stop  services  via  Auckland. 

Qantas's  award-winning  state-of-the-art  Business  Class 
sleeper  seat  Skybed  is  being  progressively  introduced  across 
the  globe  and  all  three-class  Boeing  B747-400  flights  between 
Los  Angeles,  New  York  and  Australia  will  have  Skybed  from  the 
end  of  January  2005. 

Skybed  was  designed  by  Australian  industrial  designer  Marc 
Newson  and  developed  by  U.S. -based  manufacturer  BE 
Aerospace  in  association  with  Qantas  engineering.  It  is  6-feet- 
6.5-inches  long  and  incorporates  a  PC  outlet,  allowing  laptops 
to  be  used  without  the  need  for  adapter  cables,  and  an  SMS 
service  accessed  via  the  in-seat  telephone,  with  an  in-flight 
reply  facility  that  is  a  world  first. 


Forbes 


FORBES  GLOBAL  CEO  CONFERENCE 

THE  NEXT  WAVE 


For  more 
information 
and  enquiries 

Registration 

Cheryl  Siow 
Tel :  (65)  6836  3408 
Fax:  (65)  6836  3405 
ceo@forbesasia.com.sg 

General  Inquiries 
and  Sponsorship 
(outside  Australia) 

Tina  Wee/ Kit  Lee 
Tel :  (65)  6836  3408 
Fax:  (65)  6836  3405 
ceo@forbesasia.com.sg 

Sponsorship 
(within  Australia) 

Jim  Clarke 
Tel:  (61 3)  8606  3001 
Fax:  (61 3)  8606  3010 
jimc@nuancemultimedia.com 

Host  Sponsor 


August  30  -  September  1,  2005  '  

Sydney  Opera  House,  Australia 


1 


New  ideas  flash  around  the  world  at  the  speed  of  light.  Whether  in  business,  technology, 
education  or  sports,  staying  ahead  of  trends  is  a  crucial  ingredient  in  success. 

At  the  fifth  annual  Forbes  Global  CEO  Conference,  senior  figures  from  the  world's  leading 
companies  and  institutions  will  discuss  the  best  ways  to  nurture  and  capitalize  on  innovation 
and  reveal  the  latest  global  trends. 

Where  better  to  discuss  staying  ahead  than  in  Australia  -  home  to  the  first  major  financial 
market  to  open  each  day,  to  excellence  in  biotechnology  and  information  and 
telecommunications  innovation,  and  to  world-leading  players  in  environmental  sciences 
and  renewable  energy.  Join  us  at  Sydney's  spectacular  Opera  House  for  an  inspiring  look 
at  the  future. 

Conference  Fee 

Early  Bird  US$3,995  (on  or  before  May  31,2005) 

US$5,000  (after  May  31, 2005) 

*  Delegate  attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to  the  qualified 
titles  (usually  Chairman,  Vice  Chairman,  CEO,  President,  Executive  Vice  President,  Senior  Vice  President, 
Managing  Director  and  Executive  Director). 
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tomic  power  is  making  a  comeback,  and  you  hear  only  muffled 
quawks  from  the  usual  opponents.  Could  that  have  something 
to  do  with  the  price  of  oil?  Or  maybe  global  warming? 

By  Christopher  Helman,  Chana  R.  Schoenberger  and  Rob  Wherry 
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Nukes  Are  Back 


The  Ancient 
Archiivals 

It's  not  as  nasty  as  the  "war  of  the  cur- 
rents" in  the  1880s,  when  Thomas 
Edison  and  George  Westinghouse  bit- 
terly debated  whether  electricity 
should  travel  over  power  lines  in  di- 
rect or  alternating  current.  But  the 
stakes  are  just  as  high  today,  with 
General  Electric  and  Westinghouse 
engaged  in  a  global  contest  to  see 
whose  new  nuclear  reactor  will  win 
out.  At  stake  are  orders  and  servicing 
contracts  for  120  private  and  public 
plants,  worth  upwards  of  $200  bil- 
lion, over  the  next  20  years. 

Westinghouse  appears  to  have  a 
slight  edge.  Left  for  dead  after  its  CBS 
merged  with  Viacom  in  1999,  the 
$700  million  nuclear  unit  seemed 
headed  for  the  same  fate  as  the  aban- 
doned coal  mines  and  steel  mills  that 
surround  its  offices  outside  Pitts- 
burgh. "We  thought  our  business 
would  be  decommissioning  plants— 
and  then  no  business,"  says  Stephen 
Tritch,  chief  executive.  But  with  utili- 
ties buying  up  old  reactors,  the  com- 
pany found  new  life  in  plant  training, 
refueling  and  maintenance. 

GE's  nuclear  division,  headed  by 
Andrew  White,  is  half  the  size  but  is 
picking  up  steam.  White  is  predicting 
double-digit  annual  top-line  growth 
for  the  next  three  years.  For  now  his 
remains  a  small  but  well-performing 
part  of  GE  Energy,  the  $18  billion  unit 


I  SATO*ii4OTTtl<HRG  AND  HER  HUSBAND,  SAMUEL  GALEWSKY, 
V^ritcnded  toVart  a  ruckus.  She,  a  theater  professor  at  Illinois 
■  ^^sTc^an  University,  and  he,  a  biology  prof  at  Millikin  Uni- 
1  vas&i£y>entere#  the  Vespasian  Warner  Public  Library  one  night 
I  IwApril  2jjftg  to  discuss  a  proposal  by  Exelon  Corp. .to  add  a 
brand-new  nuclear  reactor  to  its  existing  plant  in  Clinton,  111. 

Lindberg  and  her  group,  No  New  Nukes,  drew  inspiration 
from  three  decades  of  protests.  Like  other  towns  where  an  out- 
raged public  defeated  plans  for  new  plants,  Clinton,  she  hoped, 
would  reject  this  one.  No  new  reactors  had  been  proposed  in  the 
U.S.  since  the  Three  Mile  Island  disaster.  Outcry  over  the  proposed 
repository  for  radioactive  waste  at  Nevada's  Yucca  Mountain 
showed  that  America  wanted  nothing  to  do  with  nuclear  power. 

Or  so  she  thought.  By  the  time  of  the  second  meeting,  in 
December,  the  town — once  split  50-50  on  the  new  reactor — now 
overwhelmingly  supported  the  project.  Economics,  not  environ- 
mentalism,  seemed  to  be  swaying  this  rural  community.  With 
unemployment  at  8%,  Exelon,  Dewitt  County's  largest  employer, 
said  that  if  the  plant  were  built  there  would  be  3,200  construction 
jobs,  600  new  full-time  positions  to  operate  the  plant  and  a  big 
jump  in  the  county's  tax  take.  By  the  time  Galewsky  finally  rose  to 
speak  out  against  the  plant,  it  was  late  and  the  room  was  almost 
empty — an  outcome  that  could  have  been  foretold.  With  backing 
from  the  industry's  powerful  lobby,  the  Nuclear  Energy  Institute, 
Exelon  had  spent  weeks  meeting  with  leaders  and  heading  off  the 
very  concerns  about  health,  safety  and  the  environment  that  Lind- 
berg hoped  would  galvanize  the  crowd  against  the  plan. 

Yes,  nuclear  power  is  back,  after  a  quarter-century  of  sus- 
pended animation.  The  industry  has  avoided  the  kind  of  direct 
confrontation  that  might  arouse  the  wrath  of  an  American  public 
that  still  doubts  the  safety  of  reactors  and  is  spooked  about  terror- 
ism. Over  the  last  five  years  fans  of  atomic  power  have  quietly  lined 
up  the  support  of  federal  and  municipal  governments  and  have 
cozied  up  to  General  Electric  and  Westinghouse  Electric  (now  part 
of  the  British  BNFL  Group)  in  service  to  an  ambitious  agenda: 
building  perhaps  5  new  reactors  by  2015,  a  dozen  by  2020  and  50 
by  midcentury. 

The  U.S.  nuclear  construction  industry  was  presumed  dead.  It 
is  anything  but.  If  oil  prices  stay  high,  if  people  worry  about  carbon 
dioxide  causing  global  warming,  if  the  Middle  East  stays  violent, 
nuclear  power  stands  a  good  chance  of  making  a  huge  comeback 
in  this  country. 

SIX  WEEKS  BEFORE  THE  LAST  CLINTON  library  meeting,  Marilyn 
Kray,  an  Exelon  vice  president,  had  gathered  1 1  executives  from  the 
largest  nuclear  operators  and  reactor  vendors  at  a  private  room  in 
Olives,  a  tony  Washington,  D.C.  restaurant  three  blocks  from  the 
White  House.  As  the  dominant  player,  with  17  of  the  nation's  103 
commercial  reactors,  Exelon  of  Chicago  took  the  lead  in  discussing 
the  future  of  the  industry.  (The  company  recently  launched  a 
$27  billion  bid  to  buy  PSE&G,  a  deal  that  would  give  it  3  more 
nuclear  reactors  and  customers  in  Illinois,  Pennsylvania  and  New 
Jersey.)  Sitting  next  to  Kray  was  Dan  R.  Keuter,  her  counterpart  at 


Entergy,  the  number  two  operator.  As  diners  nibbled  their  salad.*-  | 
the  two  led  them  through  a  23-page  report.  Kray  asked,  Why  no  j 
band  together  to  help  each  other  build  new  plants — and  usher  in .  v 
new  dawn  of  nuclear  power? 

Two  meetings  followed  in  conference  rooms  at  the  Hartsfield 
Jackson  Adanta  International  Airport.  The  result  was  a  consortium 
called  NuStart  Energy — comprising  utilities  with  30.5  million  res  f)F 
idential  customers  and  S97  billion  in  annual  revenues,  as  well  as  G  ■-. 
and  Westinghouse.  Its  goal  is  to  choose  two  of  five  sites  by  Septem  | 
ber,  then  go  after  the  permits.  By  2007  NuStart  expects  to  see  certi 
fication  of  GE's  reactor  design  and  to  have  its  financing,  at  $  1 .5  bil 
lion  per  plant,  in  place — so  a  utility  could  put  a  plant  out  for  bii 
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Once  left  for  dead: 
Stephen  Tritch,  chief  of 
Westinghouse. 


that  faltered  recently  when  turbine 
sales  tanked.  "We  believe  there  is  a 
nuclear  renaissance,"  says  White. 

The  battle  will  heat  up  now  that 
the  two  are  shopping  rival  reactors— 
Westinghouse's  AP-IOOO,  approved 
last  fall  by  the  Nuclear  Regulatory 
Commission,  and  GE's  ESBWR,  which 
expects  approval  in  two  years.  Chief 
difference:  Water  in  the  AP-IOOO  is 
heated  by  the  core  but  kept  liquid  at 
high  pressure  before  generating 
steam  in  a  nearby  exchanger.  The 
steam  that  runs  the  turbines  is  never 
exposed  to  radiation.  Sixty  percent  of 
the  world's  reactors  use  this  method. 
The  ESBWR  has  40%  more  capacity 
than  the  AP-IOOO,  but  water  is  boiled 
directly  in  the  reactor  core,  so  the 
'  steam  brings  some  contamination  into 
the  turbines. 

Other  distinctions  are  more  sub- 
tle. Gone  from  both  designs  are  miles 
<  of  redundant  pipes,  pumps  and 
valves,  several  costly  backup  gener- 
ators and  thousands  of  square  feet  of 
earthquake-proof  structures.  The  new 
reactors  use  gravity  to  flood  over- 
heating cores  with  thousands  of  gal- 
lons of  water,  then  circulate  conden- 
sation back  through  the  system.  They 
are  safer,  smaller  and  cheaper  to 
build.  Price  tag:  around  $1.5  billion. 
(France's  Areva  makes  a  pressurized 
water  reactor  similar  to  the  AP-IOOO.) 

On  sales  calls  GE  can  use  its  pow- 
erful brand  name  and  claim  that  its 
predecessor  reactor— the  ABWR,  ap- 
proved by  the  NRC  in  1997— is  already 
in  use  in  Japan.  Still,  boiling-water  re- 
actors have  been  a  tough  sell.  They 


make  up  92  of  the  439  nuke  plants 
that  dot  the  globe.  There  are  263 
pressurized  water  models;  the  re- 
maining 84  are  gas-cooled  and  heavy- 
and  light-water  reactors. 

Nowhere  is  this  shortcoming 
more  evident  than  in  China,  which 
has  daunting  energy  needs  and 
intractable  pollution  problems  from 
coal.  China  expects  to  commission 
30  nukes  over  the  next  two  decades, 
all  of  them  pressurized  water  reac- 
tors like  the  AP-IOOO,  supplied  by  one 
contractor  to  start.  China  already 
has  15  such  nuclear  reactors  and 
wants  to  enjoy  economies  of  scale. 

That's  put  GE  out  of  the  running. 
While  Westinghouse  has  jumped  to 
the  front  of  the  pack  of  potential  con- 
tractors, Areva  is  a  contender.  West- 
inghouse has  been  in  China  since  the 
Nixon  Administration  and  has  a  long 
history  of  servicing  reactors  there. 
Tritch  and  his  lieutenants  frequently 
fly  to  Beijing  to  oversee  a  six-person 
office.  (The  company  may  have  gotten 
a  boost  from  outgoing  Energy  Secre- 
tary Spencer  Abraham,  who  pushed 
the  Chinese  to  purchase  U.S.  reactors 
during  a  meeting  last  year.)  Bids  are 
due  this  spring;  the  winner  will  be  an- 
nounced within  a  year. 

While  Westinghouse  has  been 
concentrating  on  China,  GE  has  been 
picking  off  projects  in  other  parts  of 
the  world.  It's  building  two  boiling- 
water  reactors  in  Taiwan.  Japan  will 
probably  give  it  more  business.  And 
because  the  ESBWR  produces  more 
electricity  than  the  AP-IOOO,  it's  a 
natch  for  U.S.  consortia.       —  R.W. 


:ie  following  year.  On  that  schedule  groundbreaking  should  be  in 
010.  Assuming  construction  goes  well,  the  first  new  reactor  could 
>e  hooked  up  to  the  grid  five  years  later.  By  then  there  will  be  noth- 
lg  stopping  this  consortium,  and  a  dozen  more  plants  may  be 
tarting  to  go  up. 

IFTEEN  YEARS  AGO  NO  ONE  EVEN  CONSIDERED  building  new 
eactors.  There  was  still  a  bad  hangover  from  the  Three  Mile  Island 
leltdown  in  1979  and  the  Chernobyl  explosion  in  1986.  The  eco- 
omics  of  the  business  stank.  Far  from  being  "too  cheap  to  meter," 
s  promoters  predicted  at  the  dawn  of  atomic  power  a  half-cen- 
ary  ago,  nuclear  energy  was  a  lot  more  expensive  than  energy 


from  coal  and  natural  gas.  Many  small  nuclear-power  operators 
couldn't  even  turn  a  profit  on  their  old  reactors. 

A  big  problem  was  the  Nuclear  Regulatory  Commission, 
known  for  being  unpredictable  and  fatally  slow.  In  1997  it  had  14 
plants  on  its  "watch  list"  and  fined  others  for  such  trivial  non- 
safety  violations  as  recording  maintenance  records  on  the  wrong 
form.  Howard  Bruschi,  former  chief  technology  officer  at  Westing- 
house, recalls  that  a  regulator  asked  him  to  provide  additional 
specs  on  an  exhaust  fan  for  a  men's  locker  room. 

It's  usually  a  mistake  to  attack  the  bureaucrats  that  run  your 
life,  but  at  a  certain  point  the  nuclear  power  industry  decided  it 
didn't  have  much  to  lose.  The  utilities  complained  to  Senator  Pete 
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V.  Domenici  (R-N.M.)  and  the  industry's  patron  saint  on  Capitol 
Hill.  In  1998  he  faced  down  NRC  chief  Shirley  Ann  Jackson  and 
gave  her  an  ultimatum:  Fix  the  agency  or  see  its  funding  cut  by 
$50  million  a  year.  Jackson  (now  president  of  Rensselaer  Poly- 
technic Institute)  concedes  that  shutting  down  so  many  plants 
was  a  mistake,  but  insists  that  reforms  Domenici  takes  credit  for 
spurring  were  already  in  the  works  for  two  years.  She  says  the  new 
set  of  risk-based  regulations — which  focus  on  safety,  not  men's 
room  fans — "was  my  baby." 

Whoever  the  parent,  the  child  is 
now  much  more  tractable.  Over 
the  last  six  years  the  NRC  has  re-  , 
newed  operating  licenses  for 
30  old  plants.  In  September 
it  certified  the  new  Westing- 
house  AP-1000  reactor — a 
larger  version  of  an  existing 
600-megawatt  reactor — in 
30  months,  down  from  an  av- 
erage seven  years. 

Looser  regulations  suddenly 
gave  utilities  the  green  light  to  buy 
up  underperforming  plants.  In  July  1999 

Donald  Hintz,  then  president  of  Entergy  in  New  Orleans,  spent 
$81  million  for  the  Pilgrim  reactor  in  Massachusetts.  He  got  a  670- 
megawatt  plant,  $67  million  worth  of  uranium  fuel,  a  $471  million 
decommissioning  fund  and  a  five-year  contract  to  sell  power  at 
4  cents  a  kilowatt-hour.  It  was  the  first-ever  outright  sale  of  a 
nuclear  reactor  in  the  U.S.  Corbin  McNeill,  chief  executive  of  Peco, 
the  forerunner  of  Exelon,  followed  close  behind  in  December 
1999,  picking  up  Three  Mile  Island  Unit  1  (the  healthy  sister  of  the 
infamous  and  dormant  TMI  Unit  2)  with  a  British  partner  for 
$100  million — $23  million  for  the  plant  and  $77  million  for  exist- 
ing fuel.  The  deals  kicked  off  massive  consolidation  in  the  indus- 
try— at  27,  there  are  now  half  as  many  nuclear  operators  as  there 
were  in  1990. 

AS  THE  UTILITIES  ASSEMBLED  bigger  reactor  fleets,  they  forged 
tighter  relationships  with  vendor  companies.  The  benefits  cut  both 
ways,  improving  efficiency  and  safety  in  existing  plants  and  pro- 
viding fresh  ideas  for  a  new  generation  of  reactors. 

No  question  that  Westinghouse  and  GE  have  reaped  a  windfall 
since  they  started  providing  services  to  the  power  giants.  Main- 
taining the  plants,  training  workers  and  modifying  designs  and 
procedures  now  compose  a  $2  billion-a-year  enterprise  at  West- 
inghouse, and  more  than  $  1  billion  at  GE.  As  for  new  construction, 
when  the  U.S.  market  lay  in  a  deep  freeze,  both  vendors  stayed  alive 
competing  for  business  in  places  as  far-flung  as  South  Korea,  Fin- 
land and  South  Africa  (see  box,  p.  86). 

By  tying  vendors'  pay  to  increased  efficiency,  utilities  have 
vasdy  improved  the  efficiency  of  reactors.  The  Pilgrim  plant  was 
losing  money  and  running  at  76%  capacity  when  Entergy  bought 
it.  From  2001-03  it  averaged  91%.  The  story  is  the  same  nation- 
wide, where  changes  in  regulations,  operations  and  even  monitor- 
ing software  have  allowed  engineers  to  boost  nuke  output  at  the 


average  plant  by  4%  since  the  1970s. 

Better  efficiency  has  led  to  fewer  mistakes.  While  no  nuclea 
plant  is  or  ever  will  be  fail-safe,  the  industry  insists  that  America', 
current  fleet  of  103  plants  is  safer  than  ever — from  accident  an<j 
terrorism  (see  box,  p.  92).  Engineers  have  devised  redundant  sen! 
sors,  any  one  of  which  probably  would  have  prevented  the  Threi 
Mile  Island  or  Chernobyl  disasters.  Entergy's  River  Bend  will  soon 
install  a  $3  million  computerized  turbine  control  system  built  b' 
GE  to  replace  old  analog  technology.  It  offers  faster  and  mori 

detailed  reports,  allowini 


Hot  Spots 

The  U.S.  has  the  largest 
fleet,  but  19  countries  get 
more  of  their  total  juice 
from  nukes.  An  up-and- 
coming  player:  China. 


COUNTRY 


Lithuania 


NUCLEAR  POWER 
TO  TOTAL  OUTPUT 


reports, 
operators  to  move  quickl 
and  minimize  human  error- 
the  cause  of  most  calamities 
Westinghouse  has  built 
robotic  spider  that  crawls  intt 
a  reactor's  steam  generators 
where  humans  prefer  not  ti 
go,  to  check  for  leaks. 

The  next  generation,  th 
industry  promises,  will  b 
even  safer.  NuStart's  first  ne\ 
reactors  will  reflect  all  th 
improvements  Westinghous 
and  GE  have  devised  over  th 
last  30  years.  They  will  b 
smaller,  simpler  and  cheape 
to  build,  relying  on  gravit] 
rather  than  electricity,  to  coc 
reactors — or,  in  the  unlikel 
event  of  a  meltdown,  to  floo' 
a  reactor  core.  Designs  still  o 
the  drawing  board  include 
Westinghouse-backed  pebble 
bed  reactor,  where  uraniur 
fuel  is  encased  in  graphite  peb 
bles  the  size  of  tennis  balls;  th 
graphite  tempers  the  fissio 
reactions  the  way  control  roc 
do  but  can  withstand  tempei 
atures  of  up  to  2,800  degree 
Fahrenheit,  making  meltdow 
nearly  impossible.  The  pr 
vately  held  General  Atomics  c 
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in  Diego  is  promoting  a  reactor  that  uses  helium  as  a  cooling 
*ent,  rather  than  water,  and  is  built  in  an  underground  silo — a 
eterrent  to  terrorists. 

OW  TO  PAY  FOR  A  NEW  GENERATION  of  nukes,  at  $1.4  billion  to 
1.6  billion  per  plant?  NuStart  envisions  a  combination  of  private 
id  public  funding,  along  the  lines  of  what  the  Central  Pacific  and 
le  Union  Pacific  used  to  build  the  Transcontinental  Railroad  135 
;ars  ago:  government-backed  loans  to  help  float  corporate  bonds, 
vfo  one,  pointedly,  mentions  the  scandalous  Credit  Mobilier,  used 
y  insiders  to  line  their  pockets  with  the  rail  subsidies.) 

The  industry  has  lots  of  friends  in  Washington,  D.C.  Last  year 
tilities  chipped  in  $42.6  million  in  lobbying  and  contributions  to 
oliticians,  three-quarters  of  diat  to  Republicans,  reports  the  Cen- 
r  for  Responsive  Politics.  The  Bush  White  House  is  sympathetic 
)  nukes.  The  Department  of  Energy  in  2002  launched  Nuclear 
Dwer  2010  to  get  a  new  reactor  built  by  the  end  of  the  decade.  It's 
lore  than  a  nudge:  The  plan  also  suggests  a  taxpayer-backed  fund 
>r  engineering  costs;  the  industry  proposes  direct  or  loan  guaran- 
es  by  the  feds  and  electricity  purchases  by  the  government. 


Utilities  have  gotten  federal  subsidies  even  as  the 
infamous  Energy  Bill  has  languished  year  after  year. 
Widi  all  die  negative  press  on  the  proposed  drilling  in 
Alaska's  Arctic  National  Wildlife  Refuge,  Congress  has 
tacked  on  $35  million  here,  $29  million  there  to  its 
annual  spending  bill  to  help  the  nuclear  industry  con- 
duct site  and  permit  work.  When  a  marked-up  en- 
ergy bill  makes  the  rounds  early  this  year,  it  will  likely 
suggest  further  study  of  options  for  fuel  recycling  and 
earmark  $1.8  billion  to  get  new  reactors  built  pronto. 

The  bill  does  not  yet  give  NuStart  what  it  wants 
most  of  all:  government  guarantees  of  construction 
loans  for  new,  untested  reactor  designs.  Such  back- 
ing would  help  lower  the  cost  of  borrowing.  (With- 
out the  guarantee,  the  bonds  would  most  likely  be 
rated  slightly  lower  than  the  utilities'  other  bonds.) 
But  why  stop  there?  The  utilities  also  want  two  fat  tax 
credits — one  allowing  them  to  deduct  20%  of  their 
spending  on  new  reactors  and  a  second  to  lop  off  1 .8 
cents  for  every  kilowatt-hour  of  power  produced  by 
the  new  plants.  That's  the  same  treatment  Congress 
granted  wind-turbine  makers  in  2003. 

That  last  sticks  mightily  in  some  craws — particu- 
larly that  of  Senate  Minority  Leader  Harry  Reid 
(D-Nev.).  Applied  to  the  average  1,000- megawatt 
power  plant,  the  credit  would  result  in  tax  breaks  of 
$150  million  a  year.  That's  too  high  a  price  for 
Michele  Boyd,  legislative  director  for  antinukers  at 
Public  Citizen,  the  Nader-founded  group.  "They 
want  cradle-to-grave  subsidies  in  order  to  try  to 
make  nuclear  power  competitive,"  she  complains. 

"Whatever  the  government  needs  to  spend," 
counters  Gary  Taylor,  head  of  nuclear  operations  at 
Entergy,  "it's  a  small  price  to  pay  for  weaning  Amer- 
ica off  its  addiction  to  foreign  oil,  reducing  green- 
house gases  and  protecting  our  economy." 

HERE'S  ONE  NUT  THE  NUCLEAR  INDUSTRY  CANT  CRACK:  disposal. 
The  nation's  commercial  reactors  have  accumulated  50,000  tons  of 
highly  toxic  waste,  mostiy  spent  uranium  fuel  rods.  When  fresh, 
reactor  fuel  consists  of  enriched  uranium  235,  which  is  relatively 
harmless  (the  skin  blocks  alpha  particles).  But  fission  transforms  a 
small  quantity  of  uranium  into  extremely  radioactive  isotopes, 
including  plutonium.  Walk  into  a  room  with  a  used  fuel  assembly 
and  the  exposure  would  kill  you  in  minutes.  Plants  are  running  out 
of  room  for  depleted  uranium,  yet  die  Energy  Department,  which 
is  responsible  for  its  permanent  disposal,  has  nowhere  to  put  it. 
The  plan  was  to  build  a  repository  at  Yucca  Mountain,  Nev.  Yet 
after  the  spending  of  $7  billion  and  26  years  on  studying  and 
designing  the  site,  Yucca  is  mired  in  lawsuits. 

You  can  hardly  blame  Nevadans  for  rejecting  a  poisonous  slag 
heap  90  miles  from  Las  Vegas,  and  Senator  Reid  is  fighting  hard  to 
block  it.  In  November  he  managed  to  horse-trade  with  the  White 
House  to  get  an  anti-Yuccan  scientist  appointed  as  an  NRC  com- 
missioner, in  exchange  for  a  promised  approval  of  100  Bush 
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Stopping  The  Bad  Guys 

Since  Sept.  II  the  nuclear  industry  has  spent  nearly  $1  billion  upgrading  security  at  power  plants. 
That  money  paid  for,  among  other  things,  8,000  armed  guards.  At  Entergy's  River  Bend  plant  in 
St.  Francisville,  La.  visitors  could  once  drive  right  up  to  the  office  building  some  200  feet  from  the 
reactor.  Now  gun-toting  security  forces  stop  every  car  half  a  mile  from  the  plant  and  use  hand- 
held sensors  to  scan  for  explosives.  Once  inside,  cars  are  forced  down  a  circuitous  path  over  steel 
plates  that  can  be  raised  by  remote  control  to  block  access.  More  armed  guards  watch  from 
towers.  Within  the  reactor  building  Entergy  has  recently  installed  dozens  of  additional  cameras, 
as  well  as  bulletproof  glass  and  blast  shields.  But  is  it  enough  to  prevent  the  worst? 

1.  Terrorists  storm  a  reactor  and  try  to  steal  uranium  or  plutonium  to  make  bombs. 
Not  likely.  Assuming  attackers  could  shoot  their  way  past  the  beefed-up  phalanx  of  armed 

guards,  traffic  barriers  and  guard  towers  that  now  surround  every  nuclear  plant,  they'd  still  have 
to  fight  their  way  into  the  reactor  building  through  multiple  levels  of  remote-activated  blast 
doors— where  access  requires  the  right  key  card  and  palm  print— to  get  to  the  spent-fuel  pond, 
says  Michael  Wallace,  president  of  Constellation  Energy's  generation  group,  which  operates  five 
nuclear  reactors.  The  pond  is  where  highly  radioactive  used  fuel  sits  in  14-foot-long  stainless 
steel  assemblies  cooling  under  40  feet  of  water.  Terrorists  couldn't  just  grab  this  stuff  and  run  be- 
cause, unshielded,  it  gives  off  a  lethal  dose  of  radiation  in  less  than  a  minute.  To  avoid  exposure, 
terrorists  would  have  to  force  workers  to  use  a  giant  crane  inside  the  reactor  to  load  the  assem- 
blies into  huge  transfer  casks,  then  open  the  mammoth  doors  of  the  reactor  building  and  use  an- 
other crane  to  lift  the  cask  onto  a  waiting  truck— all  the  while  being  shot  at  by  the  National  Guard. 

2.  Terrorists  crash  a  plane  into  a  reactor,  leading  to  overheating  and  a  meltdown. 
Even  less  likely.  Assume  that  terrorists  could  get  past  tightened  airport  security  and  fight  off 

passengers  to  get  through  new,  improved  cockpit  doors  and  take  control  of  a  plane.  Even  then 
they'd  have  to  crash  the  jet  directly  into  a  reactor  to  have  any  chance  of  breaking  containment.  In 
2002  the  Electric  Power  Research  Institute  performed  a  $1  million  computer  simulation  to  assess 
such  a  risk.  Conclusion:  A  direct  hit  from  a  450,000-pound  Boeing  767  flying  low  to  the  ground 
at  350mph  would  ruin  a  plant's  ability  to  make  electricity  but  not  break  the  reactor's  cement 
shield.  Reason:  A  reactor,  smaller  in  profile  than  the  Pentagon  or  World  Trade  Center,  would  not 
absorb  the  full  force  of  the  plane's  impact.  And,  for  all  the  force  behind  it,  a  plane,  built  of  aluminum 
and  titanium,  has  far  less  mass  than  the  20-foot-thick  steel-and-concrete  sarcophagus  enclos- 
ing a  nuclear  reactor.  It  would  be  like  dropping  a  watermelon  on  a  fire  hydrant  from  100  feet. 

3.  Terrorists  attack  a  train  or  truck  transporting  nuclear  waste  to  a  disposal  site. 
A  tough  one.  Despite  accidents,  as  when  a  nuke-waste-laden  truck  in  1971  skidded  off  a 

highway,  the  safety  record  is  good.  Railcars  have  100  tons  of  steel-and-lead  shielding  for  a  19-ton 
shipment  of  fuel  rods;  5-ton  "impact  limiters"  can  absorb  huge  shocks.  The  casks  can  survive 
slamming  into  concrete  walls  at  80mph,  being  hit  by  hurtling  100-ton  locomotives  and  burned  at 
1,400  degrees  Fahrenheit,  with  little  effect.  A  direct  hit  with  an  armor-piercing  antitank  missile 
would  punch  a  grapefruit-size  hole  and  release  a  small  amount  of  radioactivity. 

Even  before  Sept.  II  nuclear  plants  were  the  safest  industrial  sites  in  the  U.S.  Terrorists  would 
have  an  easier  time  attacking  softer  targets  like  chemical  or  oil  storage  plants.  —C.H.  and  C.R.S. 


appointees  to  judgeships  and  other  openings.  Still,  with  a  solid 
Republican  majority  in  Congress,  betting  is  that  Yucca's  final 
approval  could  come  before  2008,  with  doors  opening  in  2012  at 
the  earliest.  A  few  billion  dollars  of  federal  government  bribe 
money  to  the  citizens  of  Nevada  would  ease  the  pain. 

Pending  Yucca,  there  are  ways  to  buy  time.  If  there's  room  for 
it,  spent  fuel  can  safely  sit  in  cooling  ponds  inside  reactor  build- 
ings. Entergy's  River  Bend  plant  is  turning  to  casks  sitting  on  a  con- 
crete pad  outside  the  reactor  building.  Virtually  impervious  to  ter- 
rorism, shielded  with  6  feet  of  radiation-blocking  material,  the 


50-ton  casks  are  so  dense  that  ever 
a  direct  hit  by  a  jetliner  woulc 
have  as  much  chance  of  breakinj 
containment  as  a  raw  egg  woulc 
have  of  shattering  a  bowling  bal] 
On  foot,  terrorists  would  have  t< 
get  past  armed  guards  and  con 
certina  wire,  then  commandee 
the  plant's  custom-built  crane  t< 
lift  off  the  enormous  10-ton  lid 
They'd  also  need  thick  shieldin; 
while  making  a  getaway  to  avoi< 
dying  of  radiation  poisoning. 

New  reactors,  while  the' 
promise  to  significandy  reduce  ra 
dioactive  waste,  will  still  generat 
more  toxins.  "Utilities  are  trying  ti 
pawn  nuclear  off  as  clean  technol 
ogy  even  though  there's  toxi 
waste,"  says  Deborah  Katz,  execu 
tive  director  of  the  Citizens  Aware 
ness  Network  in  Shelburne  Fall: 
Mass.  Years  ago  the  group  helpe* 
shut  down  three  reactors  in  Mass 
achusetts  and  Connecticut. 

BUT  THESE  DAYS  PROTESTER 

are  just  waking  up.  "This  is  goin 
forward  so  quickly  that  a  lot  c 
questions  will  end  up  getting  sel 
tied  before  people  really  kne 
what's  happening,"  says  Brenda 
Hoffman,  an  energy  organizer  fc 
Public  Citizen. 

How  to  get  their  messag 
across?  Mass  mailings,  letters  t 
the  editor  and  conferences  don 
have  the  same  impact  anymore- 
not  when  the  promise  of  jot 
trumps  the  fear  of  disposal 
places  like  Clinton,  111.  and  Loui' 
County,  Va.,  where  a  small  conso 
tium  led  by  Dominion  Resoura 
wants  to  build  a  new  reactor. 
There  may  yet  be  an  outbre£ 
of  mass  demonstrations  in  Washington.  But  if  the  angry  crowc 
fail  to  materialize,  there  is  always  the  time-tested  means  of  expres 
ing  opposition:  through  the  courts.  Public  Citizen  has  teamed  wil 
other  groups  to  file  a  trio  of  lawsuits  in  the  NRC  administratis 
court,  challenging  early  site  permits.  The  complaints  argue  that  tl 
plans  failed  to  consider  the  plants'  impact  on  striped  bass  popuL 
tions — and  gave  little  thought  to  the  use  of  renewable  ener£ 
sources.  The  case  in  Mississippi  has  been  thrown  out.  Two  othei 
in  Illinois  and  Virginia,  are  pending.  The  protesters  aren't  gone,  b 
they  just  aren't  making  the  noise  they  used  to. 
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SURE  IT'S 
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Everyone  wants  to  try  something  new.  But  you  need  to 
know  which  services  will  turn  your  customers- on.  So  let's 
talk.  Ericsson  has  comprehensive  consumer  data  to  help 
you  figure  out  what's  hot  and  what's  not.  And  a  portfolio 
of  thousands  of  ready-to-go  applications.  Which  means 
we  can  tailor  your-offering  and  get  you  up  arid,  running 
while  everyone's  still  interested. 
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On  Wheels 

Greyhound  Lines,  once  upon  a  time  a  backbone  of  rural 
transportation,  is  barely  worth  saving  j  By  Emily  Lambert 


RITISH  MISSIONARY  AND  MINIM  1  R  kl  I  I  1 1  SMITH 
decided  to  explore  the  U.S.  on  Greyhound.  At  the 
MSt  Denver  bus  depot  he  encountered  rudeness  from 
i|  several  ticket  agents  who  insisted  Smith's  friend  leave 
the  terminal  for  being  "abusive."  When  she  refused,  she 
was  handcuffed  by  security  guards  and  taken  to  a  back  room. 
(She  was  released  after  Smith  called  the  police.)  Once  on  his  way, 
Smith  endured  repeated  bus  breakdowns,  a  driver  who  threat- 
ened to  leave  a  mother  and  baby  at  an  isolated  gas  station  because 
the  infant  was  crying  and  a  security  guard  who  pulled  a  gun  on 
a  man  trying  to  reboard  and  claim  his  seat  before  new  riders 
were  herded  on.  Then  Greyhound  lost  Smith's  luggage. 

"This  was  one  of  the  scariest  trips  I  have  ever  made,"  says  the 
cleric,  who  spent  13  years  living  in  the  terror- torn  Basque  region 
of  northern  Spain.  Greyhound  sent  hirn  an  apology  for  the 
Denver  incident,  but  professed  ignorance  about  the  rest  of  the 
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trip.  Smith  is  one  of  66,000  disgruntled  riders — 0.3%  of  total 
ridership — who  bothered  to  file  complaints  last  year. 

If  only  bad  service  were  the  extent  of  Greyhound's  troubles.  In 
the  first  nine  months  of  2004  it  lost  $23  million  on  $725  million  in 
revenue.  The  onerous  financial  cargo:  Greyhound  owes  $140  mil- 
lion to  its  pension  fund,  $200  million  to  holders  of  long-term  debt 
and  $230  million  in  the  form  of  leases.  As  of  September  it  had 
shareholders'  equity  of  -$44  million,  earning  it  a  junk  rating  by 
Standard  &  Poor's.  In  a  bizarre  twist,  Greyhound  has  a  $15  million 
garnishment  judgment  against  it  because  it  is  party  to  the  debts  of 
a  former  consultant  who  is  being  sued  in  an  unrelated  case.  The 
judge's  action,  on  appeal,  could  be  construed  as  putting  Grey- 
hound in  technical  default  on  a  credit  line. 

Greyhound  Lines  can't  look  for  much  of  a  tow  from  its  par- 
ent, Laidlaw  International.  The  Naperville,  111.  provider  of  school 
bus  and  public  transit  services  is  still  recovering  from  its  own 





wreck.  In  2001  it  filed  for 
Chapter  11,  crushed  by 
$3.2  billion  in  debt  as  well  as 
by  a  $1  billion  writedown 
from  billing  problems  in  its 
ambulance  and  emergency- 
room  services  units,  and  an- 
other $670  million  im- 
pairment charge  after 
Safety-Kleen  (then  44% 
owned  by  Laidlaw)  reported 
accounting  irregularities.  It 
emerged  two  years  later,  but 
creditors,  concerned  about 
Greyhound,  limited  the 
amount  Laidlaw  could  in- 
vest in  the  bus  line  to  $15 
million  over  six  years  and 
wouldn't  let  the  parent  back 
Greyhound's  debt. 

Laidlaw,  climbing  out  of 
its  mess,  earned  $62  million 
on  $4.6  billion  in  revenue 
for  the  fiscal  year  ended  Aug. 
31.  Now  Greyhound  is  try- 
ing to  right  itself.  Unfortu- 
nately the  cure — a  severe 
contraction  of  its  opera- 
tions— looks  as  bad  as  the 
ase.  In  the  past  two  years  the  company  has  cut  1,200  em- 
cees, 10%  of  its  work  force,  for  an  estimated  savings  of  some 
million  a  year.  It  slashed  new  bus  orders,  leaving  itself  with 
iging  fleet  (and  a  5%  jump  in  maintenance  expenses).  It 
linated  free  companion  tickets  and  raised  prices  on  trips  of 
)0  miles  or  more  an  average  5%.  Last  summer  it  slashed 
cago-Seattle  service,  cutting  stops  in  hundreds  of  small 
ns.  The  result  was  a  2%  savings  in  its  operating 
s — and  a  slew  of  bad  press  larded  with  the  sto- 
of  elderly  people  who  could  no  longer  get 
and  or  get  to  their  doctors.  Greyhound's 
>onse:  We're  not  running  a  social  service. 
Travelers  shouldn't  expect  to  be  pampered, 
yhound's  strategy  going  out  two  years  is  to 
linate  up  to  75%  of  its  3,400  stops,  many  of 
ch  don't  produce  ticket  sales  and  slow  down 
rs.  (Only  50  of  1,700  sales  locations  produced 
of  all  ticket  revenue  in  2003.)  Instead,  it  will 
centrate  on  trips  shorter  than  450  miles  and 
s  between  big  cities. 

It  isn't  just  discount  airlines  that  are  damaging 
business.  Greyhound  is  also  feeling  the  heat  from 
dozens  of  dirt-cheap  buses  running  between  East 
ist  Chinatowns,  forcing  the  company  to  offer 
II  York- Boston  fares  as  low  as  $15.  Today  most 
yhound  buses  run  half  empty.  The  bus  line 


would  like  to  draw  in  more  people  by  offering  such  amenities  as 
laptop  plug-ins  and  wireless  Internet  connections — all  of  which 
take  money  it  doesn't  have.  It  would  also  like  to  boost  the  top 
line  by  filling  empty  spaces  in  the  belly  of  each  bus  with  parcels. 
But  a  shipper  who  hears  tales  about  lost  luggage  may  be  inclined 
to  patronize  FedEx  instead. 

A  glimmer  of  good  news:  Greyhound's  operating  income 
(earnings  before  interest,  taxes,  depreciation  and  amortization) 
for  the  first  three  quarters  of  calendar  2004  rose  7%  to  $39  mil- 
lion from  the  same  period  a  year  earlier.  Nice,  but  still  not 
enough  to  cover  debt  service  and  (minimal)  capital  expendi- 
tures. "The  nightmare  you  wake  up  with,"  says  Kevin  Benson, 
who  became  Laidlaw's  chief  executive  in  2002,  "is  that  before 
you  fully  understand  a  company,  it  runs  out  of  money." 

Meantime  Benson  has  other  businesses  to  worry  about. 
Laidlaw  Education  Services,  which  transports  2  million  school 
kids  with  its  40,000  buses  and  drivers,  is  the  largest  such  out- 
sourced operation  in  North  America  and  netted  $287  million 
on  $1.5  billion  in  sales  in  fiscal  2004.  But  it  faces  cutbacks  from 
school  districts,  and  it  lost  a  five-year  contract  with  the  City  of 
Boston  worth  $50  million  a  year.  Laidlaw  Transit  Services,  a 
$300-million-a-year  business  that  operates  vehicles  mainly  for 
the  disabled  and  manages  bus  systems  in  25  states,  is  barely 
breaking  even. 

A  December  sale  of  Laidlaw's  two  languishing  health  care 
units  put  $775  million  into  the  till.  It  will  use  most  of  the  money 
to  pay  off  a  $579  million  term  loan,  refinance  credit  and  buy 
3.8  million  Laidlaw  shares  in  a  trust  for  the  Greyhound  pension 
plan.  That  leaves  $215  million  to  plow  elsewhere.  It  could  retire 
Greyhound's  senior  notes — $150  million  at  11.5%  interest.  Or 
look  for  a  buyer.  Oppenheimer  analyst  Ian  Zaffino  figures  Grey- 
hound is  worth  $2  per  Laidlaw  share,  giving  it  an  enterprise 
value  (market  capitalization  plus  net  debt)  of  $550  million.  Laid- 
law's director  of  investor  relations,  Sarah  Lewensohn,  claims 
there  are  no  plans  to  sell — yet.  "I'm  not  sure  anybody  else  sees 
value  in  Greyhound,"  she  says.  "But  we  do."  F 


Canine  Contraction 


Ridership  on  Greyhound  has  been 
declining  in  the  last  four  years.  Today 
most  of  its  buses  run  half  empty. 

Passengers  carried  (mil) 


'95      '97      '99  01 

Sourcos:  Greyhound  Lines;  Forbes. 
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Security 


Hang  the  Pirates 


aVER  THE  PAST  FEW  MONTHS 
top  brass  from  Hollywood  and 
Japan's  consumer  electronics 
giants  have  been  hashing  out 
their  futures  in  hotel  meeting 
rooms  in  Tokyo  and  Los  Angeles.  Topic  A 
is  the  politically  charged  debate  over  the 
standard  for  the  new  high-definition 
DVDs,  which  the  film  industry  hopes  will 
swell  the  current  $24  billion  DVD  market, 
as  hi-def  becomes  the  norm.  Most  of  the 
players  want  to  get  something  decided  on 
within  a  year. 

But,  as  big  as  the  stakes  are  in  those 


discussions,  the  movie  studios  are  even 
more  keen  on  the  outcome  of  the  talks 
on  the  39th  floor  of  Toshiba's  Tokyo 
headquarters. 

There,  a  select  security  committee 
representing  both  hardware  and  film 
makers  has  an  extremely  rare  opportu- 
nity to  stop  digital  piracy  from  doing  to 
movies  what  it  did  to  music.  Napster  and 
its  ilk  have  helped  knock  17%  off  of 
record  label  sales  in  the  past  three  years. 
With  DVD's  basic  encryption  already 
cracked  and  one-quarter  of  American 
homes  now  capable  of  broadband-speed 


downloads,  it's  inevitable  that  one  d 
the  latest  Harry  Potter  film  will  I 
swapped  as  easily  as  U2's  new  hit. 

"This  is  the  number  one  priority 
the  highest  levels,"  says  Thomas  Lesinsl 
president  of  Paramount  Home  Entertai 
ment.  "The  studios  want  to  have  mo 
control  over  protecting  our  content." 

One  of  the  most  important  peop 
involved  in  that  discussion  is  Paul  Koch 
the  31 -year-old  president  of  Cryptogr 
phy  Research,  a  tiny  San  Francisco  co 
suiting  and  licensing  firm  that  brought 
$6  million  last  year.  Kocher  is  soft-sp 
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;en,  young  and  obscure,  but  his  credibil- 
ty  in  the  encryption  business  is  sterling, 
iight  years  ago,  fresh  out  of  Stanford, 
tocher  cowrote  Secure  Sockets  Layer 
SSL),  the  protocol  that  secures  the  vast 
najority  of  commerce  on  the  Internet. 

What  Kocher  is  pushing  is  the  con- 
ept  of  renewable  security.  Any  attempt  to 
rect  a  one-time,  rigid  barrier  between 
bieves  and  content,  he  says,  is  useless, 
ncluding  the  current  method  pushed 
trough  by  the  Japanese  consumer  elec- 
ronics  companies.  "With  very  few  excep- 
ions,  all  the  major  security  systems  being 
sed  by  the  studios  today  are  either  bro- 
en  and  can't  be  fixed,  or  they're  not 
eployed  widely  enough  to  be  worth 
acking,"  says  Kocher. 

Under  the  existing  Content  Scram- 
ling  System,  electronics  makers  install 
be  exact  same  encryption  code  into 
early  every  DVD  player.  But  that  was 
roken  by  European  hackers  in  1999  and 
be  trick  disseminated  widely  on  the 
nternet.  Even  the  least  sophisticated  user 
an  now  download  a  program  that  easily 
opies  protected  movies. 

Kocher's  alternative  is  to  allow  for 
onstant  change.  His  system,  called  self- 
rotecting  digital  content,  places  the  secu- 
ity  on  the  disc  instead  of  in  the  player.  A 
oftware  "recipe"  running  into  the  mil- 
ons  of  steps  is  burned  onto  every  new 
lovie  disc.  Each  DVD  player  would  con- 
lin  a  small  chip  costing  only  a  few  extra 
ents  that  would  follow  the  recipe  faith- 
ally.  If  the  DVD  player  decides  the  disc  is 
ecure,  it  will  decode  it  and  play  the 
lovie.  But  each  film  could  have  a  differ- 
nt  recipe.  So  if  a  pirate  breaks  the  code 
n  Spider-Man  2,  he  wouldn't  necessarily 
e  able  to  break  the  code  on  Elf.  The  stu- 
ios  would  always  be  one  step  ahead  of 
ne  thieves;  at  the  very  least  it  would  take 
irates  more  time  to  break  each  film.  Not 
big  deal:  Studios  make  most  of  their 
loney  from  DVDs  in  the  first  three 
nonths,  anyway. 

"A  lot  of  security  systems  are  hard 
nd  brittle,"  says  Robert  Baldwin,  head  of 
he  security  firm  Plus  Five  Consulting. 
Paul's  is  more  like  a  willow  tree.  It  bends 
nd  recovers." 

No  studio  executive  contacted  would 
omment  on  Kocher's  scheme  on  the 


record,  but  it  looks  likely  to  be  the  back- 
bone of  any  eventual  security  standard. 
A  group  including  IBM,  Toshiba,  Time 
Warner  and  Microsoft  is  also  angling  to 
get  a  complementary  encryption  scheme 
called  AACS  into  every  future  player.  It 
will  likely  be  written  to  work  with 
Kocher's  idea. 

Consumer  electronics  firms,  which 
dictated  the  last  encryption  format,  never 
had  much  to  lose  from  security  leaks. 
Film  executives  like  the  fact  that  Kocher's 
scheme  gives  them  a  stronger  hand.  Now 
they  will  be  able  to  decide  how  much 
security  they  want  on  each  disc  and  when 
it  needs  to  be  updated. 

Kocher,  son  of  a  physics  professor  at 
Oregon  State  University  in  Corvallis, 
says  he  learned  about  computing 
because  he  stayed  home  a  lot,  too  lazy 


to  bike  the  two  miles  into  town.  He  ini- 
tially wanted  to  be  a  veterinarian.  "It's 
not  a  good  job  from  a  financial  per- 
spective, but  it  includes  the  interesting 
parts  of  medicine,  and  if  you  make  a 
mistake  you  haven't  done  in  someone's 
grandma,"  says  Kocher. 

He  ran  out  of  money  while  at  Stan- 
ford, so  he  started  doing  security  consult- 
ing for  Microsoft  and  RSA  Security.  By  the 
time  Kocher  graduated  from  Stanford,  he 
was  already  well-known  as  a  protege  of 
Martin  Hellman,  the  co-inventor  of  pub- 
lic key  encryption,  the  most  widely  used 


security  technique  on  the  Internet. 

A  year  after  college  Netscape  asked 
Kocher  to  redesign  from  scratch  the 
security  behind  e-commerce.  On  the  old 
version  thieves  could  intervene  in  a 
transaction,  weaken  the  encryption  and 
steal  information.  Kocher  redesigned 
the  system  to  ensure  that  seller  and 
buyer  are  working  off  of  the  strongest 
encryption  possible,  and  that  if  some- 
one interferes,  the  sale  fails.  "With  all 
the  problems  on  the  Internet,  SSL  has 
stood  as  an  industrial-strength  proto- 
col," says  Taher  Elgamal,  who  worked 
with  Kocher  on  SSL. 

With  SSL  Kocher  had  full  control 
over  how  the  protocol  would  turn  out. 
Things  aren't  so  straightforward  with 
the  new  DVD  standards.  Kocher  is  in  the 
middle  of  a  battle  between  Sony  and 
Toshiba  to  define  the  new  standards. 
Both  sides  are  in  favor  of  renewable 
security,  but  they  haven't  decided  how 
to  get  it.  For  example,  downloading 
fixes  over  an  Internet  connection  is  one 
idea  that  has  been  floated  by  Microsoft 
and  others.  With  players  like  Sony, 
Microsoft  and  Intel  all  trying  to  impose 
their  own  agendas,  there's  a  risk  the 
compromises  could  result  in  a  less 
secure  standard. 

For  the  most  part  Kocher  has 
avoided  political  battles,  sitting  through 
the  endless,  heated  standards  meetings 
and  tapping  on  his  Treo  from  the  side 
of  the  room,  interrupting  quietly  now 
and  then  to  endorse  his  fix. 

There's  money  in  this  for  him,  just 
not  that  much — given  that  he's  looking  at 
only  several  cents  per  disc  for  his  firm  if 
Cryptography's  solution  is  ultimately 
used.  That  could  eventually  work  out  to 
$75  milhon  based  on  the  current  1.5  bil- 
lion copies  sold  worldwide.  More  lucra- 
tive would  be  the  consulting  fees  from  the 
studios  when  they  eventually  start  decid- 
ing what  kind  of  security  they  want  on 
each  tide.  That's  unlikely  to  happen  until 
high-definition  DVDs  get  traction,  some- 
time around  2007. 

"The  formats  have  to  decide  to  build 
in  a  system  that  will  make  it  possible  to 
fix  problems  later,"  says  Kocher.  "When 
you  have  the  tools  to  handle  security 
risks,  they'll  inevitably  get  used."  F 
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Tate&Lyle 


Sweet 


guson  has  British  icon  Tate  &  Lyle  growing  again.  By  Michael  Freedmar 


w 

W  HEN  IAIN  FERGU- 
son  started  his  job  as  head  of  Tate  &  Lyle  in 
May  2003  the  company's  slogan  was  a  marketing 
disaster  for  the  Atkins  age.  Just  as  politicians  in 
developed  nations  were  decrying  rising  obesity  rates 
and  consumers  were  demanding  foods  that  would 
mesh  with  their  trendy  diets,  this  London  outfit  was 
boasting  it  led  the  world  in  the  sale  of  carbohydrates. 
"It  wasn't  exactly  the  word  of  the  moment," 
acknowledges  Ferguson. 

But  the  company  has  changed  its  slogan — and 
its  direction.  Once  mired  in  debt,  price-fixing  alle- 
gations and  earnings  disappointments,  the  84-year- 
old  basic-industry  icon  has  cleaned  up  its  balance 
sheet,  settled  the  nasty  U.S.  civil  antitrust  litigation 
and  refocused  its  business. 

The  $5.8  billion  (sales)  company  has  also 
shifted  from  a  primarily  commodities  business  in 


sugars  and 
starches  into  sup- 
plying higher-margin 
ingredients  consumers  never 
even  notice  through  deals  with  large 
food  companies  like  Unilever,  Kraft  and  Coca-Cola. 
Sorbitol,  for  instance,  helps  retain  moisture  in  things 
like  chewing  gum  and  toothpaste;  xanthan  provides 
texture  and  viscosity  to  salad  dressings  and  sauces. 

But  the  company's  biggest  hit  is  Splenda,  a  zero- 
calorie  sugar  substitute  that  is  600  times  sweeter 
than  the  real  thing.  Sweeter  still,  Splenda's  "excep- 
tional growth"  is  credited  by  Tate  &  Lyle  for  a  9% 
jump  in  pretax  income  (before  special  items  and 
amortization)  to  $235  million  in  the  six  months 
ending  Sept.  30. 

Ferguson,  now  49,  has  been  around  the  food 
business  all  his  life.  A  farmer's  son,  he  was  raised 
near  St.  Andrews  in  Scotland,  studied  chemistry  and 
psychology  at  its  famous  university  and  took  a  post 
at  Anglo-Dutch  giant  Unilever  in  1977.  He  rose 
through  the  ranks,  along  the  way  overseeing  the 
company's  tea  and  palm-oil  plantations  and  later 
Birds  Eye  Walls,  the  frozen  food  and  ice  cream 
division. 

But  in  2002  Larry  G.  Pillard,  the  American  head 
of  Tate  &  Lyle,  resigned  to  take  the  top  post  at 
privately  owned  Swedish  packaging  giant  Tetra  Laval 
Group.  Pillard  had  put  the  company  on  a  sounder 
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footing,  but  headhunters  who  approached  Ferguson  found  him 
well  aware  of  the  myriad  problems  it  still  faced. 

The  product  of  the  1921  merger  of  Henry  Tate's  sugar  busi- 
ness and  Abram  Lyle's  syrup  concern,  the  company  had  spent 
decades  making  acquisitions  in  the  starch,  sugar  and  cereal- 
sweetener  business.  Tate  (benefactor  of  the  famous  London 
museums)  owned  the  patent  on  sugar  served  as  cubes,  and  over 
the  years  the  company  has  sold  table  sugar  in  the  U.K.  under  its 
own  name  and  in  the  U.S.  as  Domino.  It  also  picked  up  stakes  in 
Amylum  and  A.E.  Staley,  starch-manufacturing  businesses  in 
Europe  and  the  U.S.,  and  in  Redpath,  a  Canadian  sugar  company. 

Struggling  against  a  glut  in  the  global  sugar  market,  bad 
weather  and  labor  strife  in  the  U.S.,  Tate  &  Lyle  racked  up  losses 
in  the  U.S.  market  in  the  1990s,  then  40%  of  sales.  The  A.E.  Sta- 
ley unit  became  embroiled  in  a  massive  federal  investigation  of 
price-fixing  in  the  high-fructose  corn  syrup  market.  Company- 
wide,  pretax  income  hit  an  alltime  high  of  $505  million  in  1996 
before  falling  55%  in  a  year. 

Pillard  launched  a  massive  restructuring  in  1999,  selling  off 
Domino  and  30  other  underperforming  businesses,  cutting  over- 
head and  debt  and  raising  cash  flow.  By  2002  the  company  had 
restored  pretax  profit  to  $289  million  on  $4.9  billion  in  sales.  In 
2004,  under  Ferguson,  it  paid  $100  million  to  settle  antitrust 
charges  at  A.E.  Staley. 

But  Tate  &  Lyle  still  needed  an  injection  of  growth.  After 
spending  four  months  visiting  key  plants  in  the  U.S.,  Mexico  and 
South  Africa,  Ferguson  concluded  the  company  needed  to  focus 
more  on  helping  its  customers  build  a  better  product,  rather  than 


Turning  Corn  Into  Clothing 

yv 


Sweet  Tooth 

Artificial  sweeteners  trail 
sugar  by  volume.  But  sales  of 
heat-resistant  sucralose 
(Splenda)  are  growing. 

2003  sales  of  artificial  sweeteners 
($1  billion) 

Sucralose 


Acesulfame  K 


In  March  2004  Tate  &  Lyle  started  a  50-50  joint  venture 
with  DuPont,  inventor  of  polyester  and  nylon,  to  create  a 
crucial  ingredient  for  the  new  synthetic  fabric  Sorona.  The 
product  uses  50%  less  petroleum  than  competitors',  rely- 
ing instead  on  a  corn-based  sugar.  That  means  significant 
cost  savings.  Now  under  construction:  a  $100  million  plant 
in  Loudon,  Tenn.,  where  commercial  production  is  ex- 
pected in  2006.  By  2010  Sorona  sales  could  hit  $300  mil- 
lion to  $500  million.  But  turning  corn  into  swimsuits  is  still 
a  complex  process.  Here's  how  it's  done. 

Tate  &  Lyle  uses  enzymes  to  turn  corn,  grown  in  abun- 
dance in  the  American  Midwest,  into  the  sugar  glucose. 

Glucose  is  fed  into  a  fermenter— soon  to  be  in 
Loudon— where  a  patented  microorganism  turns  it  into  a 
monomer  called  propanediol. 

Propanediol  is  shipped  to  DuPont  polymer  plants  in 
places  like  Kinston,  N.C.,  where  it  is  mixed  with 
terephthalate,  a  petroleum-based  product,  creating  the 
polymer  Sorona. 

•  The  polymer  is  shipped  to  customers  in  U.S.  and  Asian 
carpet  and  textile  plants,  where  it's  spun  into  fiber  then 
woven  or  knitted  into  materials  for  carpeting  and  apparel 
such  as  bathing  suits.  —  M.F. 


just  dealing  with  buy 
ers.  Partnerships  wen 
crucial.  In  2003,  fo 
instance,  the  com 
pany  began  workin 
with  Igene  Biotech 
nology,  a  Columbia 
Md.  firm,  to  produc 
the  fish  food  astaxan 
thin,  which  goes  b 
the  trade  nam 
Aquasta.  The  prod 
uct,  produced  by  th 
fermentation  of  car 
bohydrates,  is  an  es 
sential  nutrient  fo 
fish  but  also  give 
salmon  and  trout  th 
kind  of  color  tha 
consumers  prefer.  The  company's  plant  in  Selby,  England  is  pro 
ducing  at  least  1,500  tons  per  year  for  farm-raised  fish. 

Last  year  the  company  also  renewed  a  long-standing  part 
nership  with  DuPont  to  create  the  key  ingredient  for  Sorona, 
corn-based  polymer  used  to  create  highly  durable  and  stain 
resistant  synthetic  fabrics  for  clothing  and  carpeting  (see  box, 
Most  important,  in  April  2004  Ferguson  realigned  the  com 
pany's  long-standing  relationship  with  Johnson  &  Johnson  un 
McNeil  Nutritionals.  The  pact  dated  back  to  1980  after  Tate  I. 

Lyle  discovered  it  could  create  a  much  sweeter  sub 
stance  than  sugar,  while  still  retaining  the  taste,  b 
substituting  three  chlorine  atoms  for  three  hydroxy 
groups.  The  chlorine  bonds  of  this  product,  know 
as  sucralose,  do  not  break  down,  so  it  passes  throug 
the  body  without  adding  calories.  It  is  also  heat  resh 
tant — a  distinct  advantage  over  competitors  becaus 
it  can  be  used  in  baked  and  canned  goods. 

The  company  turned  to  McNeil  for  help  navigal 
ing  regulatory  hurdles  in  getting  the  substanc 
approved,  in  return  for  the  rights  to  market  the  proc 
uct  in  the  U.S.,  Australia  and  New  Zealand.  No^ 
McNeil  markets  and  sells  the  tabletop  product  use 
for  coffee  in  restaurants  and  homes,  while  Tate  &  Lyl 
sells  the  ingredient  to  the  food  giants.  Some  4,00 
products  now  use  Splenda,  including  Ocean  Spra 
cranberry  juice  and  new,  lower-calorie  versions  c 
Coke,  Pepsi  and  7  UP.  General  Mills  kids'  cereals  wit 
Splenda,  like  Trix  and  Cocoa  Puffs,  now  advertis 
they  have  75%'  less  sugar. 

Business  has  been  going  so  well  that  the  compan 
announced  last  summer  it  would  be  unable  to  suppl 
any  more  U.S.  customers  for  the  next  12  months.  Relii 
is  coming.  Tate  &  Lyle  is  in  the  midst  of  a  $75  million  e> 
pansion  of  its  Mcintosh,  Ala.  Splenda  factory  and  brol< 
ground  on  a  $  1 75  million  plant  in  Singapore. 

"It  is  a  good  problem  to  have,"  says  Ferguson.  I 
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Price  Is  Right 

How  a  seldom-celebrated,  low-cost  fund  house  became  a  powerhouse. 


BY  IRA  CARNAHAN 


SAY  "VANGUARD"  AND  YOU 
think  index  funds.  Say  "Fidelity 
Investments"  and  it's  stars  like 
Peter  Lynch.  But  T.  Rowe  Price? 
You  might  shrug.  Sitting  in 
graceful,  tradition-minded  Baltimore,  far 
from  Wall  Street's  hurly-burly,  T.  Rowe 
doesn't  get  a  lot  of  attention. 

But  while  no  one  was  look- 
ing, T.  Rowe  has  become  the 
country's  third-largest  direct 
marketer  of  funds.  Its  secrets 
of  success  have  powered  it 
through  the  dark  days  of  the 
bear  market,  scoring  good 
returns  that  nicely  exceed 
the  market.  Like  the  U.S.S. 
Constellation,  an  elegant  19th- 
century  wood-hulled  warship 
moored  in  the  nearby  harbor, 
the  old  investment  firm  was 
once  written  off  as  a  relic. 
Hardly. 

With  $212  billion  under 
management,  the  venerable 
company,  founded  in  1937, 
has  become  a  force  in  funds, 
retirement  plans  and  institu- 
tional investing  by  playing  it 
safe  and  offering  customers  a 
good  deal.  Its  strong  suits  are 
low  risk  and  low  expenses. 
Such  attributes  made  it 
stodgy-looking  in  the  Internet  mania  of 
the  late  1990s  but  enabled  it  to  breeze  by 
go-go  shop  Janus  when  the  bubble  burst. 

Over  the  past  five  years  83%  of 
T.  Rowe's  mutual  funds  have  beaten  the 
average  return  for  their  category.  The 
share  of  T.  Rowe's  funds  rated  by  Morn- 
ingstar  that  earn  four  or  five  stars  stands  at 
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64% — more  than  double  the  average  for 
funds  as  a  whole.  And  four  of  T.  Rowe's 
funds,  including  Capital  Appreciation  and 
Mid-Cap  Value,  are  on  the  Forbes  Best 
Buys  list.  This  list  recognizes  a  fund's  abil- 
ity to  perform,  through  up  and  down 
markets,  while  keeping  expenses  low. 
The  irony  here  is  that  many  of  T.  Rowe's 
best  funds  invest  quite  differ- 
ently than  founder  Thomas 
Rowe  Price  Jr.  did.  Once  the 
investment  chief  at  another 
Baltimore  institution,  Legg 
Mason  (then  called  Mackubin, 
Legg),  Price  struck  out  on  his 
own  with  a  philosophy  that 
would  challenge  value  avatar 
Benjamin  Graham.  Price  rat- 
tled teacups  by  advocating 
glamour  stocks. 

Trained  as  a  chemist,  Price 
looked  for  companies  with  a 
certain  combustible  mixture: 
strong  growth  records,  tal- 
ented managers,  new  tech- 
nologies and  no  cutthroat 
competition  or  troublesome 
unions.  He  disdained  the 
"decadent"  railroads  that 
anchored  many  a  gilded  port- 
folio of  that  day.  He  bought 
Honeywell,  3M,  IBM  and 
Xerox  early.  Back  then  you 
were  supposed  to  hesitate  before  paying 
more  than  ten  times  earnings.  Price 
didn't  hesitate. 

By  1972  the  firm's  New  Horizons 
Fund  of  small-company  stocks  had  the 
best  10-year  record  of  any  fund  and  its 
Growth  Stock  Fund  the  best  20-year 
record.  "It's  almost  like  we  were  the  Janus 


of  1972,"  says  Brian  Rogers,  T.  Rowe's 
investment  chief  today. 

And  like  Janus  in  the  new  century, 
T.  Rowe  soon  crashed.  Amid  the  OPEC  oil 
embargo,  soaring  inflation  and  the  fall  of 
the  high-multiple  Nifty  Fifty,  that  era's 
darlings,  New  Horizons  dropped  42%  in 

1973  versus  the  S&P  500's  15%  loss.  In 

1974  it  fell  another  39%;  the  S&P  was 
down  27%. 

Price  himself  mostly  avoided  that 
unpleasantness.  Getting  older  and  skepti- 
cal of  the  Vietnam-era  guns-and-butter 
economy,  he  sold  off  most  of  his  interest 
in  the  firm  to  employees  in  the  mid-1960s. 
He  died  in  1983  at  85. 

The  T.  Rowe  Price  that  emerged  in  the 
early  1 980s  was  a  firm  chastened,  wiser  and 
much  more  valuation-conscious,  with 
strong  bond  and  value  funds  to  comple- 
ment its  original  growth  specialty.  It  went 
public  in  1 986  and  is  now  run  by  a  seven- 
person  management  committee  headed  by 
soft-spoken  Chairman  George  Roche,  63, 
who  joined  in  1968  as  an  analyst  and 
worked  closely  with  Price.  He  was  there 
when  the  Nifty  Fifty  melted  down. 

Helping  to  run  the  company  is  Vice 
Chairman  James  Riepe,  61,  a  veteran  of 
Vanguard.  Riepe  worked  with  John  Bogle 
to  found  Vanguard  in  the  mid-1970s  and 
was  viewed  as  Bogle's  likely  successor  until 
he  left  for  T.  Rowe  in  1982.  Riepe  helped 
bring  modern  technology,  marketing  dis- 
cipline and  cost  consciousness  to  the  oper- 
ation— with  a  pleasant  informality.  On  a 
recent  day  Roche  and  Riepe  were  working 
tieless  in  the  firm's  modest  offices  over- 
looking Baltimore's  lively  Inner  Harbor. 

Investment  chief  Rogers,  49,  joined 
T.  Rowe  following  Harvard  Business  School 
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in  1982.  From  a  cluttered  office  filled  with 
books  on  finance,  he  keeps  an  eye  on 
market  defense  as  well  as  offense. 

Rogers  also  manages  Equity  Income, 
the  biggest  of  the  firm's  91  funds,  with 
$17.4  billion  in  assets.  This  large-cap  value 
fund,  which  he  has  run  since  1985,  has 
returned  an  average  7.9%  a  year  over  the 
past  five  years,  beating  its  category's  index 
by  3  percentage  points  and  the  S&P  500  by 
10  points.  His  only  down  year  during  the 
bear  market  was  in  2002,  although  he  still 
outperformed  the  S&P  by  9  points. 

The  pioneering,  45-year-old  New  Hori- 
zons small-cap  growth  fund  (assets:  $5.6 
billion)  is  still  around.  Indeed,  some  ana- 
lysts have  long  compared  the  price/earn- 
ings  ratio  of  New  Horizons'  holdings  to  the 


P/E  of  the  S&P  to  gauge  whether  small 
stocks  are  overheated  (see  box). 

New  Horizons  is  just  a  small  piece  of 
today's  T.  Rowe  story.  The  company's 
second-largest  fund,  Mid-Cap  Growth, 
is  run  by  Brian  Berghuis,  the  fund's 
manager  since  its  inception  in  1992. 
The  fund  has  returned  6.8%  a  year  for 
the  past  five  years,  besting  the  S&P  by 
9  points  and  its  category  by  12.  Invest- 
ment tracker  Morningstar  just  named 
Berghuis,  whose  fund  is  now  closed  to 
new  investors,  its  domestic  stock  man- 
ager of  the  year. 

One  exception  to  the  overall  T.  Rowe 
success  story  is  International  Stock,  the 
firm's  largest  foreign  equity  fund.  While 
T.  Rowe's  more  specialized  foreign 


funds  have  generally  done  well,  this 
large-cap  growth  fund  has  lagged, 
returning  5.1%  a  year  for  the  past  ten 
years  versus  5.6%  for  its  benchmark. 
Not  great,  since  investors  lately  want 
more  foreign  exposure.  T.  Rowe  officials 
have  recently  moved  to  fix  the  weak- 
nesses, tweaking  fund  management, 
bringing  on  a  new  director  of  foreign 
stock  research  from  Goldman  Sachs  and 
hiring  additional  analysts. 

The  T.  Rowe  Price  secrets  of  success: 
•Long-term  managers.  David  Wallack  is 
a  rookie  as  a  manager  at  the  firm,  having 
run  Mid-Cap  Value  ($4.2  billion)  for  a 
mere  four  years.  But  he  joined  the  firm  as 
an  analyst  15  years  ago.  Turnover  of  stock 
fund  managers  at  T  Rowe  is  low — less 
than  3%  a  year.  And  you  won't  see  Wallack 
in  an  ad;  investing  at  T.  Rowe  is  a  collabo- 
rative effort.  "We  don't  have  any  rock 
stars,"  says  Edward  Bernard,  head  of 
investment  services. 

•  Second-quartile  finishes.  T.  Rowe 
funds'  solid  long-term  records  are  not  the 
result  of  blowout  years  mixed  with  awful 
ones,  but  of  solid,  steady  returns  from  one 
period  to  the  next.  For  example,  Mid-Cap 
Growth  lands  in  the  second  quartile  for 
annual  returns  almost  as  often  as  the  first. 
Yet  this  puts  it  in  the  top  5%  of  funds  in  its 
category  for  the  past  ten  years,  according 
to  Morningstar. 

Vice  Chairman  Riepe  warns  prospec- 
tive customers  they  shouldn't  expect 
T.  Rowe  funds  to  be  at  the  very  top  ini 
short  time  frames,  "because  we're  not! 
going  to  risk  being  in  the  fourth  quartile, 
which  is  what  you  have  to  do  [some  oi 
the  time]  to  get  into  the  first  quartile 
[some  of  the  time]." 

•  Bottom-up  stock  picking.  T.  Rowe's 
process — which  looks  at  individual  com- 
panies first,  rather  than  keying  in  on  a  big 
investment  trend — also  works  to  lower 
risk.  "There  tend  to  be  not  many  macro 
calls;  there  tends  to  be  not  an  awful  lot  of 
theme  investing,"  investment  chief  Rogers 
says.  Meaning,  T.  Rowe  doesn't  run  off  to 
invest  in  a  slew  of  companies  that  are  all 
supposed  to  benefit  from  the  retirement  of 
the  baby  boomers  or  a  resurgence  of  infla- 
tion or  a  spike  in  oil  prices. 

•  Low  risk.  Even  T.  Rowe  funds  that  are 
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inherently  risky,  such  as  Robert  Gensler's 
Global  Technology,  tend  to  be  safer  than 
their  peer  group.  Global  Technology  con- 
sciously constructs  a  portfolio  with  a  low 
volatility  and  a  low  degree  of  market- 
related  risk  (low  beta,  that  is).  By  both 
measures  it's  in  the  bottom  quarter  for 
tech  funds  over  the  past  three  years,  even 
though  the  returns  of  the  fund  put  it  in 
the  top  10%,  according  to  Morningstar. 

Another  way  T.  Rowe  keeps  a  lid  on 
risk  is  by  filling  its  funds  with  many 
stocks — usually  more  than  100  per  fund. 
"We  don't  try  to  pick  the  top  20,"  says 
James  Kennedy,  T.  Rowe's  director  of 
equities,  which  will  "be  good  for  a  while, 
and  then  they  blow  up." 

•  Style  consistency.  T.  Rowe  is  a  big 
believer  that  the  ingredients  should 
match  the  name  on  the  bottle.  A  large- 
cap  value  fund  must  buy  large-cap  value 
stocks  and  not,  as  many  other  fund  com- 
panies permit,  whatever  strikes  the  man- 
ager as  a  good  stock. 

"The  quickest  way  to  get  fired  here  is 
to  go  outside  of  your  charter  and  do  a 
lousy  job  of  it,"  says  William  Stromberg, 
head  of  global  equity  research. 

Style  consistency  also  limits  risk, 
because  swinging  portfolios  around  in 
pursuit  of  the  latest  sizzling  stock  adds  to 
volatility  and  the  danger  of  a  sudden 
drop.  And,  T.  Rowe  managers  say,  consis- 
tency lets  investors  more  easily  achieve 
the  diversification  and  balance  they  want 
in  their  own  portfolios. 

•Avoidance  of  fads.  Whatever's  hip  and 
happening,  T.  Rowe  doesn't  want  to  know 
about  it.  This  investment  discipline  was 
sorely  tested  in  the  late  1990s,  when  the 
market  was  richly  rewarding  speculation. 
"We  took  a  lot  of  heat,"  recalls  investment 
services  head  Bernard.  Critics  asked:  "Are 
we  stuck  in  the  dark  ages?  Have  we  got 
our  head  in  the  sand?" 

T.  Rowe  executives  ruefully  recall  a 
Wall  Street  Journal  article  from  March 
2000,  which  labeled  the  firm's  investing 
approach  "tradition-bound,"  and 
declared:  "The  gears  of  the  investing 
machine  that  helped  make  T.  Rowe  one 
of  the  nation's  ten  biggest  mutual  fund 
firms  have  gotten  stuck  over  the  past  few 
years,  especially  in  the  fast-growing  field 
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of  technology  stocks." 

One  week  after  the  article  appeared 
the  Nasdaq  began  a  sharp  drop  that 
would  continue,  with  only  the  occasional 
interruption,  for  the  next  two  and  a  half 
years.  Speculators  got  killed.  But  T.  Rowe 
investors  came  out  okay.  "You  think  twice 
before  you  invest  in  a  company  with  no 
earnings,"  says  Bernard. 

•  Low  expenses.  Morningstar  rates 
T.  Rowe's  fees  on  domestic  stock,  interna- 
tional stock,  municipal  bond  and  taxable 
bond  funds  as  "very  low."  Yes,  Vanguard 


Founder  Thomas  Rowe  Price  Jr.:  He  bought 
growth  and  spurned  stodgy  railroads. 

is  the  low-cost  leader  and  investors  look- 
ing to  invest  only  in  index  funds  would 
do  well  to  stick  with  Vanguard.  (T.  Rowe's 
five  index  funds  cost  an  average  of  39 
cents  per  $100  of  assets,  an  appreciable  16 
cents  more  than  the  comparable  funds  at 
Vanguard. ) 

On  actively  managed  stock  funds,  Van- 
guard is  the  cheapest,  as  well,  with  most 
of  its  funds  costing  40  cents  to  75  cents, 
versus  an  average  of  $1.68  industrywide. 
But  T.  Rowe,  with  most  of  its  funds  be- 
tween 75  cents  and  $1.25,  is  reasonable, 
too.  Equity  Income  charges  just  78  cents, 
Mid-Cap  Growth  87  cents,  with  Mid-Cap 
Value  and  New  Horizons  each  at  91  cents. 

Riepe,  the  former  Vanguard  man, 
makes  the  case  for  spending  a  little  extra 
for  active  management.  "Number  one,  I 
think  there  are  managers,  and  we've  got  a 
bunch  of  them  here,  who  in  fact  can  beat 


the  indexes,"  he  says.  "And  number  two, 
think  there  are  times  when  you  don' 
want  to  be  indexed.  All  those  people  who 
bought  index  funds  in  1999  weren't  buy 
ing  some  diversified  index.  They  boughi 
the  S&P  500,  which  was  40%  technology- 
weighted.  They  bought  a  very  aggressive 
growth  fund,  at  that  moment." 

When  asked  what  other  fund  compa 
nies  are  similar,  T.  Rowe  executive: 
repeatedly  mention  Capital  Research  8 
Management,  the  Los  Angeles  firm  tha 
runs  the  American  Funds.  Some  conspic 
uous  similarities:  low  profile,  lov 
expenses,  absence  of  celebrity  managers. 

One  big  difference:  American  Fund 
are  sold  only  through  brokers,  whil 
T.  Rowe  has  long  sold  its  funds  straight  t< 
customers.  "By  and  large,  I  think  we'n 
looking  for  self-directed  investors,"  say 
T.  Rowe  equity  research  chief  Stromber; 
of  the  firm's  typical  retail  client.  "Peopl 
who  take  their  investing  relatively  seri 
ously,  who  want  a  good  deal  and  are  will 
ing  to  do  a  little  bit  of  research  on  thei 
own  to  find  a  place  they  can  trust." 

The  word  "trust"  comes  up  a  lot  a 
T.  Rowe.  Thus  far  T.  Rowe  hasn't  beei 
touched  by  the  mutual  fund  scandal* 
"We're  quite  confident  that  we're  goin 
to  continue  to  be  viewed  as  people  wit] 
white  hats  on,"  says  Rogers.  "We  hav 
scrubbed  things  every  which  way  fror 
Sunday.  We  know  we're  a  good  actor.'1 

Interestingly,  Vice  Chairman  Riep 
was  elected  in  October  as  the  Investmer 
Company  Institute's  new  chairman.  Th 
mutual  fund  trade  group  needs  to  burnis 
its  sullied  image  in  Washington.  The  ICI,  c 
course,  long  has  acted  as  a  brake  on  toug 
fund  regulation.  After  the  fund  scandal 
2003 — the  revelation  that  some  funds  a] 
lowed  outsiders  special  privileges  at  th 
expense  of  ordinary  investors — the  K 
fought  efforts  to  require  funds  to  have 
chairman  not  from  the  fund  company,  z 
well  as  some  other  cleanup  ideas.  Riepe, 
polished  fellow  who  will  look  good  test 
fying  on  Capitol  Hill,  says  that  a  few  ba 
apples  have  overshadowed  the  far  large 
number  of  funds  that  are  fine. 

But  who  cares  what  the  regulators  dc 
If  you  want  trustworthiness,  you  can  vol 
with  your  feet. 
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HOW  WOULD  YOU 
FEEL  ABOUT  A 
FREE-FOR-LIFE  IRA? 


Call  800-Get-Advice 
visit  getadvice.com 
to  roll  over  to  a 
Free-for-Life  IRA. 


Imagine  having  all  your  assets  in  one  place.  Sounds  like 
good  advice.  With  a  Free-for-Life  IRA  from  American  Express 
Financial  Advisors,  you'll  be  able  to  consolidate  all  your  scattered 
retirement  accounts  into  one  easy-to-manage  IRA,  while  eliminating 
multiple  custodial  fees.  If  you  have  at  least  $10,000  in  retirement 
assets  to  consolidate,  you  could  save  hundreds  of  dollars  in  annual 
custodial  fees.  More  importantly,  your  advisor  can  give  you  a  clear 
picture  of  your  savings  so  together  you  can  prepare  for  the  retirement 
you  really  want.  Starting  to  feel  better?  Call  us  today  to  set  up  a 
Free-for-Life  IRA. 


PLANNING  |  RETIREMENT  |  INVESTMENTS  |  INSURANCE 


THE  PERSONAL 
FINANCIAL  ADVISORS 


Rial  advisory  services  and  investment  products  available  from  American  Express  Financial  Advisors  Inc.,  Member  NASD  Insurance  issued  by  IDS  Life  Insurance  Company  and, 
jw  York,  IDS  Life  Insurance  Company  of  New  York,  Albany,  NY.  American  Express  will  waive  your  annual  IRA  fee  for  life  when  you  invest  $10,000  or  more  in  new  assets  into  a 
traditional,  Roth  or  SEP  IRA  by  April  30,7005  Annuity  IRAs  (because  there  is  no  custodial  fee),  SIMPLE  IRAs  and  Coverdell  Education  Savings  Accounts  are  not  included  in  this 
.  The  annual  custodial  fee  waiver  does  not  include  product  fees.  Only  American  Express  Financial  Advisors  Inc.  is  a  broker-dealer  ©  2005  American  Express  Financial  Corporation. 


FUND  SURVEY  RED  FLAGS 


Hidden  Expenses 

A  lot  of  mutual  fund  expenses  are  understated  because 
they  do  not  include  stock  trading  costs.  We  made  the 
adjustment,  and  the  picture  isn't  pretty. 


BY  JAMES  M.  CLASH  WITH  MICHAEL  MAIELLO 


TWO  STOCK  FUNDS,  AIM  GLOBAL 
Health  Care  and  American 
Express'  AXP  Global  Technol- 
ogy, have  the  same  expense 
ratio:  $1.94  per 
$100  of  assets.  Officially,  that 
is.  But  the  official  expense 
ratio  doesn't  tell  the  whole 
story  about  the  portfolio 
management  costs  that  come 
out  of  investors'  hides. 

It  excludes  one  big  item: 
brokerage  commissions  run 
up  by  the  portfolio  manager. 
The  AIM  fund,  with  portfolio 
turnover  of  99%,  spent  32 
cents  per  $100  on  trading 
commissions,  making  a  com- 
bined expense  burden  of 
$2.26.  The  American  Express 
fund,  however,  turned  over 
its  portfolio  five  and  a  half 
times  as  fast  as  AIM.  Result: 
Its  real  expense  ratio  of  $5.55 
is  more  than  double  that  of 
the  AIM  fund. 

Think  about  that  num- 
ber. The  Amex  fund  has  to 
beat  the  market  by  better 
than  five  points  with  its  stock 
picks  just  to  tie  the  results  of 
a  low-cost  index  fund.  It's  an 
uphill  battle,  and  Amex  has 
been  losing  it.  Over  the  last 
five  years  AXP  Global  Tech- 
nology lost  an  average  annual 
17.3%,  trailing  the  S&P  500  by 
15  points.  That  dismal  result 
certainly  was  due  in  part  to  the  lackluster 
market  in  technology  stocks,  but  the 
losses  would  have  been  less  pronounced  if 
the  fund's  expenses  were  reasonable. 
How  can  this  be,  that  the  expense 


ratios  disclosed  to  fund  customers  omit 
commissions?  Talk  to  the  Securities  & 
Exchange  Commission,  which  sets  the 
rules,  or  to  the  fund  industry,  and  you 


will  get  an  assortment  of  answers.  They 
boil  down  to  this:  We  exclude  brokerage 
costs  because  we've  always  excluded 
brokerage  costs.  What  is  included:  port- 
folio management  fees  plus  outlays  for 


things  like  recordkeeping  and  running 
the  phone  lines,  plus,  to  the  extent  they 
are  billed  to  fund  shareholders,  market- 
ing costs. 

Ever  since  we  started  rating  mutual 
fund  performance  half  a  century  ago, 
FORBES  has  shone  a  spotlight  on  fund 
costs.  To  be  sure,  the  performance  num- 
bers we  publish  are  net  of  all  costs  (othed 
than  the  sales  load,  if  any,  you  pay  on 
entering  the  fund).  But  that  doesn't  mearl 
you  should  shrug  off  the  expense  ratio 
Unlike  the  results  of  stock  picking,  which 
are  volatile  and  only  weakly 
predictable  from  one  period 
to  the  next,  the  expense  bur- 
den is  an  ongoing  drag  and 
highly  predictable.  If  a  tunc 

» soaked  its  clients  a  lot  las 
year,  it's  probably  going  to  dcj 
the  same  this  year. 
A  good  rule  of  thumb 
Don't  pay  more  than  $1 
year  in  expenses  per  $100  ir 
assets  on  a  domestic  stocl 
fund,  or  $1.50  on  a  foreigr 
one,  unless  you  have  a  com- 
pelling reason  to  do  so. 

Until  now  the  expens< 
ratios  published  in  this  mag- 
azine have  been  the  officia 
SEC-mandated  ones.  Thi 
year,  with  help  from  fum 
data  house  Lipper,  we  hav< 
added  in  brokerage  commis 
sions  paid  by  the  portfolic 
manager.  The  expense  ratio 
for  stock  funds  you  see  in  thi 
tables  beginning  on  pag< 
114,  then,  are  going  to  b< 
higher  than  the  ones  you  an 
used  to  seeing.  Where  Lippe 
doesn't  have  a  current  bro 
kerage  figure,  we  use  the  pre 
vious  year's  and  flag  th> 
result  with  an  e.  Where  Lip 
per  has  no  number  on  com 
mission  costs,  the  expense  total  is  itali 
cized.  Don't  buy  one  of  these  unless  th 
fund  can  tell  you  what  its  brokerage  bill 
are  as  a  percent  of  average  net  assets 
(And  be  prepared  for  some  head-scratch 
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ng  when  you  call  the  800  number 
lecause  this  question  is  rarely  asked.) 

Lipper  gets  its  numbers  from  the 
Statement  of  Additional  Information" 
hat  funds  file  with  the  SEC.  You  can  get 
be  information  yourself  online,  from  the 
EC's  Edgar  database,  if  you  don't  mind 
logging  through  a  haystack  of  electronic 
•aperwork  to  find  the  needle. 

But  why  suffer?  There  are  plenty  of 
;ood,  low-cost  funds  to  choose  from 
/here  you  don't  have  to  struggle  to  get 
he  true  expense  ratio. 

The  conventional  stripped-down 
xpense  ratio,  excluding  brokerage, 
las  its  defenders.  A  Fidelity  Invest- 
nents  spokesman  says  that  a  fund's 
urnover  (and  thus,  its  transaction 
osts)  can  change  dramatically  from 
ine  year  to  the  next:  "The  expense 
atio  should  represent  what  investors 
an  generally  expect  to  pay."  Van- 
uard  founder  John  Bogle  doesn't 
>uy  this  argument.  Says  he:  "If  past 
urnover  is  no  indication  of  [the] 
iiture,  why  do  these  guys  advertise 
>ast  performance?" 

Another  defense  is  that  perfor- 
lance  trumps  costs — that  you  get 
/hat  you  pay  for.  "The  manager's 
trategy  justifies  the  turnover,"  says 
'aul  lohnson,  a  spokesman  for  that 
jnerican  Express  global  tech  fund. 
Veil,  it  would  if  past  performance  were  a 
uarantee  of  future  results.  We'd  have  no 
roblem  paying  a  five-point  expense  ratio 
3  a  stock  picker  who  has  consistently 
eaten  the  market  by  ten  points  and  is  cer- 
lin  to  keep  doing  so.  But  there  is  no  such 
erson. 

Robert  Rodriguez,  manager  of  FPA 
Capital,  a  Forbes  Honor  Roll  hind  (it  has 
eaten  the  S&P  by  an  annual  4.7  points 
ver  the  last  20  years,  returning  17.9%), 
ays  it  is  next  to  impossible  for  a  fund 
ath  $5.55  in  total  expenses  like  AXP 
ilobal  to  beat  the  market  over  a  long 
eriod.  "I  think  an  investor  is  100%  suici- 
al,  financially,  to  own  a  fund  like  that," 
e  says. 

"The  average  fund  manager  finds  it 
ifficult  to  beat  the  market  by  a  percent- 
ge  point,"  continues  Rodriguez.  His 
und  has  low  expenses  of  83  cents  and 


only  turns  over  its  portfolio  20%. 
Rodriguez  adds  just  6  cents  in  trading 
costs;  his  total  expense  is  89  cents. 

One  reason  funds  don't  like  to  publi- 
cize their  trading  costs  is  that  what  they 
pay  the  brokers  may  be  on  the  high  side. 
A  big  fund  family  can  get  its  positions 
traded  for  a  penny  a  share.  But  there  is 
nothing  illegal  in  paying  a  lot  more  and 
then  getting  the  brokers  to  reward  the 
portfolio  manager  with  free  research  or 
other  favors.  The  padded  brokerage  bills 
go  by  the  name  soft  dollars.  The  average 


has  no  plans  to  do  so.  At  any  rate,  it  isn't 
spending  lavishly.  Average  trading  cost  at 
its  Magellan  Fund  in  the  last  fiscal  year  was 
3.5  cents  per  $100  in  assets. 

Our  advice:  Be  wary  of  any  fund  with 
high  outlays  for  brokerage  commissions 
(as  a  percentage  of  assets  managed).  A 
high  number  is  evidence  of  either  lax 
soft-dollar  arrangements  or  high 
turnover.  Turnover  is  bad  for  its  own  rea- 
sons. It  tends  to  bring  on  tax  burdens  for 
investors  who  don't  hold  the  fund  in  a 
tax-sheltered  account,  because  short-term 


The  Dirty  Dozen 

These  12  funds  rank  among  the  most  expensive  in  the  industry  when  you  count  brokerage 
costs  as  part  of  their  expense  ratios.  annual 


5-YEAR 
ANNUALIZED 


ANNUAL 
BROKERAGE 
COMMISSIONS 


(SMIL) 

TOTAL  RETURN 

PER  $100 

PER $100 

PER  $100 

Dreyfus  Founders  Passport  Fund-A 

$120 

-3.6% 

$2.45 

$4.84 

S7.291 

Boston  Partners  Long/Short  Equity-lnv 

76 

15.7 

2.75 

3.97 

6.72 

Kelmoore  Strategy  Eagle  Fund-A 

248 

NA 

2.25 

3.75 

6.002 

AXP  Global  Technology-A 

216 

-17.3 

1.94 

3.61 

5.551 

Van  Wagoner  Emerging  Growth 

86 

-32.5 

2.36 

3.10 

5.46 

Jacob  Internet  Fund 

90 

-26.7 

2.85 

2.37 

5.22 

Kelmoore  Strategy  Fund-A 

222 

-7.7 

2.00 

3.00 

5.002 

Driehaus  Emerging  Markets  Growth  Fund 

131 

7.5 

2.35 

2.40 

4.75 

Eaton  Vance  Greater  India-A 

78 

2.7 

3.35 

1.18 

4.531 

JP  Morgan  Fleming  Intrepid  European-A 

116 

3.4 

1.70 

2.81 

4.511 

Armada  Small  Cap  Growth  Fund-A 

85 

-7.4 

1.48 

2.81 

4.292 

Kelmoore  Strategy  Liberty-A 

66 

NA 

2.25 

1.95 

4.202 

'Maximum  sales  charge  of  5.75%.  2Maximum  sales  charge  of  5.50^ 
Source:  Upper  Analytical  Services. 

.  NA:  Not  available,  fund  not  in  operation  for  five  years 

trade  in  the  Amex  fund  family  costs 
investors  4  to  5  cents  per  share  traded, 
according  to  spokesman  Johnson.  He 
concedes  that  the  company  uses  soft  dol- 
lars, but  he  is  vague  about  the  research. 
"It's  market  and  company  specific,"  he 
says,  yet  he  won't  divulge  anything  else 
because  it's  "proprietary." 

Proprietary,  schmoprietary,  says 
Rodriguez.  "The  shareholders  own  the 
fund.  Shouldn't  they  have  access  to  the 
information?"  He  says  he  uses  soft  dollars 
sparingly,  and  happily  discloses  details. 
The  soft-dollar  goodies  he  takes  are  low- 
cost  and  practical,  like  a  Compustat  mar- 
ket stats  system.  "We  avoid  travel  junkets 
and  free  office  computers,"  he  says. 

There  is  hope  that  more  soft-dollar 
disclosure  is  coming.  Fidelity,  which  uses 
soft  dollars,  says  the  SEC  should  require 
funds  to  disclose  the  expenditures.  Fidelity 


gains  are  taxed  more  heavily  than  long- 
term  gains.  For  all  customers,  including 
the  tax-sheltered  ones,  turnover  imposes 
hidden  transaction  costs  in  the  form  of 
poor  price  execution — that  is,  the  ten- 
dency of  a  buy  or  sell  order  to  push  the 
price  of  a  stock  away. 

Unlike  the  brokerage  commission, 
which  is  known  with  precision,  the  pric- 
ing effect  can  only  be  estimated,  but  the 
experts  say  it's  a  significant  factor  in  port- 
folio results.  A  study  by  the  Zero  Alpha 
Group,  an  investment  advisory  outfit, 
found  that  the  average  domestic  stock 
fund  is  running  up  58  cents  per  $100 
annually  in  commissions  plus  execution 
costs.  That's  a  $17  billion  annual  burden 
born  by  investors,  most  of  them,  we'll 
wager,  blissfully  unaware  of  how  they  are 
making  life  comfortable  for  the  people  on 
Wall  Street.  F 
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FUND  SURVEY  STOCK  FUND  BESTJBLUYi 


Shopping  for  Value 

These  Best  Buys  deliver  performance  on  the  cheap. 


BY  FEI  MEI  CHAN 


THE  INVESTMENT  COMPANY 
Institute  claims  the  costs  of 
owning  stock  funds  (defined  as 
including  both  annual  fees  and 
sales  loads)  have  steadily 
decreased  over  the  last  two  decades. 


That's  welcome  news  for  shareholders, 
but  some  funds  do  a  much  better  job 
than  others  at  keeping  overhead  costs  to 
a  minimum  and  delivering  decent 
returns.  FORBES  highlights  such  funds  as 
Best  Buys. 

In  our  Best  Buy  evaluations  of  stock 


funds  we  give  equal  weight  to  ownership 
costs  and  to  risk-adjusted  performance) 
over  five  years.  For  bond  funds,  where! 
security  selection  is  less  consequential,! 
costs  are  given  more  weight.  For  all  funds! 
our  cost  measure  uses  the  sum  of  the) 
expense  ratio  and  one-fifth  of  the  maxn 
mum  sales  charge. 

Average  overhead  expenses  for  the  teni 
domestic  stock  funds  listed  in  the  following 
table  have  fallen  from  89  cents  per  $100  ini 
assets  in  2000  to  83  cents  in  the  latest 
reporting  period.  In  short,  you  don't  havo 
to  pay  richly  to  get  a  well-run  fund. 


PERFORMANCE 

ASSETS 

WEIGHTED 

MEDIAN 

MINIMUM 

UP 

DOWN 

ANNUAL  RETURN 

11/30/04 

AVERAGE 

MARKET  CAP 

EXPENSES 

INITIAL 

▼ 

FUND/800  PHONE 

5-YEAR 

1-YEAR 

(SMIL) 

P/E 

($BIL) 

PER  $100 

INVESTMEN' 

STOCK  FUNDS 

F 

A* 

T  Rowe  Price  Capital  Appreciation/225-5132 

14.4  % 

15.3% 

$4,693 

24 

$15.9 

$0.83 

$2,500 

D 

A 

UMB  Scout  Small  Cap/996  2862 

15.6 

24.7 

171 

28 

0.7 

0.89 

1,000 

C 

A 

Target  Small  Cap  Value/225-1852 

19.4 

24.0 

243 

22 

1.5 

0.93 

25,000 

•C 

•A 

T  Rowe  Price  Mid-Cap  Value/225-5132 

16.9 

20.6 

4.246 

26 

4.6 

0.91 

2,500 

B 

A 

Mairs  &  Power  Growth  Fund/304-7404 

13.0 

18.0 

1,934 

22 

13.7 

0.75 

2,500 

D 

A* 

Yacktman  Fund/525-8258 

17.2 

9.9 

347 

20 

17.9 

0.94 

2,500 

D 

A 

Pennsylvania  Mutual-lnv/221-4268 

16.5 

20.2 

1,923 

23 

0.8 

0.93 

2,000 

•  D 

•A 

Vanguard  Selected  Value/662-7447 

14.7 

20.4 

2,111 

21 

4.6 

0.78 

25,000 

C 

A 

Meridian  Growth/446-6662 

15.4 

14.5 

1,524 

30 

2.2 

0.88 

1,000 

•  B 

•B 

Vanguard  Strategic  Equity/662-7447 

11.3 

20.5 

3,467 

21 

2.8 

0.50 

3.000 

BALANCED  FUNDS 

D 

A+ 

Berwyn  Income  Fund/992-6757 

10.7 

8.0 

198 

19 

3.1 

0.67 

3,000 

D 

A* 

Vanguard  Wellesley  lncome-lnv/662-7447 

9.0 

7.6 

10,666 

18 

39.5 

0.31 

3.000 

B 

A+ 

Oakmark  Equity  &  lncome-l/625-6275 

13.5 

10.4 

8,544 

20 

11.8 

0.93 

1,000 

B 

B 

Vanguard  Wellington  Fund-lnv/662-7447 

7.5 

11.2 

32,895 

22 

376 

0.36 

3,000 

A 

B 

American  AAdvantage  Balanced-PA/388-3344 

8.5 

12.7 

702 

18 

24.3 

0.94 

2,500 

A 

C 

Fidelity  Balanced  Fund/544-6666 

7.0 

10.9 

12,112 

24 

8.6 

0.67 

2,500 

GLOBAL  FUNDS 

A 

B 

Oakmark  Global-l/625-6275 

18.6 

15.6 

1,504 

17 

10.0 

1.28 

1.000 

B 

B 

Vanguard  Global  Equity/662-7447 

9.5 

20.1 

1.143 

23 

7.7 

105 

3.000 

B 

A 

RS  Contrarian  Value/766-3863 

17.1 

29.3 

532 

23 

4.2 

1.54 

5,000 

C 

B 

Pearl  Total  Return/866-747-9030 

8.2 

16.6 

72 

21 

3.4 

0.98 

1,000 

B 

C 

Exeter  World  Opportunities  Series-A/466-3863 

9.3 

25.4 

154 

24 

7.6 

1.27 

2,000 

B 

B 

Polaris  Global  Value/888-263-5594 

12.7 

23.6 

125 

18 

3.9 

1.75 

2,500 

FOREIGN  FUNDS 

B 

•A 

Oakmark  International  Fund-l/625-6275 

9.9 

19.1 

4,742 

17 

113 

1.25 

1,000 

D 

B 

Vanguard  International  Value/662-7447 

3.2 

19.8 

2,463 

18 

17.8 

0.62 

3.000 

A+ 

A 

Harbor  lnternational-lnv/422-1050 

5.2 

17.5 

8,440 

22 

22.3 

1.29 

2,500 

C 

•A 

Bernstein  Tax-Managed  lntl/212-756-4097 

4.4 

17.6 

5.020 

•  19 

24.2 

1.25 

25,000 

EUROPEAN  FUNDS 

A+ 

c 

Fidelity  Europe  Fund/544-6666 

1.5 

29.0 

2,022 

21 

8.8 

1.03 

2,500 

A 

B 

Vanguard  European  Stock  lndex-lnv/662-7447 

0.1 

20.9 

10,456 

19 

30.9 

0.32 

3,000 

PACIFIC  FUNDS 

A 

C 

Matthews  Pacific  Tiger  Fund/789-2742 

87 

23.3 

764 

22 

2.6 

1.48 

2.500 

•A 

*  D 

Fidelity  Japan  Smaller  Cos/544-6666 

-4.6 

22.3 

1,333 

25 

1.0 

1.12 

2,500 

Five-year  return 

Sources:  Forbes; 


12/31/99  through  12/31/04.  •Fund  rated  for  three  periods  only  (two  for  junk  bond  funds);  maximum  allowable  grade  A  NA:  Not  available. 

Upper;  Morningstar. 
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ASSETS       AVERAGE  MINIMUM 
SEC       11/30/04      DURATION       EXPENSES  INITIAL 
YIELD       ($MIL)         (YEARS)         PER  $100  INVESTMENT 


FUND/800  PHONE 


TAXABLE-U.S.  TREASURY 
Vanguard  Intermediate  Treasury-lnv/662-7447 
Vanguard  Long-Term  Treasury-lnv/662-7447 
American  Century  Target  2010-1/345-2021 


8.2  % 
9.9 


3.4  % 
7.1 


3.6%  $3,799 
4.6  1,833 


10.2 


4.1 


3.4 


215 


4.9 
9.9 
6.0 


TAXABLE-SHORT-TERM 


e-year  return  12/31/99  through  12/31/04  NA:  Not  available.  Sources.  Forbes;  Upper;  Morningstar. 


$0.26 
0.26 
0.59 


$3,000 
3,000 
2,500 


B 

 .  

Vanguard  Short-Term  Treasury-lnv/662-7447 

5.6 

1.0 

2.7 

3,514 

2.2 

0.26 

3,000 

TAXABLE-GINNIE  MAE 

B 

Vanguard  GNMA  Fund-lnv/662-7447 

7.0 

4.1 

4.6 

24,005 

3.1 

0.20 

3,000 

B 

Payden  GNMA-R/572-9336 

7.2 

4.2 

4.6 

114 

3.4 

0.50 

5,000 

B 

USAA  GNMA  Trust/531-8448 

6.7 

34 

4.3 

609 

3.0 

0.47 

3,000 

B 

Fidelity  Ginnie  Mae/544-6666 

6.6 

4.2 

4.1 

4,042 

4.2 

0.60 

2,500 

A 

NB  High  Income  Bond-lnv/877-9700 

8.0 

7.8 

5.3  823 

3.7 

0.90 

2,000 

B 

Buffalo  High-Yield  Fund/492-8332 

94 

84 

3.3  332 

NA 

1.03 

2  500 

B 

American  Funds  American  High-lnc-A/421-4120 

7.2 

9.8 

5.7  9,879 

3.6 

0.75 

250 

B 

Fidelity  Capital  &  Income/544-6666 

6.1 

12.6 

5.6  4,799 

NA 

0.79 

2,500 

C 

Fidelity  Spartan  Invest  Grade  Bond/544-6666 

7.8 

5.0 

2,457 

4.5 

0.50 

25,000 

nr 

Vanguard  Short-Term  Bond  lndex-lnv/662-7447 

5.7 

1.7 

5,206 

2.5 

0.20 

3,000 

A 

Vanguard  Short-Term  Inv  Grade-lnv/662-7447 

5.5 

2.1 

3.2 

18,282 

2.0 

0.21 

3,000 

D 

American  Century  Govt  Bond-lnv/345-2021 

6.9 

2.5 

482 

3.3 

0.51 

2,500 

TAXABLE-MEDIUM-TERM 

D 

Vanguard  Intermed  Inv  Grade-lnv/662-7447 

8.3 

4.7 

4.3 

4,558 

5.0 

0.20 

3,000 

t  F 

Vanguard  Intermediate  Bond  lndex-lnv/662-7447 

8.7 

5.2 

4,474 

6.0 

0.20 

3,000 

B 

Dodge  &  Cox  Income  Fund/621-3979 

8.2 

3.6 

NA 

7,624 

3.4 

0.45 

2,500 

c 

TIAA-CREF  Bond  Plus-Retail/223-1200 

7.8 

4.3 

4.0 

463 

4.6 

0.30 

2,500 

TAXABLE -LONG -TERM 

•  D 

American  Century  Inflation-Adj  Bond-lnv/345-2021 

10.0 

7.9 

814 

4.4 

0.50 

2,500 

f  F 

Vanguard  Long-Term  Bond  Index/662-7447 

10.5 

8.4 

1,240 

11.0 

0.20 

3,000 

■  F 

Vanguard  L-T  Inv  Grade-lnv/662-7447 

9.9 

8.9 

4,717 

11.0 

0.28 

3,000 

c 

McMorgan  Intermediate  Fixed  Income/788-9485 

6.5 

3.3 

166 

5.1 

0.50 

5,000 

MUNICIPAL-SHORT-TERM 

A 

Vanguard  Limited  Term  Tax-Exempt-lnv/662-7447 

4.5 

1.5 

2.4 

6.896 

2.3 

0.17 

3,000 

A 

Fidelity  Spartan  Short-lntermed  Muni/544-6666 

4.6 

1.8 

2.3 

1,851 

2.9 

0.49 

10,000 

B 

Federated  Intermediate  Municipal-IS/341-7400 

5.8 

3.4 

2.9 

166 

3.7 

0.60 

25,000 

!  A* 

Vanguard  Short-Term  Tax-Exempt-lnv/662-7447 

3.2 

1.1 

4,596 

1.1 

0.17 

3,000 

■p.  

MUNICIPAL-MEDIUM -TERM 

B 

—  

Vanguard  High-Yield  Tax-Exempt-lnv/662-7447 

6.9 

5.0 

4,359 

5.8 

0.17 

3,000 

►  D 

Vanguard  Insured  Long-Term  Tax-Ex-lnv/662-7447 

7.5 

3.9 

3.6 

2,911 

6.4 

0.17 

3,000 

P  F 

Vanguard  Long-Term  Tax-Exempt-lnv/662-7447 

7.4 

4.1 

3.6 

1,910 

6.4 

0.17 

3,000 

Fidelity  Spartan  Intermed  Muni  Income/544-6666 

6.5 

3.7 

3.1 

1,788 

5.4 

0.44 

10,000 

MUNICIPAL- LONG-TERM 

Fidelity  Spartan  Municipal  Income/544-6666 

7.6 

4.7 

3.4 

4,591 

7.3 

0.48 

10,000 

USAA  Tax-Exempt  Long-Term/531-8448 

7.7 

5.6 

3.6 

2,246 

5.5 

0.56 

3,000 

T  Rowe  Price  T-F  High  Yield/225-5132 

6.6 

6.6 

4.4 

1,206 

5.5 

0.71 

2,500 

! 

T  Rowe  Price  T-F  Income/225-5132 

7.0 

43 

3.4 

1,441 

5.3 

0.54 

2,500 

MUNICIPAL-ONE-STATE 

Vanguard  Calif  Long-Term  T-E-lnv/662-7447 

7.3 

4.2 

3.7 

2,016 

6.2 

0.17 

3,000 

Fidelity  Spartan  Conn  Muni  lnc/544-6666 

6.8 

3.5 

3.1 

426 

6.9 

0.50 

10,000 

D 

Vanguard  NJ  Long-Term  Tax-Ex-lnv/662-7447 

7.2 

4.0 

3.5 

1,521 

6.1 

0.17 

3.000 

C 

Fidelity  Spartan  NY  Muni  Income/544-6666 

7.6 

4.4 

3.3 

1,363 

7.5 

0.49 

10,000 

D 

Vanguard  Penn  Long-Term  T-E-lnv/662-7447 

7.4 

3.9 

3.5 

2,271 

5.6 

0.17 

3,000 
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FUND  SURVEY  TMJE  BIG  PICTURE 


Extreme  Cases 

These  funds  deserve  either  praise  or  scorn. 


BY  FEI  MEI  CHAN 


Fidelity  Magellan,  appearing  on  our  biggest  net 
cash  outflow  table  for  the  third  consecutive 
year,  is  no  longer  one  of  the  five  biggest  funds 
in  the  U.S.  Where  were  investors  putting  their 
money?  Last  year  the  SPDRs  exchange-traded 
fund,  which  tracks  the  S&P  5()(),  had  the  biggest  net  in- 
flow, $10  billion.  But  smart  investors  stayed  away  from 
gold  funds;  three  of  the  five  worst  performers  in  2004 
belong  to  that  category. 

The  Jacob  Internet  Fund — listed  in  the  Highest 
Expense  Ratio  table — had  a  32.3%  total  return  in 
2004,  but  high  expenses  are  no  guarantee  of  supe- 
rior returns.  As  a  group,  the  Jacob  fund  and  the  four 
other  funds  in  its  table  have  an  average  annualized 
return  of  2.1%  since  inception.  In  contrast,  the  five 
thriftiest  funds  show  a  10%  average  annualized 
return  since  they  were  launched.  F 


Best  performance  latest  12  months 

TOTAL  RETURN  EXPENSES 
FUND                                                                 1-YEAR             PER  $100 

Worst  performance  latest  (2  months 

TOTAL  RETURN  EXPENSES 
FUND                                                                1-YEAR             PER  $100 

US  Global  Eastern  European                          52.4%  $2.03 
State  St  Research  Global  Resources-A1             47.6  1.34 
ProFunds-Energy-lnv                                  46.0  1.94 
Fidelity  Select-Medical  Delivery                     45.5  1.30 
AIM  European  Small  Company-A                     43.7  2.00 

Rydex  Electronics-lnv                                -20.9%  $1.36 
Van  Wagoner  Emerging  Growth                     -16.0  2.36 
AXP  Precious  Metals-A                              -14.4  1.55 
Rydex  Precious  Metals-lnv                          -14.1  1.26 
PIA  OCM  Gold  Fund                                  -13.6  2.39 

Lowest  expense  ratio 

ANNUAL  TOTAL  RETURN  EXPENSES 
FUND                                                        SINCE  INCEPTION        PER  $100 

Highest  expense  ratio 

ANNUAL  TOTAL  RETURN  EXPENSES 
FUND                                                       SINCE  INCEPTION        PER  $100 

Fidelity  Four-in-One  Index                              2.1  0.08 
SSgA  S&P  500  Index                                  10.7  0.15 
Vanguard  Tax-Managed  Capital  Apprec-lnv        11.3  0.17 
Vanguard  Tax-Managed  Growth  &  Inc-lnv          11.5  0.17 
Vanguard  Tax-Managed  Small-Cap-lnv              14.6  0.17 

Eaton  Vance  Greater  India-A                           3.0  3.35 
SB  International  Fund-A                                6.6  3.21 
Dreyfus  Premier  Enterprise-A1                       18.4  2.87 
Jacob  Internet  Fund                                 -26.4  2.85 
Boston  Partners  Long/Short  Equity-lnv              9.2  2.75 

Biggest  net  cash  inflows  latest  12  months 

ESTIMATED 

TOTAL  RETURN        NET  FLOW2 
FUND                                                             1-YEAR  (SMIL) 

Biggest  net  cash  outflows  latest  12  months 

ESTIMATED 

TOTAL  RETURN         NET  FLOW' 
FUND                                                                1-YEAR  ($MIL) 

SPDRs                                                   10.0  10,040 
Dodge  &  Cox  Stock  Fund1                             19.2  9,326 
American  Funds  Capital  Income  Builder-A          17.4  7,688 
American  Funds  American  Balanced  Fund-A         8.9  7,443 
American  Funds  Capital  World  Growth  &  Inc-A    19.4  7,167 

Fidelity  Magellan  Fund1                                 7.5  -8,743 
Janus  Worldwide  Fund                                  5.5  -4,678 
Janus  Fund                                               4.7  -4,392 
Putnam  Voyager  Fund-A                                4.8  -3,111 
Putnam  International  Equity-A                       16.2  -3,002 

Largest  funds 

TOTAL  RETURN  ASSETS 

FUND                                                             1-YEAR  ($MIL) 

Longest  manager  tenure 

TOTAL  RETURN  TENURE 

FUND/MANAGER                                                     1-YEAR  (YEARS) 

Vanguard  500  Index-lnv                              10.7  103,351 
American  Funds  Growth  Fund  of  America-A        12.0  90,824 
Pimco  Total  Return-A                                    4.6  77,547 
American  Funds  Investment  Co  of  America-A        9.8  74,272 
American  Funds  Washington  Mutual  Invs-A          9.8  73,628 

Franklin  Growth  Fund-A/V  Jerry  Palmieri           11.3  40 
Franklin  DynaTech  Fund-A/Rupert  H  Johnson  Jr     7.7  37 
Nicholas  Fund/Albert  Nicholas                       11.8  35 
Sequoia  Fund/Richard  Cuniff1                         4.5  34 
Sequoia  Fund/William  Ruane1                         4.5  34 

Performance  through  December  2004.  'Closed  to  new  investors.  2Latest  12  months  through  November  2004 
Sources:  Forbes:  Upper:  Mornmgstac. 
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Feel  like  a  small  fish  in  a  big  pond? 
Switch  to  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 


Open  an  account  online  at 
tdwaterhouse.com/freetrades 
and  enter  offer  code  MRAFBF. 


CONTACT  US  AT: 

1 .800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  S9.95 


At  TD  Waterhouse,  you'll  get  the 
attention  you  deserve,  no  matter  what 
the  size  of  your  portfolio. 

Got  a  question  about  your  account? 
Looking  for  guidance  in  retirement 
planning?  TD  Waterhouse  Investment 
Consultants  are  there  for  you  on  the 
phone  or  in  person  at  any  of  their  more 
than  1 40  branch  offices. 

They  can  even  make  switching 
to  TD  Waterhouse  hassle-free.  New 
customers  have  praised  TD  Waterhouse 
Investment  Consultants  for  making  the 
transition  fast  and  easy. 


It's  just  the  kind  of  friendly, 
professional  service  you  may  not  be 
getting  from  your  current  broker.  So  isn't 
it  time  you  start  investing  for  yourself  at 
TD  Waterhouse? 

You  can  do  this.  Switch  today  to 
TD  Waterhouse.  The  alternative  to 
higher-priced  brokers. 


TD 


Waterhouse 


You're  in  Control. 


52004  TD  Waterhouse  Investor  Services.  Inc.  Member  NYSE/SIPC  Comparison  based  on  survey  of  standard  equity  commissions  as  of  3/1 7/04,  Services  vary  by  firm.  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system 
erformance  or  tor  other  reasons.  Online  market  orders  are  S9.95-S17.95  depending  on  trading  activity  Limit  orders  |ust  S3  more.  Trades  over  2.500  shares  incur  1  cent  per  share  charge  for  the  entire  order  Call  or  see  tdwaterhouse.com  tor  complete 
ommission  fee  schedule.  To  be  eligible  lor  this  promotion,  account  must  be  opened  by  10/31/05;  free  trades  are  valid  30  days  from  account  tundmg;  accounts  must  be  funded  within  90  days  from  the  date  the  account  is  opened  Each  free  trade 
alued  up  to  $45.  Offer  valid  lor  new  customers  only  who  open  an  individual,  joint,  retirement,  trust,  or  Coverdell  Education  Savings  accounts.  Custodial,  partnership,  529  College  Savings  Plan,  and  corporate  accounts  are  not  eligible  Funds 
•anslerred  from  existing  TD  Waterhouse  accounts  are  not  eligible.  One  otter  per  person;  U.S.  residents  only;  void  where  prohibited;  standard  terms  and  conditions  apply;  oiler  subject  to  change  at  any  time  without  notice 
I0DE;  MRAFBF  TDW3852 


FUND  SURVEY  SmCK 


Fund  Ratings 

Our  stock  fund  tables  shed  new  light  on  how  much 
trading  costs— and  other  overhead— are  a  drag  on 
fund  performance. 


BY  FEI  MEI  CHAN 


IT  WAS  A  GOOD  YEAR  FOR  STOCKS 
and  a  better  one  for  stock  funds: 
Most  diversified  equity  funds  beat 
the  11%  return  of  the  S&P  500.  But 
one  year  does  not  establish  the  skill 
of  a  portfolio  manager.  The  FORBES  up- 


and  down-market  grades  take  a  longer- 
term  view.  U.S.  stock  funds  are  rated 
over  four  market  cycles,  starting  in  Janu- 
ary 1994.  To  be  listed  in  the  following 
table,  a  domestic  stock  fund  must  have 
been  in  existence  for  at  least  three  of 
these  cycles  (beginning  in  February 


1997)  and  have  at  least  $500  million  in 
assets.  To  earn  our  highest  score,  an  A+,  a 
fund  must  have  been  in  operation  for  the 
full  four  cycles. 

We  put  a  lot  of  emphasis  on  fund 
operating  costs,  and  this  year  we  include  in 
the  expense  column  the  money  spent  by 
the  portfolio  manager  on  brokerage  com- 
missions. Numbers  in  boldface  include 
this  information.  Where  trading  costs 
weren't  available,  we  show  the  traditional 
ratio,  in  italics.  See  the  story  on  page  1 08 
for  more  on  transaction  costs. 

For  additional  data  on  the  funds  listed 
in  this  issue  and  thousands  of  other  funds, 
go  to  www.forbes.com/fundsurvey.  F 


PERFORMANCE 

ANMUALBEIUBN 

UP 

DOWN 

■   \  

1/31/94  TO 
10/31/04 

1-YEAR 

TAX 
GRADE1 

ASSETS2 

(Sbil) 

MAXIMUM 
LOAD 

PORTFOLIO  1 
TURNOVER 

X)ST  DRAG 
PER  $100- 

C 

c 

ABN  Amro  Growth-N/992-8151 

11.4% 

5.5  % 

2 

$1.4 

no  load 

8% 

$1.18 

•  D 

•  c 

ABN  Amro/Montag  &  Caldwell  Growth-N/992-8151 

♦ 

4.1 

3 

3.2 

no  load 

39 

1.18 

A 

D 

AIM  Aggressive  Growth  Fund-A/347-1919 

9.2 

11.8 

4 

2.0 

5.50% 

78 

1.54 

•  D 

•  A 

AIM  Basic  Value  Fund-A/347-1919 

♦ 

10.9 

1 

7.1 

5.50 

20 

1.42 

B 

D 

AIM  Blue  Chip-A/347-1919 

8.5 

4.3 

1 

2.6 

5.50 

28 

1.57 

•  B 

•  C 

AIM  Capital  Development-A/347-1919 

♦ 

15.4 

4 

1.1 

5.50 

101 

1.88 

B 

D 

AIM  Charter  Fund-A/347-1919 

8.2 

8.7 

2 

29 

5.50 

28 

1.41 

B 

D 

AIM  Constellation  Fund-A/347-1919 

6.9 

6.2 

4 

6.7 

5.50 

47 

1.47 

D 

B 

AIM  Core  Stock-A4/347-1919 

7.1 

3.3 

5 

2.0 

5.50 

104 

1.39e 

A 

D 

AIM  Dynamics-A7347-1919 

8.9 

11.8 

1 

2.9 

5.50 

95 

1.74e 

C 

B 

AIM  Financial  Services-A6/347-1919 

12.7 

8.4 

4 

0.9 

5.50 

57 

1.69  e 

C 

B 

AIM  Health  Sciences-A7347-1919 

11.2 

6.2 

3 

0.9 

5.50 

124 

1.83  e 

B 

B 

AIM  Leisure-Aa/347-1919 

13.5 

13.5 

4 

0.9 

5.50 

20 

1.64  e 

C 

B 

AIM  Mid  Cap  Core  Equiry-A/347-1919 

12.8 

13.8 

4 

3.6 

closed 

38 

1.56 

B 

D 

AIM  Premier  Equity  Fund-A/347-1919 

7.4 

5.5 

2 

6.9 

5.50 

37 

1.40 

•  F 

•A 

AIM  Real  Estate-A/347-1919 

♦ 

36.0 

5 

1.0 

4.75 

28 

2.06  e 

•A 

•  D 

AIM  Small  Cap  Growth-A/347-1919 

♦ 

6.8 

1 

1.8 

closed 

32 

1.46 

A 

D 

AIM  Small  Company  Growth-A9/347-1919 

8.6 

12.9 

1 

0.6 

5.50 

130 

2.75  e 

A 

D 

AIM  Summit  Fund/347-1919 

7.7 

10.7 

4 

2.2 

plan 

61 

1.02 

A+ 

F 

AIM  Technology-A10/347-1919 

7.0 

3.5 

1 

1.6 

5.50 

141 

2.08  e 

F 

B 

AIM  Total  Return-A11/347-1919 

6.8 

3.6 

5 

0.7 

5.50 

45 

1.34 

B 

F 

AIM  Weingarten  Fund-A/347-1919 

5.2 

7.9 

3 

2.4 

5.50 

111 

1.93 

A 

C 

Alger  Fund-MidCap  Growth-A/992-3863 

13.8 

12.7 

3 

0.7 

5.25 

238 

1.94 

C 

B 

AllianceBernstein  Growth  &  lnc-A/227-4618 

11.7 

11.9 

4 

7.2 

4.25 

43 

1.42 

B 

D 

AllianceBernstein  Growth-A/227-4618 

7.1 

150 

2 

2.0 

4.25 

53 

1.67 

B 

D 

AllianceBernstein  Large  Cap  Growth-A12/227-4618 

7.9 

8.2 

2 

4.9 

4.25 

61 

1.79 

A 

D 

AllianceBernstein  Mid-Cap  Growth-A/227-4618 

8.4 

19.2 

1 

0.8 

4.25 

135 

1.88 

•D 

•  B 

American  AAdvantage  Large  Cap  Value-PA/388-3344  ♦ 

19.1 

4 

0.9 

no  load 

27 

1.04 

B 

C 

American  Century  Equity  Growth-lnv/345-2021 

11.1 

14.0 

3 

no  load 

95 

0.77 

•F 

•A 

American  Century  Equity  lncome-lnv/345-2021 

♦ 

12.5 

5 

3.8 

no  load 

91 

1.14 

A 

F 

American  Century  Giftrust/345-2021 

3.3 

7.2 

4 

0.9 

no  load 

140 

1.23 

B 

D 

American  Century  Growth-lnv/345-2021 

7.4 

9.9 

3 

5.0 

no  load 

159 

1.25 

C 

C 

American  Century  Heritage-lnv/345-2021 

7.9 

7.0 

4 

1.3 

no  load 

129 

1.23 

FOOTNOTES  PAGE  139 


FOR  MORE  FUNDS  GO  TO:  WWW.F0RBES.COM/FUNDS 
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He's  relaxed.  He's  insured  by  Chubb. 


Worth  magazine  called  Chubb  "the  gold  standard  for  property-casualty 
insurance....  Chubb's  best  feature  is  a  three-decadehistory  of  swiftly  ' 
paying  claims  that  other  companies  might  balk  at." 

Chubt)  refers  lo  me  insurers  o!  Oir  Ctliibb  Gnnjp n!  >n^l)T<ini-i-.CounpjnU-*.  ' 
Actual  oycTo,je  n  luMtcl  lo'tIM  |jn.]u.igr  ol  tlic  poNctyfei  »Sitf<l  CBubB  Box  1615.  Wdiicn:  Nj  07061  1615 
2003  CltubD  R  Si>it.  J  ilivisloiuil  Fctit'ul  lns»rd(Hi;,C6ml)anV.  All  (iontj.  r^cfu'fl. 


CHUBB  COMMERCIAL  INSURANCE 


<  CHUBB  SPECIALTY  INSURANCE 


<  CHUBB  PERSONAL  INSURANCE 


CHUBB 


For  more  information,  consult  your  independent 
agent,  or  visit  us  at  www.chubb.com  and  click  on 
"Find  an  agent."  , 


Invest  your  IRA  in  funds  wit 


Over  70%  of  our  funds  beat  their  1-,  5-,  and  10-year 
Upper  averages  as  of  9/30/04.*  Here  are  just  a  few: 


T.  Rowe  Price 

1Year 

5Year 

10Year 

Balanced  Fund 

12.30% 

3.99% 

9.29% 

Lipper  Balanced  Funds  Average 

9.20% 

2.35% 

8.34% 

Capital  Appreciation  Fund 

19.87% 

12.50% 

12.97% 

Lipper  Multi-Cap  Value  Funds  Average 

1767% 

4.81% 

10.71% 

Equity  Income  Fund 

18.89% 

5.96% 

11.99% 

Lipper  Equity  Income  Funds  Average 

16.67% 

3.35% 

9.93% 

Growth  Stock  Fund 

10.96% 

1.62% 

10.91% 

Lipper  Large-Cap  Growth  Funds  Average 

712% 

-5.45% 

737% 

Value  Fund 

19.47% 

6.43% 

14.03% 

Lipper  Multi-Cap  Value  Funds  Average 

17.67% 

4.81% 

10.71% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which 
cannot  guarantee  future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you 
may  have  a  gain  or  loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end 
performance,  call  us  or  visit  our  Web  site.  Request  a  prospectus  or  a  briefer  profile;  each 
includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you 
should  read  and  consider  carefully  before  investing. 

Results  will  vary  for  other  periods,  and  all  funds  are  subject  to.  market  risk. 


100%  NO  LOAD 


aer-beating  performance. 


Discover  why  more  and  more  investors 
ire  switching  toT.  Rowe  Price. 

Kt  T  Rowe  Price,  we  have  a  broad  selection  of  funds  with  proven  performance  for  your  IRA.  In  fact, 
>ver  70%  of  our  funds  beat  their  1-,  5-,  and  10-year  Lipper  averages  as  of  9/30/04.*  Our  solid  long-term 
lerformance  is  just  one  reason  to  choose T.  Rowe  Price.  We  also  keep  costs  low— all  our  funds  for 
idividual  investors  have  expense  ratios  below  their  Lipper  category  averages,  and  we  offer  funds  with 
io  loads  or  commissions.**  No  wonder  more  and  more  people  are  switching  to  our  disciplined,  active 
nanagement  approach  for  their  IRA. 

)ur  Investment  Guidance  Specialists  can  help  you  choose  a  fund  for  your  IRA  investment  that's  right 
Dr  your  goals  and  tolerance  for  risk.  If  you  want,  they  can  even  help  you  open  an  account  or  transfer  your 
urrent  IRA  right  over  the  phone  and  will  handle  the  paperwork  for  you. 

kct  by  April  15  to  take  advantage  of  2004  tax  savings. 


TROWEPRICE.COM/IRA 


1-800-401-4764 


T.RoweRice 


INVEST  WITH  CONFIDENCE 


Based  on  cumulative  total  returns,  95  of  1 1 7,  61  of  75,  and  45  ol  58  T,  Rowe  Price  funds  (including  all  share  classes  and  excluding  lunds  used  in  insurance  products)  outperformed  their  Lipper  averages  lor 
le  i-,  5-,  and  10-year  periods  ended  9/30/04.  respectively.  (Source  lor  data:  lipper  Inc.) :  Based  on  the  liscal  year-end  data  available  as  ol  9/30/04.  All  lunds,  excluding  institutional  and  bank  institutional 
mds  as  defined  by  Lipper,  more  than  six  months  old  are  included.  Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  T.  Rowe  Price 
iveslment  Services,  Inc.,  Distributor.  IRA070739 
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1/31/94  TO  TAX       ASSETS2      MAXIMUM      PORTFOLIO     COST  DRAG 

10/31/04         1-YEAR  j     GRADE'      ($BIL)  LOAD         TURNOVER      PER  $100 


FUND  SURVEY 


American  Century  Inc  &  Growth-lnv/345-2021 
American  Century  Real  Estate-lnv/345-2021 
American  Century  Select-lnv/345-2021 
American  Century  Strat  Alloc-Agg-lnv/345-2021 
American  Century  Strat  Alloc-Mod-lnv/345-2021 
American  Century  Ultra-lnv/345-2021 
American  Century  Value  Fund-lnv/345-2021 
American  Century  Vista-lnv/345-2021 
American  Funds  Amcap  Fund-A/421-4120 
American  Funds  American  Mutual- A/421-4120 
American  Funds  Capital  Inc  Builder-A/421-4120 
American  Funds  Fundamental  lnvestors-A/421-4120 
American  Funds  Growth  Fund  of  America-A/421-4120 
American  Funds  Investment  Co  of  America-A/421-4120 
American  Funds  New  Economy-A/421-4120 


11.3% 
♦ 


7.4 


13.0% 
297 
7.3 


$5.1 
0.8 


no  load 
no  load 


11.6 


4.0 
0.9 


closed 
no  load 


9.8 


1.7 


no  load 


8.5 
12.9 


10.7 
14.4 


23.3 
2.8 


no  load 
closed 


9.0 


15.8 


1.6 


no  load 


12.2 


10.6 
11.3 


9.8 
107 
17.4 


17.5 


5.75% 


11.9 


13.9 


14.4 
39.0 
23.7 


5.75 
5.75 


5.75 


13.2 
11.6 


12.0 
9.8 


90.8 
74.3 


5.75 
5.75 


8.7 


12.5 


7.5 


5.75 


American  Funds  Washington  Mutual  lnvs-A/421-4120 

Ameristock  Fund/394-5064 

AmSouth  Value  Fund-A/451-8382 

Ariel  Appreciation  Fund/292-7435 

Ariel  Fund/292-7435 

Armada  Large  Cap  Growth-A/622-3863 

Armada  Small  Cap  Value-A/622-3863 


12.1 


9.8 


5.5 


73.6 
1.7 


5.75 
no  load 


8.9 


13.8 


14.2 


15.1 
13.1 
22.0 


0.5 


5.50 


3.1 


no  load 


3.9 


no  load 


7.7 


3.5 


0.7 


5.50 


21.3 


1.2 


5.50 


AXP  Diversified  Equity  lncome-A/297-5300 
AXP  Dividend  Opportunity-A/297-5300 
AXP  Equity  Select-A/297-5300 


9.9 


18.2 


7.0 


13.7 


3.8 


5.75 


1.0 


5.75 


10.1 


9.5 


2.1 


5.75 


AXP  Equity  Va!ue-A/297-5300 

AXP  Growth  Fund-A/297-5300 

AXP  New  Dimensions-A/297-5300 

AXP  Small  Company  lndex-A/297-5300 

AXP  Stock  Fund-A/297-5300 

AXP  Strategy  Aggressive-A/297-5300 

Baron  Asset  Fund/992-2766 

Baron  Growth  Fund/992-2766 

BB&T  Large  Company  Value-A/228-1872 

BlackRock  Index  Equity-lnv  A/441-7762 

BlackRock  Small  Cap  Growth-lnv  A/441-7762 

Brandywine  Blue  Fund/656-3017 

Brandywine  Fund/656-3017 


8.2 


6.5 


14.8 
8.5 


1.2 


5.75 


3.0 


5.75 


9.0 


3.1 


14.9 


5.75 


21  5 


1.3 


5.75 


6.7 


6.5 


5.5 


9.1 


2.2 


5.75 


0.7 


5.75 


11.5 


27.1 


2.0 


no  load 


9.5 


26.6 
12.2 


3.1 


0.7 


closed 
5.75 


9.9 


10.2 


1.0 


3.00 


9.6 


10.1 


11.0 


19.3 


9.7 


13.1 


0.5 
0.6 
3.8 


4.50 
no  load 
no  load 


Brown  Capital  Small  Company  Fund/877-892-4226  12.0  0.2 

Calamos  Growth-A/582-6959  20.1  18.6 

Calvert  Social  lnv-Equity-A/368-2748  8  9  6  7 

CDC  NvestCGM  Advisor  Targeted  Eq-A/225-5478  9  1  14.0 

CDC  Nvest  Star  Advisers-A/225-5478  ♦  12.9 

CGM  Realty  Fund/345-4048  ♦  35  5 

Clipper  Fund/776-5033  14  7  5  9 


0.7 


closed 


12.8 


4.75 


1.0 


4.75 


0.8 


5.75 


0.7 


5.75 


0.7 


no  load 


7.1 


no  load 


Cohen  &  Steers  Realty  Shares/437-9912 
Columbia  Acorn  Fund-A/547-1707 
Columbia  Acorn  USA  Fund-A/547-1707 
Columbia  Growth  &  lnc-A/547-17C7 
Columbia  Growth  Fund-A/547-1707 
Columbia  Growth  Stock-A/547-1707 


14.5 


38.5 


2.2 


no  load 


14.1 


21.1 


13.4 


5.75 


20.1 


0.8 


5.75 


11.7 


13.5 


1.9 


5.75 


7.0 


7.8 


0.8 


5.75 


6.5 


-2.9 


0.7 


5.75 


Columbia  Large  Cap  Growth-A/547-1707 
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8.7 


7.3 


0.9 


5.75 


67% 
158 

84 
169 


174 


82 
122 


280 


17 


24 
27 


31 


19 
24 


38 


12 

6 


44 


32 


144 


116 


38 


118 


26 


39 


171 


49 


10 


68 


55 


28 


33 
19 


81 


300 
279 


54 


29 


261 


102 


68 


25 


37 


10 


52 


130 


51 


126 


$0.75 
1.76 
1.17 
1.60 
1.10 
1.12 
1.20 
1.56 
0.80 
0.70 
0.65 
0.75 
0.81 
0.65 
1.05 
0.73  e 
0.78  e 
1.34 
1.37 
1.20 
1.40 
2.03  e 
1.19 
1.58  e 
1.27 
1.23 
2.22  e 
0.92 
0.96 
1.14 
1.45 
1.53 
1.58 
1.20 
0.71 
2.45 
2.00 
2.06 
1.23 
1.44 
1.44 
2.24 
2.04 
1.37 


1.21 
1.21 
1.44 
1.78 
1.51  e 
1.81  e 
1.92 
1.28 
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Exploring  Life 


Fulfilling  Dreams 


Science  For  A  Better  Life 


'MIX- 


Six  bilMon  people  already  live  on  our  planet, 
and  the  number  is  growing  by  220,000  every 
day.  How  can  we  provide  food  for  more 
and  more  people  without  damaging  the 
environment? 

Hovf  can  we  improve  everyone's  health 
and  prevent  diseases?  How  can  we  develop 
new  materials  to  help  us  conserve  resources? 

Bayer  has  repositioned  itself  to  provide 
better  answers  to  these  questions.  The  New 
Bayer  consists  of  three  subgroups: 
HealthCare,  CropScience  and  MaterialScience. 
Fields  in  which  Bayer  is  already  a  global  leader 
-  and  whose  importance  to  the  future  of 
mankind  grows  by  the  day.  www.bayer.com 


HealthCare    CropScience    MaterialScience    The  New  Bayer 


FJU.NP  SUKA/XX- 


PERFOPiMANCE 

ANNUAL 

UP 

DOWN 

▼ 

J   1/31/94  TO 
10/31/04 

l-YEAR 

TAX 
GRADE' 

ASSETS2 
(SBIL) 

MAXIMUM 
LOAD 

PORTFOLIO  ( 
TURNOVER 

lOST  DRAG 
PER  $100 

B  C 

Columbia  Large  Company  lndex-A/547-1707 

10.4% 

10.2% 

5 

$0.9 

5.75% 

10% 

$0.63 

B 

D 

Columbia  Mid  Cap  Growth-A/547-1707 

8.5 

6.9 

5 

0.9 

5.75 

139 

2.00  e 

c 

B 

Columbia  Mid  Cap  Value-A/547-1707 

13.3 

15.3 

4 

1.8 

5.75 

7 

1.17 

0 

•  A 

Columbia  Real  Estate  Equity-A/547-1707 

♦ 

30.8 

5 

1.0 

5.75 

28 

1.45  e 

c 

A 

Columbia  Small  Cap-A/547-1707 

14.9 

16.3 

5 

1.7 

closed 

26 

1.33 

B 

A 

Columbia  Small-Cap  Value-A/547-1707 

13.7 

22.9 

5 

0.7 

5.75 

46 

1.42  e 

A 

•  D 

Columbia  Young  lnvestor-A/547-1707 

♦ 

8.4 

3 

0.8 

5.75 

58 

1.63 

•  B 

•  B 

Constellation  Clover  Small  Cap  Value-l/866-242-5742  ♦ 

20.1 

2 

0.6 

no  load 

52 

1.81 

•  C 

•  A 

CRM  Small  Cap  Value-lnv/276-2883 

173 

4 

0.7 

closed 

77 

1.72  e 

B 

B 

Davis  Financial  Fund-A/279-0279 

14.7 

12.1 

1 

0.9 

4.75 

9 

1.15 

B 

c 

Davis  New  York  Venture-A/279-0279 

12.4 

12.4 

3 

26.0 

4.75 

6 

0.95  e 

A 

C 

Davis  Opportunity-A/279-0279 

12.7 

13.3 

4 

0.5 

4.75 

42 

1.47 

□ 

A+ 

Davis  Real  Estate-A/279-0279 

13.9 

33.2 

5 

0.6 

4.75 

26 

1.36 

A 

D 

Delaware  Growth  Opportunities-A/523-1918 

9.3 

12.2 

4 

0.5 

5.75 

106 

1.81 

D 

B 

Delaware  Large  Cap  Value-A/523-1918 

8.8 

10.0 

3 

1.6 

5.75 

77 

1.43 

•  D 

•  A 

Delaware  REIT  Fund-A/523-1918 

31.0 

5 

0.6 

5.75 

48 

1.60 

A 

•  D 

Delaware  Select  Growth-A/523-1918 

8.0 

1 

0.6 

5.75 

82 

1.83  e 

A 

D 

Delaware  Trend  Fund-A/523-1918 

10.9 

12.3 

2 

1.6 

5.75 

59 

1.67  e 

c 

A 

Dodge  &  Cox  Stock  Fund/621-3979 

15.3 

19.2 

5 

41.4 

closed 

8 

0.62 

B 

C 

Domini  Social  Equity/762-6814 

10.2 

9.3 

3 

1.4 

no  load 

8 

0.96  e 

c 

B 

Dreyfus  Appreciation  Fund/782-6620 

10.8 

5.6 

3 

4.3 

no  load 

5 

0.98 

B 

c 

Dreyfus  Basic  S&P  500/782-6620 

10.5 

10.6 

3 

1.3 

no  load 

8 

0.21 

c 

c 

Dreyfus  Disciplined  Stock/782-6620 

9.2 

7.7 

2 

1.3 

no  load 

51 

1.17 

•  B 

•  c 

Dreyfus  Emerging  Leaders/782-6620 

♦ 

14.2 

1 

1.1 

closed 

48 

1.52 

A 

D 

Dreyfus  Founders  Discovery-A/525-2440 

9.7 

10.7 

2 

0.7 

closed 

130 

1.99 

D 

c 

Dreyfus  Fund/782-6620 

5.1 

7.9 

2 

1.5 

no  load 

55 

0.96 

D 

c 

Dreyfus  Growth  &  Income/782-6620 

5.7 

7.3 

3 

0.9 

no  load 

43 

1.20 

B 

B 

Dreyfus  Midcap  Index/782-6620 

13.3 

14.9 

4 

1.6 

no  load 

12 

0.52 

•  B 



•  B 

Dreyfus  Midcap  Value/782-6620 

17.5 

3 

1.3 

closed 

145 

2.07  e 

D 

B 

Dreyfus  Premier  Core  Value-A/782-6620 

10.1 

11.4 

3 

0.8 

5.75 

55 

1.36 

B 

B 

Dreyfus  Premier  New  Leaders-A/782-6620 

10.9 

15.3 

5 

0.9 

5.75 

121 

1.70 

•  B 

•  D 

Dreyfus  Premier  S&P  Stars-T/782-6620 

♦ 

15.1 

1 

1.3 

4.50 

127 

2.03  e 

B 

c 

Dreyfus  S&P  500  Index/782-6620 

10.2 

10.4 

2 

3.2 

no  load 

2 

0.52 

D 

A 

Eaton  Vance  Large-Cap  Value-A/225-6265 

11.9 

15.7 

4 

0.9 

5.75 

57 

1.33 

•C 

•  B 

Eaton  Vance  Tax-Mgd  Growth  l.l-A/225-6265 

♦ 

9.0 

1 

3.7 

closed 

15 

0.86 

C 

c 

Eaton  Vance  Utilities-A/225-6265 

10.3 

24.8 

5 

0.6 

5.75 

106 

1.52 

c 

C 

Enterprise  Growth-A/432-4320 

9.8 

3.7 

2 

1.6 

4.75 

38 

1.66 

D 

B 

Enterprise  Small  Company  Value-A/432-4320 

11.6 

19.0 

3 

0.6 

4.75 

8 

1.65 

D 

B 

Evergreen  Equity  lncome-A/343-2898 

8.3 

10.1 

5 

1.4 

5.75 

137 

1.71  e 

B 

C 

Evergreen  Growth  Fund-A/343-2898 

9.9 

13.7 

4 

1.0 

5.75 

87 

1.28 

D 

C 

Evergreen  Growth  &  lncome-A/343-2898 

8.2 

8.8 

5 

0.9 

5.75 

87 

1.88  e 

B 

c 

Evergreen  Large  Cap  Equity-A/343-2898 

8.9 

12.2 

4 

1.6 

5.75 

54 

1.18 

A 

□ 

Evergreen  Mid  Cap  Growth-A/343-2898                            6  4 

10.1 

5 

0.7 

5.75 

140 

1.39 

A 

D 

Evergreen  Omega  Fund-A/343-2898 

8.8 

6.3 

1 

1.2 

5.75 

159 

1.69 

C 

A 

Evergreen  Special  Values-A/343-2898 

15.2 

20.0 

3 

2.3 

5.75 

38 

1.69  e 

B 

C 

Excelsior  Blended  Equity/446-1012 

9.3 

10.1 

3 

0.5 

no  load 

24 

1.06 

B 

c 

Excelsior  Small  Cap/446-1012 

8.1 

22.7 

2 

0.5 

no  load 

82 

1.31  e 

A 

c 

Excelsior  Value  &  Restructuring/446-1012 

15.6 

19.4 

2 

4.2 

no  load 

4 

1.06 

D 

A* 

FAM  Value  Fund/932-3271 

12.9 

16.9 

4 

0.9 

no  load 

9 

1.28 

•D 

•  A 

FBR  Small  Cap  Financial/888-888-0025 

♦ 

16.0 

4 

0.7 

no  load 

16 

1.67 

D 

B 

Federated  American  Leaders-A/341-7400 

9.9 

9.6 

3 

2.7 

5.50 

29 

1.28 

B 

C 

Federated  Capital  Appreciation-A/341-7400 

11.9 

7.2 

2 

3.4 

5.50 

40 

1.41 

HI 

FOR  MORE  FUNDS  GO  TO:  WWW.F0RBES.COM/FUNDS 

120     FORBES"  January  31,  2005 


C 

Federated  Equity  lncome-A/341-7400 

8.1% 

13.2% 

4 

$1.3 

5.50  % 

44% 

$1.42  e 

B 

Federated  Kaufmann-A/341-7400 

13.2 

14.3 

5 

7.3 

5.50 

72 

2.31 

i 

C 

Federated  Max-Cap  lndex-IS/341-7400 

10.3 

10.3 

2 

1.4 

no  load 

24 

0.39 

D 

Federated  Mid-Cap  Growth  Strategies-A/341-7400 

9.7 

15.2 

2 

0.7 

5.50 

181 

2.24 

1 

B 

Federated  Mid-Cap  Index  Fund/341-7400 

13.1 

15.8 

4 

0.8 

no  load 

11 

0.51 

) 

B 

Federated  Stock  Trust/341-7400 

11.0 

9.9 

3 

1.4 

no  load 

37 

1.11 

5 

D 

Fidelity  Adv  Equity  Growth-T/877-208-0098 

8.6 

2.7 

1 

10.4 

3.50 

62 

1.59 

) 

B 

Fidelity  Adv  Equity  lncome-T/877-208-0098 

10.6 

11.9 

4 

6.5 

3.50 

44 

1.41 

ft 

0 

•C 

Fidelity  Adv  Growth  &  lncome-T/877-208-0098 

♦ 

5.2 

1 

1.8 

3.50 

21 

1.36 

) 

C 

Fidelity  Adv  Growth  Oppors-T/877-208-0098 

6.0 

7.0 

3 

4.9 

3.50 

59 

1.28 

•  B 

Fidelity  Adv  Health  Care-T/877-208-0098 

♦ 

7.8 

1 

0.8 

3.50 

60 

1.82  e 

.  b 

Fidelity  Adv  Large  Cap-T/877-208-0098 

♦ 

5.6 

1 

0.7 

3.50 

72 

1.66 

! 

•  B 

Fidelity  Adv  Mid  Cap-T/877-208-0098 

♦ 

15.9 

2 

8.5 

closed 

164 

2.03 

i 

•  D 

Fidelity  Adv  Technology-T/877-208-0098 

♦ 

-1.0 

1 

1.0 

3.50 

105 
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k* 
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1.93 
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.  ANNUAL  RETURN  

1/31/94  TO  TAX       ASSETS2      MAXIMUM      PORTFOLIO     COST  DRAG 
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Meet  Mark,  our  Chief  Investment  Officer.  After  thirty  years  on  the  job, 
what's  the  secret  to  his  success?  Well,  for  starters,  thirty  years  on  the  job. 


Overall  Morningstar  Ratings™ 
53  American  Century  Funds  Eligible  for  Ratings     I      SO  Funds  Rated  ^jf^^^C  or  ^  ^  ^  ^  ^ 


erall  Morningstar  Ratings™  as  of  11/30/04  are  based  on  risk-adjusted  returns,  and  are  derived  from  a  weighted  average  of  the 
rformance  figures  associated  with  a  fund's  3-,  5-  and  10-year  (if  applicable)  Morningstar  Rating  metrics.  Past  performance  is  no 
arantee  of  future  results. 

estment  return  and  principal  value  will  fluctuate,  and  redemption  value  may  be  more  or  less  than  original  cost.  In  the  case  of  a 
id  with  more  than  one  share  class,  the  Morningstar  Rating  considered  is  for  the  share  class  with  the  longest  history.  American 
mtury  Investment  Services,  Inc.,  distributor. 

American  Century  Investments,  experience  matters.  So  it  should  come  as  no 
prise  that  the  investment  professionals  who  oversee  our  five  distinct  investment 
ciplines  have  an  average  of  over  20  years  of  investment-management  experience, 
ce  they've  successfully  lived  through  the  ups  and  downs  of  the  market,  they  know 
importance  of  staying  focused.  They  know  it's  the  best  way  to  achieve  long-term 
formance.  So,  does  experience  really  matter?  It  does  if  you  care  about  results. 


'all  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


should  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  The 
d's  prospectus,  which  can  be  obtained  by  calling  1-877-442-6236,  contains  this  and  other  information  about  the 
d,  and  should  be  read  carefully  before  investing. 

ch  fund  with  at  least  a  3-year  history,  Morningstar  calculates  a  Morningstar  Rating  based  on  a  Morningstar  Risk-Adjusted  Return  measure  that  accounts  for  variations  in  a  fund's  monthly  performance 
ling  the  effects  of  sales  charges,  loads  and  redemption  fees),  placing  more  emphasis  on  downward  variations  and  rewarding  consistent  performance.  The  top  10%  of  funds  in  each  category  receive 
>,  the  next  22.5%  receive  4  stars,  the  next  35%  receive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this 
and  rated  separately,  which  may  cause  slight  variations  in  the  distribution  percentages.)  ©2004  American  Century  Services  Corporation 


American  Century 
Investments 

Genuine.  Results. 


TAX 
GRADE1 


ASSETS2 
($BIL) 


MAXIMUM 
LOAD 


PORTFOLIO 
TURNOVER 


COSTDRAi 
PER  $100 


FUND  SURVEY. 


PERFORMANCE 
UP    DOWN  j 

A  T 


•  D  •  B 
A  D 

•  B  •  B 
•A  «C 
•D  •  B 

B  C 

A  D 


•  C 
A 
•A 


A* 
B 
□ 
C 
F 
D 
C 
D 
D 
A 
D 
D 

D  •  A 
B  •  D 
D  B 
A  •  D 
C  B 


A* 


Hancock  Small  Cap  Growth-A/695-7389 
Hancock  Sovereign  lnvestors-A/695-7389 
Hancock  US  Global  Leaders  Growth-A/695-7389 
Harbor  Capital  Appreciation-inv/422-1050 
Harris  Insight  Small-Cap  Opportunities-N/982-8782 
Hartford  Capital  Appreciation-A/888-843-7824 
Hartford  Dividend  &  Growth-A/888-843-7824 
Hartford  Growth  Fund-A/888-843-7824 


Hartford  Growth  Opportunities-A/888-843-7824 

Hartford  Stock  Fund-A/888-843-7824 

Heartland  Value  Fund/432-7856 

Henncssy  Cornerstone  Growth/966-4354 

Heritage  Capital  Appreciation-A/421-4184 

Hotchkis  &  Wiley  Large  Cap  Value- A/7 96 -5 606 

Hotchkis  &  Wiley  Small  Cap  Value-A/796-5606 

ICAP  Equity/888-221-4227 

Ivy  Small  Cap  Growth-A/888-923-3355 

Janus  Core  Equity/525-8983 

Janus  Enterprise  Fund/525-8983 

Janus  Fund/525-8983 

Janus  Growth  &  Income/525-8983 

Janus  Mercury  Fund/525-8983 

Janus  Olympus  Fund/525-8983 


Janus  Small  Cap  Value-lnv/525-8983 
Janus  Twenty  Fund/525-8983 
Janus  Venture  Fund/525-8983 
Jennison  Equity  Opportunity-A/225-1852 
Jennison  Growth  Fund-A/225-1852 
Jennison  Small  Company-A/225-1852 
Jennison  US  Emerging  Growth-A/225-1852 
Jennison  Utility  Fund-A/225-1852 
Jennison  Value  Fund-A/225-1852 


C 
A+ 


D  A 

C  A 

C  B 

C  B 


C 
A+ 


Jensen  Portfolio-J  Shares/992-4144 

JP  Morgan  Growth  &  lncome-A/348-4782 

JP  Morgan  Small  Cap  Equity-A/348-4782 

Laudus  Rosenberg  US  Small  Cap-lnv/447-3332 

Lazard  Small  Cap-  Open/823-6300 

Legg  Mason  American  Leading  Cos-P/577-8589 

Legg  Mason  Special  lnvest-P/577-8589 

Legg  Mason  Value  Trust-P/577-8589 

Longleaf  Partners  Fund/445-9469 


Longleaf  Partners  Small-Cap/445-9469 
Loomis  Sayles  Small  Cap  Value-Ret/633-3330 
Lord  Abbett  Affiliated  Fund-A/874-3733 
Lord  Abbett  All  Value  Fund-A/874-3733 


B  B 


Lord  Abbett  Developing  Growth-A/874-3733 
Lord  Abbett  Growth  Opportunifies-A/874-3733 
Lord  Abbett  Mid-Cap  Value-A/874-3733 
Lord  Abbett  Small-Cap  Value-A/874-3733 
MainStay  Capital  Appreciation-A/624-6782 
MainStay  Equity  Index  Fund-A/624-6782 
MainStay  MAP  Fund-A/624-6782 

mmm 


7  9% 


14.3  % 


8.0 


5.2 


$0.8 
1.2 


5.00% 
5.00 


109% 
47 


10.2 


8.5 
8.9 


1.0 


5.00 


15 


6.8 


no  load 


67 


23.9 


0.7 


no  load 


83 


17.9 


7.7 


5.50 


113 


12.0 


2.6 


5.50 


31 


10.0 


11.7 


0.9 


5.50 


129 


9.0 


16.1 


0.7 


5.50 


158 


3.1 


1.6 


5.50 


37 


14.6 


9.1 


1.9 


closed 


48 


16.6 


1.0 


no  load 


75 


11.6 


12.7 


12.6 
21.7 


0.5 


4.75 


22 


1.5 


5.25 


15.5 


27.4 


0.7 


13.5 


11.3 
13.9 


1.0 


0.5 


138 


0.6 


closed 
no  load 
5.75 
no  load 


64 


97 
91 
77 


8.7 


20.7 


1.8 


no  load 


32 


8.1 
12.4 


4.7 
11.9 


13.5 


no  load 


22 


5.4 


no  load 


50 


11.8 


10.8 
8.7 


4.6 


no  load 


54 


2.4 


no  load 


84 


16.4 


13.6 


3.0 


closed 


60 


11.4 


23.9 


9.6 


closed 


44 


10.6 


17.6 


1.4 


closed 


75 


11.8 
8.8 


1.0 


5.50 


102 


3.2 


5.50 


68 


9.6 


19.4 


0.5 


5.50 


71 


19.3 


0.5 


5.50 


231 


10.0 


31.1 


3.0 


5.50 


35 


96 


15.8 


0.9 


5.50 


97 


11.6 


6.0 


2.7 


no  load 


8.1 


14.0 


0.7 


5.75 


37 


26.1 


0.9 


5.75 


38 


19.8 


1.4 


closed 


76 


10.5 


14.9 


0.5 


9.6 


13.0 


0.6 


no  load 
no  load 


77 


20 


12.9 


16.4 


13.1 
12.0 


3.6 


no  load 


15 


16.0 


no  load 


14.3 


7.1 


8.7 


closed 


14.6 


14.0 


2.7 


closed 


13.0 


21.5 


0.6 


no  load 


74 


11.9 


12.6 


18.8 


5.75 


43 


13.0 


15.6 


2.0 


5.75 


36 


9.9 


6.0 


1.1 


5.75 


116 


11.5 


0.8 


5.75 


79 


14.8 


24.1 


22.4 


9.0 


closed 


16 


1.7 


closed 


66 


6.5 


3.1 


1.4 


5.50 


19 


9.9 


9.9 


0.6 


closed 


14.9 


15.9 


1.1 


5.50 


61 


$2 
1 
1 
1 
1 
1 
1 
1 
2 
1 
1 
1 
1 
1 
1 
0 
1 
1 
1 
0 

1 
1 
1 
1 

0 

1 
1 
1 
1 

2 
1 
1 
0 

1 
1 
1 
1 
1 
1 
1 

0 

1, 
1 

0 

1 
1 

2 
1 
1 
1 
1 
1 


38 
34 
45 
29 
71 
88 
54 
84 
05 
57 
80 
67 
.40 
28 
39 
.98 
.84 
.11 
10 
94 

°9_ 

10 
14 

43 
97 
21 
62 
25 
55 
.57 
.13 
.50 
.89 
30 
.48 
77 
61  e 
97 
84 
73 
95 
02 
.50 
.99 
.61 
63  e 
17 
32 
.76 
36 
06 
63 
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The  Short  List 
for  Long-term  Funds 

Real  growth  doesn't  come  from  knee-jerk  reactions  to  daily  predictions  and  financial  pundits. 

It  comes  from  building  a  clear  and  detailed  investment  strategy  based  on  long-term 
fundamentals.  Solid  fundamentals  that  are  always  informed,  often  creative  and  utterly  consistent 
year  after  year.  Excelsior  offers  a  family  of  funds  designed  to  help  meet  the  needs  of  any  intelligent 

long-term  investment  strategy. 


As  of  9/30/04 

Average  Animal  Total  Return  (%) 

/ 

YEAR 

5 

YEAR 

10 

YEAR 

SINCE 
INCEPTION 

Excelsior  Fund  (inception) 

Value  &  Restructuring  (12/31/92) 

27.42 

9.50 

15.66 

17.13 

Mid  Cap  Value  (6/1/96) 

17.29 

12.03 

15.45 

Small  Cap  (12/31/92) 

30.28 

11.04 

7.76 

9.21 

Performance  data  quoted  represents  past  performance  which  is  no  guarantee  of  future 
results.  Mutual  fund  performance  changes  over  time  and  current  performance  may  he 
lower  or  higher  than  what  is  stated.  For  current  to  most  recent  month-end  peijormance, 
please  call.  Investment  return  and  principal  value  are  historical  and  will  vary  with 
market  conditions  so  that  an  investor's  shares,  when  redeemed,  may  he  worth  more  or 
less  than  their  original  cost. 

Tlic  Adviser  has  contractually  agreed  to  waive  fees  and  reimburse  expenses.  Total  return 
figures  would  have  been  lower  if  the  fee  had  not  been  waived. 


For  more  complete  information,  you  may  request  a  prospectus  by  calling  800  446-1012 
or  by  visiting  our  website  at  www.excelsiorfunds.com.The  prospectus  contains  more 
complete  information  on  the  funds.  You  should  consider  the  fund's  investment  objectives,  risks, 
charges  and  expenses  carefully  before  you  invest.  Information  about  these  and  other  important 
subjects  is  in  the  fund's  prospectus,  which  you  should  read  carefully  before  investing. 

Excelsior  Funds 


Funds  which  concentrate  their  investments  in  one  economic  sector  or  in  a  geographical  region  may  expose  an 
investor  to  greater  volatility.  There  is  greater  volatility  associated  with  an  investment  in  the  small  cap  market. 

United  States  Trust  Company  of  New  York  and  U.S.  Trust  Company,  N.A.  (together,  the  "Adviser'*),  acting 
through  their  respective  registered  investment  advisory  divisions,  U.S.  Trust  -  New  York  Asset  Management 
Division  and  U.S.  Trust  Company,  N.A.  Asset  Management  Division,  serve  as  investment  adviser  to  each  Fund. 
Shares  of  Excelsior  Funds,  Inc.  are  distributed  by  Bisys  Fund  Services,  Inc.,  which  is  unaffiliated  with  U.S. Trust. 


NOT  FDIC  Insured 


May  lose  value 


No  bank  guarantee 


TAX  ASSETS2  MAXIMUM  PORTFOLIO  COST  DRAG 
iRADE1      (SBIL)  LOAD         TURNOVER      PER  $100 
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J    UP  DOWN 


F 
B 
A 
D 
B 
C 

•  F 

•  B 
F 
C 
B 
F 
D 
B 
C 
B 
B 

•B 
A 
A 

•B 
B 

•B 
A 


D  «A 
C  •  B 
C  D 
A*  D 
D  B 
C  B 
C  D 
C  A 
'  A    •  F 

•  A 
B 
C 
B 
C 

•  F 

•  A 


•  D 

D 

D 

A 

B 
•A 
•C 

•C  •  C 
•B  •  C 
•C  •  B 
D  8 
A  D 
C  A* 
C  C 
C  B 
D  C 
□  B 
C    •  C 


URVEY  STCXCJC 


FUND/800  PHONE 


MainStay  S&P  500  lndex-A/624-6782 
MainStay  Value  Fund-A/624-6782 
Mairs  &  Power  Growth  Fund/304-7404 
Managers  Special  Equity-Managers/835-3879 
Marshall  Mid-Cap  Value-Y/580-3863 
Mass  Investors  Growth  Stock-A/225-2606 
Mass  Investors  Trust-A/225-2606 
MassMutual  Prem  Value-L13/617-225-3800 
Masters'  Select  Equity  Fund/960-0188 
Merger  Fund/343-8959 
Meridian  Growth/446-6662 
Meridian  Value  Fund/446-6662 
Merrill  Balanced  Capital-A/637-3863 
Merrill  Basic  Value  Fund-A/637-3863 
Merrill  Fundamental  Growth-A/637-3863 
Merrill  Healthcare  Fund-A/637-3863 
Merrill  Value  Opportunities-A14/637-3863 
MFS  Capital  Opportunities-A/225-2606 
MFS  Core  Growth  Fund-A/225-2606 
MFS  Emerging  Growth-A/225-2606 
MFS  Mid  Cap  Growth-A/225-2606 
MFS  New  Discovery-A/225-2606 
MFS  Research  Fund-A/225-2606 
MFS  Strategic  Growth-A/225-2606 
MFS  Utilities  Fund-A/225-2606 
MFS  Value  Fund-A/225-2606 
MidCap  SPDRs/ETF 

MS  American  Opportunities-A/869-6397 

MS  Developing  Growth-A/869-6397 

MS  Dividend  Growth  Secs-A/869-6397 

MS  Equally-Weighted  S&P  500-A15/869-6397 

MS  Growth  Fund-A/869-6397 

MS  Health  Sciences-A/869-6397 

MS  Information  Fund-A/869-6397 

MS  Special  Value-A/869-6397 

MS  Strategist  Fund-A/869-6397 

MS  Utilities  Fund-A/869-6397 

Muhlenkamp  Fund/860-3863 

Munder  Index  500-A/468-6337 


10.5% 

7.6 
16.8 
12.3 
13.3 
9.9 
9.0 
♦ 
♦ 


10.3% 
10.6 
18.0 
152. 
16.7 
9.6 
11.5 
16.0 
13.5 


$1.3 


3.00% 


0.7 


5.50 


1.9 
3.3 
0.5 
8.9 
6.0 
0.6 
0.8 


8.2 
13.2 


2.7 
14.5 


♦ 

7.6 
10.6 


15.1 
8.0 
10.2 


1.6 
1.5 
2.4 


3.1 
8.7 


no  load 
no  load 
no  load 
5.75 
5.75 
no  load 
closed 
closed 
no  load 
no  load 
5.25 
5.25 


NA 

47% 
2 

64 

33 
283 

76 

49 

84 
309 

19 

81 

17 

33 


9.1 
13.3 
14.6 

9.3 


6.5 
10.2 
14.0 
12.5 


5.5 
0.6 
3.3 


5.25 


78 


5.25 


2.2 


5.25 
5.75 


141 

80 
63 


6.3 
8.6 


10.2 
13.1 
14.5 


0.7 


5.75 


4.3 
2.1 


5.75 
5.75 


312 
100 
120 


♦ 

8.6 
♦ 

11.3 


6.8 
15.6 

6.5 
29.9 
15.1 


1.2 


5.75 


104 


3.0 
1.6 
1.4 


5.75 
5.75 
4.75 


114 


72 
144 


6.7 


5.75 


55 


♦ 

8.3 
9.2 
8.5 
11.7 


15.0 
8.3 

21.6 
8.5 

16.0 


7.2 


no  load 


4.0 
0.6 
6.9 
1.9 


5.25 


13 
264 


5.25 


149 


5.25 
5.25 


34 


11 


6.5 


7.2 


1.0 


5.25 


139 


11.5 


8.4 
1.7 
17.2 


0.5 


5.25 


63 


0.6 


5.25 


108 


1.1 


closed 


44 


8.3 


10.0 


1.1 


5.25 


42 


6.4 
15.4 


20.4 
24.5 


0.9 


5.25 


43 


1.8 


no  load 


10.2 


Munder  NetNet  Fund-A/468-6337 
Munder  Small-Cap  Value-A/468-6337 
Nations  LargeCap  Index-lnv  A/321-7854 
Nations  Small  Company-lnv  A/321-7854 
Nations  SmallCap  Index-lnv  A/321-7854 
Nations  Value-lnv  A/321-7854 
NB  Focus  Fund-lnv/877-9700 
NB  Genesis  Fund-lnv/877-9700 
NB  Guardian  Fund-lnv/877-9700 
NB  Partners  Fund-lnv/877-9700 
Nicholas  Fund/227-5987 
Nicholas  11/227-5987 
Northern  Growth  Equity/595-9111 


10.1 
14.1 
24.7 
10.5 
9.9 


1.0 


2.50 


0.9 
0^6 


5.50 


43 


5.50 


43 


1.4 


0.6 


22.1 


1.1 


9.3 


13.4 


1.6 


no  load 
5.75 

no  load 
5.75 


40 


16 
69 


11.1 


5.0 


1.6 


no  load 


24 


15.3 


18.8 


7.6 


16.1 


7.8 
1.6 


closed 
no  load 


17 
113 


10.1 


19.2 


1.8 


no  load 


65 


8.4 


11.8 


9.2 


12.0 
8  1 


2.4 
0.5 


no  load 


18 


no  load 


26 


0.8 


no  load 


106 


$0.59 
1.58 
0.82  e 
1.78 
1.41 
1.78 
1.18 
0.94 
1.52 
2.11 
1.06 
1.25  e 
0.83 
0.99  e 
1.39 
2.02 
1.71 
1.51 
2.39 
1.67 
1.82 
2.09 
1.45 
1.67 
1.72 
1.40 
0.25 
1.63 
1.80 
0.90 
0.94  e 
1.60 
1.79  e 
2.03 
1.58e 
0.95 
1.23 
1.22 
0.68  e 
2.83  e 
1.89  e 
0.51  e 
1.58e 
0.57  e 
1.43  e 
1.09 
1.16 
1.09 
1.15 
0.82 
0.77 
1.17e 
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DOW  CORNING 

RUNS 

SAP 


THE  BEST-RUN  BUSINES 


fi  One  of  the  world's  most  innovative  companies  can  now  predict  the  future.  Thanks  to  a  supply 
chain  management  solution  from  SAP,  Dow  Corning  increased  their  forecast  accuracy  hy  25%.  So  inventory  levels  dropped  by 
10%,  and  things  like  production  planning  stay  on-the-money.  Visit  sap.com/chemicals  or  call  cSOO  880  1727  to  find  out  more. 


ANNUAL  RETURN  . 

I    1/31/94  TO  TAX       ASSETS2       MAXIMUM      PORTFOLIO     COST  DRAG 

10/31/04  I -YEAR        GRADE'       ($BIL)  LOAD         TURNOVER      PER  $100 


F1LELP  SUBJ__*L)~- 

PERFORMANCE 
UP    OQWN  j 


•  D 

•  B 

Nuvecn  Large-Cap  Value  Fund-A/257-8787 

♦ 

11.0% 

3 

$0.5 

5.75% 

85% 

$1.55  e 

F 

A 

Oakmark  Fund-l/625-6275 

10.9% 

11.7 

1 

7.0 

no  load 

21 

1.25 

•  B 

•A 

Oakmark  Select  Fund-l/625-6275 

♦ 

9.7 

2 

5.7 

no  load 

20 

1.10 

•  B 

•  B 

Olstein  Financial  Alert  Fund/799-2113 

♦ 

11.0 

4 

2.0 

1.00 

80 

2.56e 

C 

C 

One  Group  Diversified  Equity-A/480-4111 

8.3 

6.8 

1 

1.9 

5.25 

27 

1.29  e 

C 

B 

One  Group  Diversified  Mid-Cap-A/480-4111 

10.2 

14.1 

5 

1.0 

5.25 

73 

1.42  e 

B 

C 

One  Group  Equity  lndex-A/480 -4111 

10.2 

10.2 

2 

2.8 

5.25 

5 

0.60  e 

•  D 

•  B 

One  Group  Inv  Growth  &  lncome-A/480-4111 

♦ 

10.3 

4 

1.8 

5.25 

12 

0.48 

•C 

•  B 

One  Group  Inv  Growth-A/480-4111 

♦ 

11.7 

3 

1.1 

5.25 

14 

0.65  e 

B 

•  D 

One  Group  Large  Cap  Growth-A/480-4111 

♦ 

6.7 

1 

2.2 

5.25 

46 

1.48  e 

D 

C 

One  Group  Large  Cap  Value-A/480-4111 

8.6 

14.8 

2 

1.6 

5.25 

32 

1.51e 

B 

C 

One  Group  Mid  Cap  Growth-A/480-4111 

12.2 

12.6 

3 

2.4 

5.25 

48 

1.46  e 

D 

A 

One  Group  Mid  Cap  Value-A/480-4111 

12.2 

15.2 

4 

1.8 

5.25 

24 

164e 

B 

C 

One  Group  Small  Cap  Growth-A/480-4111 

8.8 

20.4 

2 

0.8 

5.25 

62 

1.75  e 

•D 

•A 

One  Group  Small  Cap  Value-A/480-4111 

♦ 

19.2 

4 

1.1 

closed 

41 

1.51  e 

A 

C 

Oppenheimer  Capital  Apprec-A/525-7048 

11.4 

6.5 

2 

9.2 

5.75 

45 

1.21 

B 

D 

Oppenheimer  Discovery  Fund-A/525-7048 

6.0 

4.0 

4 

1.0 

5.75 

172 

2.17 

C 

C 

Oppenheimer  Equity  Fund-A/525-7048 

8.6 

10.7 

3 

2.7 

5.75 

108 

1.26 

C 

D 

Oppenheimer  Growth  Fund-A/525-7048 

6.2 

4.8 

2 

1.5 

5.75 

104 

1.41 

C 

C 

Oppenheimer  Main  Street-A/525-7048 

8.5 

9.4 

2 

12.4 

5.75 

76 

1.16  e 

D 

B 

Oppenheimer  Quest  Value-A/525-7048 

10.1 

12.7 

2 

1.0 

5.75 

17 

1.57 

0 

A 

Oppenheimer  Small  Cap  Value-A/525-7048 

11.1 

28.3 

3 

1.0 

5.75 

163 

2.44 

D  B 

Oppenheimer  Value  Fund-A/525-7048 

9.3 

15.2 

1 

0.7 

5.75 

117 

1.72 

D 

B 

Parnassus  Equity  Income/999-3505 

10.9 

9.3 

5 

0.8 

no  load 

79 

1.20 

A 

F 

PBHG  Growth  Fund-PBHG/433-0051 

3.6 

7.7 

3 

0.8 

no  load 

164 

1.89 

D 

A 

Pennsylvania  Mutual-lnv/221-4268 

13.2 

20.2 

5 

1.9 

no  load 

30 

0.95 

•  D 

•  A 

Phoenix-Duff  &  Phelps  Real  Estate  Secs-A/243-1574 

♦ 

33.2 

5 

0.6 

5.75 

16 

2.28e 

C 

D 

Phoenix-Engemann  Capital  Grow-A/243-1574 

4.3 

4.7 

2 

0.9 

5.75 

39 

1.36 

•C 

•  C 

Pimco  CCM  Capital  Appreciation-A/227-7737 

♦ 

12.1 

5 

_____ 

0.9 

5.50 

148 

1.61  e 

•C 

•C 

Pimco  CCM  Mid-Cap-A/227-7737 

♦ 

18.2 

0.8 

5.50 

165 

1.75  e 

•D 

•  A 

Pimco  NFJ  Small-Cap  Value-A/227-7737 

♦ 

23.1 

3 

3.0 

closed 

30 

1.53  e 

B 

D 

Pimco  PEA  Growth-A/426-0107 

6.9 

9.4 

~~2 

0.7 

5.50 

71 

1.39  e 

•A 

•  F 

Pimco  PEA  lnnovation-A/426-0107 

♦ 

-6.0 

2 

0.8 

5.50 

233 

3.06  e 

A 

A 

Pimco  PEA  Renaissance-A/426-0107 

17.0 

15.5 

3 

6.4 

5.50 

60 

1.72  e 

A 

D 

Pimco  PEA  Target-A/426-0107 

11.3 

14.4 

3 

0.9 

5.50 

96 

1.66  e 

D 

B 

Pioneer  Equity  lncome-A/225-6292 

10.3 

16.7 

4 

0.9 

5.75 

15 

1.22 

C 

C 

Pioneer  Fund-A/225-6292 

10.6 

11.6 

3 

6.5 

5.75 

6 

1.12 

B 

C 

Pioneer  Growth  Opportunities-lnv16/225-6292 

10.7 

22.5 

1 

0.5 

closed 

46 

1.36 

B 

D 

Pioneer  Growth  Shares-A/225-6292 

7.2 

6.3 

1 

0.7 

5.75 

47 

1.58 

C 

D 

Pioneer  Mid  Cap  Growth-A/225-6292 

5.0 

7.7 

3 

0.6 

5.75 

52 

1.14 

C 

A 

Pioneer  Mid  Cap  Value-A/225-6292 

12.2 

21.7 

4 

2.0 

5.75 

58 

1.58 

D 

B 

Pioneer  Value  Fund-A/225-6292 

7.8 

12.3 

5 

3.9 

5.75 

40 

1.32 

B 

C 

T  Rowe  Price  Blue  Chip  Growth/225-5132 

10.8 

9.2 

8.0 

no  load 

33 

1.06 

F 

A* 

T  Rowe  Price  Capital  Appreciation/225-5132 

12.8 

15.3 

5 

4.7 

no  load 

18 

0.94 

D 

B 

T  Rowe  Price  Dividend  Growth/225-5132 

10.3 

11.9 

2 

0.7 

no  load 

18 

0.89 

D 

A 

T  Rowe  Price  Equity  Income/225-5132 

12.0 

15.1 

5 

17.4 

no  load 

12 

0.84 

B 

C 

T  Rowe  Price  Equity  Index  500/225-5132 

10.5 

10.5 

2 

4.6 

no  load 

1 

0.36 

D 

B 

T  Rowe  Price  Growth  &  Income/225-5132 

9.1 

10.8 

4 

1.9 

no  load 

41 

0.96 

B 

C 

T  Rowe  Price  Growth  Stock/225-5132 

10.8 

10.2 

4 

7.7 

no  load 

35 

0.90 

•C 

•  B 

T  Rowe  Price  Health  Sciences/225-5132 

♦ 

15.8 

2 

1.2 

no  load 

45 

1.33 

A+ 

D 

T  Rowe  Price  Media  &  Telecom/225-5132 

15.2 

26.3 

5 

0.8 

no  load 

124 

1.66 

A 

B 

T  Rowe  Price  Mid-Cap  Growth/225-5132 

14.2 

18.4 

2 

12.7 

closed 

30 

1.06 
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1/31/94  TO 

10/31/04  I -YEAR 


TAX 
GRADE1 


ASSETS2 
($BIL) 


MAXIMUM 
LOAD 


PORTFOLIO 
TURNOVER 


COST  DRAG 
PER  $100' 


FORMANCE  i 
DOWN 

T 

•  A 
D 
A 

|  C 

•  B 
♦  F 

B 

A* 

C 


JND/800  PHONE 


T  Rowe  Price  Mid-Cap  Value/225-5132 

T  Rowe  Price  New  America  Growth/225-5132 

T  Rowe  Price  New  Era/225-5132 

T  Rowe  Price  New  Horizons/225-5132 

T  Rowe  Price  Personal  Strategy  Growth/225-5132 

T  Rowe  Price  Science  &  Technology/225-5132 

T  Rowe  Price  Small-Cap  Stock/225-5132 

T  Rowe  Price  Small-Cap  Value/225-5132 

T  Rowe  Price  Spectrum  Growth/ 225-5132 

T  Rowe  Price  Value  Fund/225-5132 


♦ 

7.4% 
12.0 


20.6% 

11.1 

30.1 


11.8 


17.9 


15.0 


68 
13.1 


1.6 
18.8 


14.4 


25.7 


10.0 


15.2 


15.4 


Principal  MidCap  Fund-A/247-4123 


11.7 


17.3 


Putnam  Asset  Allocation  Growth-A/662-0019 
Putnam  Capital  Appreciation-A/662-0019 


11.8 


9.1 


15.1 


Putnam  Classic  Equity-A/662-0019 
Putnam  Discovery  Growth-A/662-0019 
Putnam  Equity  lncome-A/662-0019 
Putnam  Fund  for  Growth  &  lnc-A/662-0019 
Putnam  Growth  Opportunities-A/662-0019 


9.8 


6.8 


7.1 


11.2 


9.5 


12.2 
11.0 


1.5 


Putnam  Health  Sciences-A/662-0019 
Putnam  Investors  Fund-A/662-0019 


11.6 
8.8 


7.2 
12.8 


D 

A 

A 

B 

A 

A* 

D 


Putnam  New  Opportunities-A/662-0019 
Putnam  New  Value-A/662-0019 
Putnam  OTC  &  Emerging  Growth-A/662-0019 
Putnam  Research  Fund-A/662-0019 
Putnam  Utilities  Growth  &  lnc-A/662-0019 
Putnam  Vista  Fund-A/662-0019 
Putnam  Voyager  Fund-A/662-0019 
Royce  Low  Priced  Stock-lnv/221-4268 
Royce  Micro-Cap  Fund-lnv/221-4268 
Royce  Opportunity-lnv/221-4268 


7.4 


10.1 


1.4 


15.4 
7.9 


7.5 


7.1 


21.4 


8.9 
8.1 


18.9 
4.8 


16.4 


13.6 


14.1 
♦ 


15.8 
17.5 


<■  F 
•A 
C 
C 
A+ 
B 

<•  •  F 
B 
B 
•  B 
»C 
B 
C 
D 
A 
A 
C 
C 
D 


Royce  Premier  Fund-lnv/221-4268 
Royce  Total  Return-lnv/221-4268 
RS  Diversified  Growth/766-3863 
RS  Emerging  Growth/766-3863 
RS  Partners  Fund/766-3863 


13.6 


22.8 


14.9 


17.5 


1.5 


12.2 


Russell  Diversified  Equity-S/787-7354 
Russell  Quantitative  Equity-S/787-7354 
Russell  Real  Estate  Secs-S/787-7354 
Russell  Special  Growth-S/787-7354 
Rydex  OTC-lnv/820-0888 
Salomon  Brothers  Capital-A/725-6666 
Salomon  Brothers  Investors  Value-A/725-6666 
Schwab  MarketTrack  Growth/435-4000 
Schwab  S&P  500  Fund-Sel/435-4000 
Schwab  Small  Cap  lndex-Sel/435-4000 
Scudder  Blue  Chip-A/621-1048 
Scudder  Capital  Growth  Fund-A/621-1048 
Scudder-Dreman  High  Return  Equity-A/621-1048 
Scudder-Dreman  Small  Cap  Value-A/621-1048 
Scudder  Equity  500  lndex-lnv/621-1048 
Scudder  Growth  &  lncome-A/621-1048 
Scudder  Growth-A/621-1048 


9.2 
10.6 


14.3 


11.3 
♦ 


15.2 
31.8 
11.2 
10.7 
35.1 
14.1 
9.7 


14.2 


14.2 


11.7 


10.5 


11.6 
10.7 


10.0 
8.6 
7.4 
13.4 
11.8 
10.5 


16.6 


6.9 


3.3 


15.5 
7.1 
13.5 
25.3 
10.6 
9.4 
4.4 


$4.2 
0.9 
2.1 
5.6 
0.7 
4.5 
6.6 
4.9 
2.5 
2.4 
0.6 


1.4 


4  0.8 

2  1.0 

_  _ 


3.5 
18.0 
1.2 
2.8 
4.4 
7.1 
1.8 
1.5 
1.3 
0.6 
3.0 
13.6 
4.7 
0.6 


2.0 


4  3.0 
4  4.4 
1  0.9 


1.4 
2.0 
2.2 
2.3 
1.3 
0.8 
1.1 
1.6 
1.9 
0.6 
8.5 
1.7 
0.6 
1.2 
5.8 
0.8 
2.5 
5.1 
0.9 


no  load 
no  load 
no  load 
no  load 
no  load 
no  load 
closed 
closed 
no  load 
no  load 
5.75  % 
5.25 
5.25 
5.25 
5.25 
5.25 
5.25 
5.25 
5.25 
5.25 
5.20 
5.25 
5.25 
5.25 
5.25 
5.25 
5.25 
closed 
no  load 
no  load 
no  load 
no  load 
no  load 
closed 
no  load 
no  load 
no  load 
no  load 
no  load 
no  load 
5.75 
5.75 
no  load 
no  load 
no  load 
5.75 
5.75 
5.75 
5.75 
no  load 
5.75 
5.75 


50% 
62 
18 
29 
47 
48 
16 
10 
2 
31 
50 
126 


111 

56 
62 


65 
33 
53 

66 
61 
54 
63 
102 
40 
78 
46 
42 
44 
55 


26 
20 
305 
190 
97 


110 
109 
46 
127 
139 
107 
34 
9 
~3 
34 
185 
22 
14 
67 
8 
42 
25 


$1.25 
1.17 
0.81 
1.16 
0.98 
1.27 
1.09 
0.96 
0.86 
1.09 
1.36 
1.35 

1.68  e 
1.29 

tT.63 
1.20 
0.90 
1.63  e 

|l.27e 
1.48  e 
1.32e 
1.42  e 

1.69  e 
1.72  e 

ri.37~" 

ifl.45e 
|l.34e 

1.79 

1.87 

1.76 

1.30 

1.34 

3.68 

2.35 

2.28 

1.35 
!  1.23 

rr37~~ 

1.80 
1.35 
1.47 
1.12 

0.50 
0.19 

0.50 

pL4T_ 

1.27 
1.32 
1.81 
0.26 
1.29 
1.19 
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OP 

* 

DOWN 

V 

[  1/31/94  TO 
10/31/04 

1-YEAR 

TAX 
GRADE' 

ASSETS'" 
(SBIL) 

MAXIMUM 
LOAD 

PORTFOLIO  C 
TURNOVER 

OSTDRAi 
PER  $100 

A 

D 

Scudder  Mid  Cap  Growth-A17/621-1048 

10.3% 

9.8% 

1 

$0.7 

5.75% 

82% 

$1  58 

A+ 

F 

Scudder  Tcchnology-A/621-1048 

9.6 

1.6 

3 

1.4 

5.75 

51 

1.43 

B 

C 

Selected  American  Shares-S/243-1575 

13.0 

12.0 

3 

7.2 

no  load 

8 

0.96 

A 

D 

Seligman  Capital  Fund-A/221-7844 

10.0 

8,2 

4 

0.5 

4.75 

142 

2.20 

A* 

F 

Seligman  Communications  &  lnfo-A/221-7844 

12.8 

10.6 

3 

3.8 

4.75 

106 

1.57 

D 

B 

Sentinel  Common  Stock-A/233-4332 

9.7 

9.5 

5 

1.1 

5.00 

76 

1.39 

C 

A 

Sentinel  Small  Company-A/233-4332 

13.7 

16.0 

5 

1.4 

closed 

36 

1.45 

D 

A+ 

Sequoia  Fund/686-6884 

14.7 

4.5 

4 

3.8 

closed 

3 

1.01 

0 

A 

Skyline  Special  Equities  Port/828-2759 

11.5 

16.6 

3 

0.6 

no  load 

52 

1.72 

A 

C 

SB  Aggressive  Growth-A/451-2010 

14.2 

10.6 

1 

8.5 

5.00 

5 

1  21 

•  D 

•C 

SB  Allocation  Growth-A/451-2010 

♦ 

8.2 

5 

0.6 

5.00 

NA 

0.80 

•C 

•C 

SB  Allocation  High  Growth-A/451-2010 

'  ♦ 

10.2 

3 

0.7 

5.00 

4 

0.80 

D 

B 

SB  Appreciation  Fund-A/451-2010 

10.1 

8.9 

3 

5.8 

5.00 

42 

1.11 

0 

B 

SB  Capital  &  Income-SB  A/451-2010 

9.6 

9.8 

5 

2.3 

5.00 

77 

1.12 

C 

C 

SB  Fundamental  Value-A/451-2010 

11.0 

7.4 

2 

4.9 

5.00 

34 

1.36 

C 

C 

SB  Growth  &  Income-SB  A/451-2010 

7.7 

8.1 

2 

1.2 

5.00 

63 

1.60 

C 

C 

SB  Large  Cap  Core-A/451-2010 

7.9 

2.6 

2 

3.0 

5.00 

69 

2.02 

D 

B 

SB  Large  Cap  Value-A/451-2010 

7.8 

10.3 

4 

0.8 

5.00 

47 

1.17 

C 

B 

Sound  Shore  Fund/754-8758 

12.6 

15.3 

4 

1.6 

no  load 

62 

1.20 

B 

C 

SPDRs/ETF 

10.4 

10.0 

2 

52.1 

no  load 

2 

0.12 

B 

C 

SSgA  S&P  500  Index/997-7327 

10.6 

10.7 

3 

2.0 

no  load 

10 

0.15 

B 

B 

SSgA  Small  Cap  Fund/997-7327 

11.1 

20.0 

1 

0.7 

no  load 

114 

1.57 

•B 

•A 

State  St  Research  Aurora  Fund-A/882-0052 

♦ 

14.9 

3 

3.8 

closed 

48 

1.83 

B 

D 

State  St  Research  lnvestment-A/882-0052 

8.3 

10.4 

2 

1.4 

5.75 

66 

1.58 

C 

A 

State  St  Research  Mid-Cap  Value-A/882-0052 

13.2 

23.3 

5 

0.7 

5.75 

86 

1.61  e 

D 

C 

STI  Classic  Capital  Appreciation-A/874-4770 

7.7 

5.7 

3 

1.8 

3.75 

106 

2.16  e 

C 

B 

STI  Classic  Growth  &  lncome-A/874-4770 

9.9 

14.0 

2 

1.0 

3.75 

51 

1.38 

D 

B 

STI  Classic  Value  Income  Stock-A/874-4770 

10.0 

14.7 

2 

0.9 

3.75 

67 

1.49  e 

D 

B 

Strategic  Partners  Equity  Fund-A/225-1852 

8.2 

9.4 

4 

1.8 

5.50 

51 

1.16 

B 



C 

Strong  Advisor  Common  Stock-Z/368-3863 

12.0 

10.0 

4 

1.3 

closed 

42 

1.54 

•B 

•0 

Strong  Growth  &  lncome-lnv/368-3863 

♦ 

8.9 

1 

0.5 

no  load 

199 

2.01 

A 

D 

Strong  Growth-lnv/368-3863 

11.3 

12.6 

3 

1.5 

no  load 

139 

1.99 

B 

D 

Strong  Large  Cap  Growth-lnv/368-3863 

6.8 

8.6 

3 

0.5 

no  load 

253 

2.00 

B 

C 

Strong  Opportunity-lnv/368-3863 

12.1 

17.6 

3 

2.5 

no  load 

60 

1.62 

A 

D 

TA IDEX  Janus  Growth-A/888-233-4339 

8.6 

15.0 

2 

1.2 

5.50 

62 

1.83 

B 

B 

Third  Avenue  Value/443-1021 

14.0 

26.6 

5 

4.1 

no  load 

11 

1.19 

B 

A 

Thompson  Plumb  Growth  Fund/999-0887 

15.1 

4.2 

5 

1.5 

no  load 

41 

1.31 

•  B 

•C 

Thornburg  Value  Fund-A/847-0200 

♦ 

7.2 

2 

2.1 

4.50 

83 

1.68 

C 

C 

Thrivent  Large  Cap  Stock-A18/847-4836 

10.0 

8.2 

4 

3.8 

5.50 

22 

1.08 

B 

C 

Thrivent  Mid  Cap  Stock-A19/847-4836 

9.4 

16.7 

4 

0.9 

5.50 

123 

1.44  e 

B 

B 

Torray  Fund/443-3036 

13.5 

6.9 

4 

1.7 

no  load 

37 

1.23 

•  B 

•  B 

Touchstone  Emerging  Growth-A/638-8194 

♦ 

10.6 

4 

0.9 

5.75 

79 

1.86 

•A 

•  D 

Turner  Midcap  Growth-l/224-6312 

♦ 

11.0 

2 

1.0 

no  load 

208 

2.07 

D 

A 

Tweedy,  Browne  American  Value/432-4789 

11.6 

9.4 

3 

0.7 

no  load 

3 

1.41 

•B 

•  D 

UBS  Pace  Large  Co  Growth  Equity-A/647-1568 

♦ 

8.6 

3 

0.8 

5.50 

82 

1.56  e 

•  F 

•  B 

UBS  Pace  Large  Co  Value  Equity-A/647-1568 

♦ 

12.9 

2 

1.1 

5  50 

73 

1.42  e 

A* 

_____ 

USAA  Aggressive  Growth/531-8448 

8.1 

13.0 

_____ 

1.0 

no  load 

88 

1.33  e 

C 

B 

USAA  Growth  &  Income  Fund/531-8448 

9.3 

10.6 

3 

1.2 

no  load 

73 

1.23e 

G 

D 

USAA  Growth  Fund/531-8448 

4.3 

12.7 

1 

0.9 

no  load 

NA 

1.14  e 

D 

B 

USAA  Income  Stock  Fund/531-8448 

8.8 

12.0 

5 

1.9 

no  load 

54 

1.07  e 

•C 

•  C 

USAA  S&P  500  Index  Member/531-8448 

♦ 

10.5 

3 

2.6 

no  load 

1 

0.34 

_____ 

•C 

Vanguard  Capital  Opportunity-lnv/662-7447 

♦ 

21.6 

2 

8.3 

closed 

14 

0.68 
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YOU  SEE  A  LITTLE  KNOWN  CANDY. 
WE  SEE  A  SWEET  DEAL. 

Our  unique  perspective  helps  us  uncover  values  others  might  miss. 


I  When  our  Mutual  Series  fund  managers  discovered 

MUTUAL 

series      a  small  candy  company  with  a  potentially  vast  interna- 

FUNDS 

tional  market,  they  seized  the  opportunity  to  purchase 
its  stock  at  a  significant  discount  to  its  intrinsic  value.  The  result: 
a  sweet  deal  for  our  fund  shareholders  when  we  sold  the  stock  at 
a  profit. 

Identifying  value  like  this  requires  a  unique  perspective.  One 
that  comes  from  consistently  following  a  three-pronged  strategy 
of  digging  deep  to  find  undervalued  securities,  distressed  debt 
and  arbitrage  opportunities.  A  proven  approach  that  has  provid- 
ed strong  performance  over  the  long  term. 

For  details  on  how  our  perspective  may  benefit  your  portfolio, 
see  your  financial  advisor,  call  1-800-FRANKLIN  or  visit  us  at 
franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PERSPECTIVES 


MUTUAL  SHARES  FUND 

verage  Annual  Total  Returns  9/30/04  -  Class  A^ 

1-Year 

9.30% 

5-Year 

7.31% 

10  Year 

11.22% 

Before  investing  in  Mutual  Shares  Fund,  you  should  carefully  consider  the  fund's 
investment  goals,  risks,  charges  and  expenses.  You'll  find  this  and  other  information 
in  the  fund's  prospectus,  which  you  can  obtain  from  your  financial  advisor.  Please 
read  the  prospectus  carefully  before  investing.  Investment  return  and  principal  value 
will  fluctuate  so  that  your  shares,  when  redeemed,  may  be  worth  more  or  less  than 
their  original  cost.  Performance  data  quoted  includes  the  maximum  5.75%  initial 
sales  charge  and  represents  past  performance,  which  does  not  guarantee  future 
results.  More  recent  returns  may  differ  from  figures  shown;  for  most  recent  month- 
end  performance  figures,  please  visit  franklintempleton.com. 
Investing  in  companies  involved  in  mergers,  reorganizations  and  liguidations  involves  special  risks. 
Foreign  investing  involves  special  risks  including  currency  fluctuations  and  political  uncertainty. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 

The  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance.  Prior  to  11/1/96,  only  a  single  class  of  fund  shares  was  offered  without  sales 
harge  and  Rule  12t>1  expenses.  Returns  shown  are  a  restatement  of  the  original  class  to  include  both  the  Rule  120-1  expenses  and  maximum  initial  sales  charge  as  though  in  effect  from  the 
jndrs  inception.  Average  annual  total  returns  represent  the  average  annual  increase  in  value  of  an  investment  over  the  indicated  periods  and  assume  reinvestment  of  dividends  and  capital 
ains  at  net  asset  vaiue.  fobvos 


ANNUAL  RETURN 

I   1/31/94  TO  TAX       ASSETS2      MAXIMUM      PORTFOLIO     COST  ORAL 

10/31/04         1-YEAR  !     GRADE1      ($BIL)  LOAD         TURNOVER      PER  $100 


FUND  SURVE* 

PERFORMANCE 
UP    DOWN  ; 


F  B 

Vanguard  Dividend  Growth/662-7447 

6.6% 

11.0% 

5 

$0.9 

no  load 

23% 

$0.46 

c 

A 

Vanguard  Energy  Fund-lnv/662-7447 

14.1 

36.6 

5 

53 

closed 

26 

0.49 

0 

B 

Vanguard  Equity  lncomc-lnv/662  7447 

11.1 

13.6 

5 

3.7 

no  load 

55 

0.57 

B 

c 

Vanguard  Explorer  Fund-lnv/662-7447 

11.0 

13.8 

4 

9.1 

no  load 

77 

1.04 

A 

c 

Vanguard  Extended  Mkt  lndcx-lnv20/662-7447 

10.6 

18.7 

4 

8.8 

no  load 

8 

0.28 

B 

c 

Vanguard  500  lndex-lnv20/662-7447 

10.7 

10.7 

3 

103.4 

no  load 

2 

0.18 

B 

C 

Vanguard  Growth  &  lncome-lnv/662-7447 

11.0 

11.1 

3 

7.0 

no  load 

88 

0.66 

A 

D 

Vanguard  Growth  Equity/662-7447 

7.6 

5.3 

1 

0.8 

no  load 

220 

1.32 

B 

D 

Vanguard  Growth  lndex-lnv20/662-7447 

10.6 

7.2 

2 

99 

no  load 

44 

0.24 

B 

A 

Vanguard  Health  Care-lnv/662-7447 

18.9 

9.5 

5 

21.5 

no  load  r 

13 

0.32 

•C 

•  B 

Vanguard  LifeStrategy  Growth  Fund/662-7447 

♦ 

12.6 

4 

5.8 

no  load 

2 

0.28 

B 

D 

Vanguard  Morgan  Growth-lnv/662-7447 

10.4 

10.5 

4 

4.9 

no  load 

91 

0.69 

A 

C 

Vanguard  Primecap  Fund-lnv/662-7447 

15.0 

18.3 

3 

26.3 

closed 

12 

0.55 

•D 

•A 

Vanguard  REIT  lndex-lnv/662-7447 

♦ 

30.7 

5 

5.8 

no  load  r 

7 

0.27 

•D 

•A 

Vanguard  Selected  Value/662-7447 

♦ 

20.4 

~3~ 

2.1 

no  load  r 

40 

0  96 

B 

C 

Vanguard  Small-Cap  lndex-lnv20/662-7447 

10.8 

19.9 

4 

9.3 

no  load 

39 

0.31 

•  B 

•  B 

Vanguard  Strategic  Equity/662-7447 

♦ 

20.5 

5 

3.5 

no  load 

100 

0.66 

•  B 

•C 

Vanguard  Tax-Managed  Capital  Apprec-lnv/662-7447 

♦ 

11.7 

2 

3.0 

no  load  r 

11 

0.19 

•C 

•  C 

Vanguard  Tax  Managed  Growth  &  lnc-lnv/662-7447 

♦ 

10.8 

3 

2.5 

no  load  r 

5 

0.17 

B 

C 

Vanguard  Total  Stock  Mkt  lndox-lnv20/662-7447 

10.4 

12.5 

3 

54.8 

no  load 

2 

0.21 

B 

D 

Vanguard  US  Growth-lnv/662-7447 

5.5 

7.0 

4 

6.2 

no  load 

47 

0.71 

C 

B 

Vanguard  Value  lndex-lnv20/662-7447 

10.6 

15.3 

4 

5.5 

no  load 

47 

0.24 

c 

B 

Vanguard  Windsor  Fund-lnv/662-7447 

11.1 

13.4 

4 

20.2 

no  load 

23 

0.56 

c 

B 

Vanguard  Windsor  ll-lnv/662-7447 

12.0 

18.3 

4 

33.1 

no  load 

29 

0.52 

•A 

•  D 

VanKampen  Aggressive  Growth-A/421-5666 

♦ 

15.1 

3 

1.4 

5.75% 

201 

2.07 

C 

A 

VanKampcn  Comstock  Fund-A/421-5666 

13.5 

17.6 

■ if 

13.8 

5.75 

40 

1.06 

A* 

D 

VanKampen  Emerging  Growth-A/421-5666 

10.0 

7.0 

4 

6.3 

5.75 

177 

1.64e 

B 

D 

VanKampen  Enterprise  Fund-A/421-5666 

6.5 

3.5 

3 

1.6 

5.75 

140 

1.57 

C 

B 

VanKampen  Growth  &  lncomc-A/421-5666 

12.2 

13.9 

4 

6.8 

5.75 

61 

1.05 

•B 

•  D 

VanKampen  Mid  Cap  Growth-A/421-5666 

♦ 

21.0 

4 

0.6 

5.75 

268 

2.14 

D 

C 

VanKampen  Pace  Fund-A/421-5666 

6.1 

7.0 

2 

1.5 

5.75 

171 

1.15  e 

D 

•A 

VanKampen  Real  Estate  Sccs-A/421-5666 

♦ 

36.7 

5 

0.5 

4.75 

22 

1.63 

B 

B 

Victory  Diversified  Stock-A/539-3863 

13.1 

10.2 

4 

2.3 

5.75 

95 

1.46 

D 

B 

W&R  Advisors  Accumulativc-A/888-923-3355 

10.4 

7.3 

5 

2.0 

5.75 

483 

2.43  e 

D 

C 

W&R  Advisors  Core  lnvcstment-A/888-923-3355 

8.8 

9.8 

5 

4.3 

5.75 

49 

1.26  c 

A 

D 

W&R  Advisors  New  Concepts-A/888-923-3355 

11.3 

19.3 

4 

1.2 

5.75 

29 

1.68  e 

A+ 

D 

W&R  Advisors  Science  &  Tech-A/888-923-3355 

16.2 

16.2 

5 

2.2 

575 

125 

1.79e 

B 

D 

W&R  Advisors  Vanguard  Fund-A/888-923-3355 

8.8 

5.6 

3 

1.8 

5.75 

137 

1.46  e 

B 

A* 

Wasatch  Core  Growth/551-1700 

17.7 

21.6 

3 

1.6 

closed 

47 

1.45 

•B 

•A 

Wasatch  Micro-Cap  Fund/551-1700 

♦ 

12.7 

5 

0.5 

closed 

50 

2.50 

B 

A 

Wasatch  Small  Cap  Growth/551-1700 

14.7 

13.4 

~~4 

1.3 

closed 

63 

1.45 

C 

A 

Weitz  Partners  Value/232-4161 

15.3 

15.0 

4 

2.8 

no  load 

11 

1.20 

C 

A 

Wcitz  Value  Fund/232-4161 

15.2 

15.7 

4 

4.4 

no  load 

12 

1.18 

•C 

•  C 

Wells  Fargo  Diversified  Equity-A/222-8222 

♦ 

10.5 

4 

1.4 

5.75 

32 

1.25 

•  D 

•  B 

Wells  Fargo  Equity  lncomc-A/222-8222 

♦ 

11.1 

5 

.12 

5.75 

9 

1.29 

•C 

•C 

_____ 

Wells  Fargo  Growth  Equity-A/222-8222 

♦ 

11.6 

T 

0.6 

5.75 

58 

1.50 

A* 

White  Oak  Growth  Stock/888-462-5386 

10.5 

-3.2 

i 

1.6 

no  load 

4 

1.12 

B 

D 

Wilshire  Largo  Co  Growth-lnv/888-200-6796 

11.2 

6.7 

i 

0.6 

no  load 

93 

1.59 

C 

B 

WM  Growth  &  lncome-A/222-5852 

10.6 

8.6 

2 

0.7 

5.50 

17 

0.98 

•C 

•  B 

WM  SAM-Conscrvative  Growth-A/222-5852 

♦ 

10.9 

4 

2.8 

5.50 

7 

1.05 

•B 

•  C 

WM  SAM-Str.  regie  Growth-A/222-5852 

♦ 

11.9 

~~~ 3~ 

1.6 

5.50 

7 

1.13 

A 

B 

WM  West  Coast  e.iuity-A/222-5852 

15.6 

13.2 

4 

0.8 

5.50 

14 

1.11 
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RETURN. 
5-YEAR  COST  DRAG 

ANNUALIZED    1-YEAR    |    PER  $100' 


D  SURVEY  GLOBAL  STOCK 


¥ 

5-YEAR 
ANNUALIZED  1-YEAR 

COST  DRAG 
PER  $100' 

B     AIM  Adv  Health  Sciences-A21 

1.3%  7.6% 

$1.82  e 

D 

AIM  Global  Aggressive  Growth-A 

-3.4  24.4 

2.39 

C 

AIM  Global  Equity-A22 

2.8  21.6 

2.59 

D 

AIM  Global  Growth-A 

-8.5  15.6 

2.34 

A* 

AIM  Global  Health  Care-A 

10.3  9.2 

2.26 

A 

AIM  Gold  &  Precious  Metals-A23 

17.7  -5.0 

2.68e 

A 

AlllanceBern  Global  Health  Care-A 

2.9  6.2 

1.39e 
2.05 

F 

AllianceBern  Global  Technology-A24 

-13.9  4.9 

A 

American  Century  Global  Gold-lnv 

18.9  -8.2 

0.91 

D 

American  Century  Global  Growth-lnv 

-2.9  15.1 

1.72 

c 

Amer  Funds  Cap  World  Growth  &  Inc-A 

8.2  19.4 

0.94 

c 

Amer  Funds  New  Perspective-A 

2.2  14.3 

0.93 

D 

Amer  Funds  Smallcap  World-A 

-0.8  17.8 

1.49 

C 

Atlas  Global  Growth 

3.1  17.8 

1.71 

C 

AXP  Threadneedle  Global  Balanced-A26 

-1.4  14.0 

1.60 

D 

AXP  Threadneedle  Global  Eq-A2S 

-7.9  16.1 

1.80 

B 

Calamos  Global  Growth  &  Income-A 

2.0  8.7 

1.72 

D 

Credit  Suisse  Gl  Post-Venture  Cap-A 

-7.4  17.9 

2.88 

C 

Dreyfus  Premier  WW  Growth-A 

-2.1  6.2 

1.29 

B 

Eaton  Vance  WW  Health  Sciences-A 

11.8  6.8 

1.92e 

A 

Evergreen  Asset  Allocation-A 

9.4  12.0 

1.17 

C 

Evergreen  Global  Large  Cap  Equity-A27 

-4.3  7.6 

2.56 

D 

Evergreen  Global  Opportunities-A 

3.0  23.7 

3.39 

A 

Evergreen  Precious  Metals-A 

24.2  -5.8 

2.35 

C 

Exeter  World  Opportunities  Series-A 

9.3  25.4 

1.50 

B 

Fidelity  Adv  Natural  Resources-T 

9.7  23.4 

1.61  e 

B 

Fidelity  Global  Balanced 

3.7  13.7 

1.29 

B 

Fidelity  Select-Gold 

14.9  -9.8 

1.47 

C 

Fidelity  Worldwide  Fund 

1.7  122 

1.66 

A+ 

First  Eagle  Global-A 

16.8  18.4 

1.32 

A+ 

First  Eagle  Gold-A 

25.3  -5.1 

1.50 

D 

First  Investors  Global  Fund-A 

-3.4  12.4 

2.35 

B 

Franklin  Global  Health  Care-A 

6.6  10.1 

1.96  e 

B 

Franklin  Gold  &  Precious  Metals-A 

150  -5.5 

1.05  e 

A 

Franklin  Mutual-Discovery-A 

9.9  19.0 

1.54 

C 

Fremont  Global  Fund 

0.0  119 

0.95 

D 

Gabelli  Global  Growth 

-11.2  9.4 

2.09 

D 

Gabelli  Global  Telecommunications 

-5.7  23.4 

1.70 

C 
D 

Goldman  Sachs  Agg  Growth  Strategy-A 

0.5  18.9 

0.60 

Hartford  Global  Leaders-A 

-0.6  18.3 

2.70 

D 

ING  Worldwide  Growth  Fund-A 

-10.3  9.4 

2.39 

B 

Ivy  Global  Natural  Resources-A 

19.8  279 

2.46 

B 

Janus  Global  Life  Sciences 

2.3  15.0 

1.34 

F      Janus  Global  Technology 

-18.9  1.2 

1.23 

D      Janus  Worldwide  Fund 

-9.1  5.5 

1.28 

D      Jennison  Global  Growth  A 

-6.1  9.5 

1.88 

B 

Jennison  Natural  Resources-A 

19.3  27.1 

1.54 

C 

Lord  Abbett  Alpha  Fund-A 

1.8  16.8 

0.39 

A 

Merrill  Global  Allocation-A 

9.6  14.3 

1.18 

0 

Merrill  Global  Growth-A 

-7.6  15.7 

1.87  e 

PERFORMANCE 
UP  DOWN 

A  ▼ 





FOOTNOTES  PAGE  139 


c 

C 

j  ,  

Merrill  Global  Value  Fund-A 

0.6 

13.7 

1.70 

B 

A 

Merrill  Natural  Resources-A 

172 

30.7 

1.40  e 

F 

B 

Merrill  Utilities  &  Telecom-A 

0.9 

25.6 

1.44 

D 

C 

MFS  Global  Equity-A 

2.1 

18.4 

1.83 

B 

D 

MFS  Global  Growth-A 

-3.1 

15.1 

1.96 

F 

A 

MFS  Global  Total  Return-A 

6.1 

16.4 

1.54 

D 

D 

MS  Global  Advantage-A 

-6.3 

12.0 

1.64 

C 

C 

MS  Global  Dividend  Growth  Secs-A 

3.6 

14.6 

1.34 

F 

e 

MS  Global  Utilities-A 

-1.1 

21.3 

1.35o 

A 

B 

Oakmark  Global-! 

18.6 

15.6 

1.79 

B 

C 

Oppenhelmer  Global  Fund-A 

3.9 

18.7 

1.41 

A* 

D 

Oppenheimer  Global  Oppors-A 

3.6 

29.9 

1.36 

B 

B 

Oppenheimer  Gold  &  Special  Mins-A 

17.2 

-4.3 

2.00 

D 

C 

Phoenix-Aberdeen  WW  Oppors-A 

-1.3 

15.8 

2.22e 

C 

B 

Pimco  RCM  Global  Healthcare-A 

9.8 

12.7 

1.62 

A* 

F 

Pimco  RCM  Global  Technology-A 

-9.3 

17.5 

3.24e 

B 

B 

Polaris  Global  Value 

12.7 

23.6 

1.90 

F 

B 

Purisima  Total  Return 

1.9 

7.8 

1.50 

C 

D 

Putnam  Global  Equity-A 

-10.8 

13.5 

1.62 

B 

A 

RS  Contrarian  Value 

17.1 

29.3 

2.28 

B 

A* 

RS  Global  Natural  Resources 

23.1 

34.4 

2.48 

A 

D 

Scudder  Global  Discovery-A 

0.8 

23.3 

1.85 

D 

C 

Scudder  Global  Fund-A 

0.3 

14.7 

1.96  e 

A 

A 

Scudder  Gold  &  Precious  Metals-A 

25.5 

-9.1 

2.67 

B 

D 

Security  Global  Fund-A 

2.5 

18.0 

2.25 

B 

D 

Seligman  Global  Smaller  Cos-A 

-2.6 

21.7 

3.27 

A+ 

F 

Seligman  Global  Technology-A 

-12.2 

4.6 

2.98 

C 

D 

SB  Hansberger  Global  Value-A 

-1.2 

11.7 

1.74  e 

A* 

A 

State  St  Research  Global  Resources-A 

34.7 

47.6 

1.55e 

C 

D 

TA  IDEX  Templeton  Great  Cos-A 

-9.7 

6.6 

2.07 

c 

C 

Templeton  Capital  Accumulator-A 

3.8 

16.9 

1.21 

C 

C 

Templeton  Global  Opportunities-A 

1.9 

16.6 

1.62 

B 

C 

Templeton  Global  Smaller  Cos-A 

9.7 

26.3 

1.60 

c 

B 

Templeton  Growth  Fund-A 

7.6 

17.0 

1.24 

C 

C 

Templeton  World  Fund-A 

3.6 

15.6 

1.28  e 

D 

A 

Tweedy,  Browne  Global  Value 

7.1 

20.0 

1.45 

D 

A 

UBS  Global  Allocation-A 

8.9 

14.2 

1.28 

D 

C 

UBS  Global  Equity-A 

2.2 

14.0 

1.40 

A 

B 

US  Global  Resources 

24.4 

30.4 

2.29 

A 

B 

US  Global  World  Precious  Minerals26 

18.9 

1.0 

1.98 

D 

B 

USAA  Cornerstone  Strategy 

4.4 

11.5 

1.19 

A 

A 

USAA  Precious  Metals  &  Minerals 

23.3 

-10.8 

1.48o 

C 

C 

USAA  World  Growth  Fund 

-1.4 

18.3 

2.02  c 

B 

B 

Van  Eck  Global  Hard  Assets-A 

13.2 

22.6 

2.67 

B 

B 

Vanguard  Global  Equity 

9.5 

20.1 

1.29 

A 

B 

Vanguard  Precious  Metals  &  Mining 

20.3 

8.1 

0.71 

D 

C 

VanKampen  Global  Eq  Allocation-A 

-2.0 

12.1 

1.75 

D 

A* 

VanKampen  Global  Franchise-A 

14.3 

13.0 

1.63  c 

D 

B 

VanKampen  Global  Value  Equity-A 

13.0 

1.72  e 
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UP 

v.m ; 

 HtlUHH  

5-YEAR        '  y~t 
ANNUALIZED  1-YEAR 

COST  DRAG 
PER  $100= 

UP    DOWN  : 

*      T                             _                        _  / 

l^irTji^BB'j  ^.M 

B 

C    Acadian  Emerging  Markets-lnst 

12.2%  33.5% 

$2.48 

•0 

•A 

Matthews  Asian  Growth  &  Inc 

16.8%  21.4% 

$1 

B 

•C 

AIM  international  Growth-A 

-4.8  23.4 

2.07 

A 

c 

Matthews  Pacific  Tiger  Fund 

8.7  23.3 

1. 

•C 

•B 

American  AAdvantage  Intl  Equity-PA 

3.9  23.6 

1.10 

B 

A 

Merrill  EuroFund-A 

48  196 

1. 

•A 

•B 

American  Century  Intl  Discovery-lnv 

0.6  16.3 

2.53 

B 

A 

Merrill  International  Value-A 

4  9      21  5 

1. 

B 

•D 

American  Century  Intl  Growth-lnv 

-6.2  15.3 

1.84 

c 

c 

Merrill  Pacific  Fund-A 

-3.5  162 

1. 

B 

B 

American  Funds  EuroPacific  Growth-A 

-0.2  19.7 

0.99 

•B 

•B 

MFS  Research  International-A 

0  9      20  4 

2. 

•A 

•C 

Artisan  International-lnv 

-1.5  17.8 

1.42 

A* 

B 

MS  European  Equity-A33 

-1.5  12.5 

1. 

D 

D 

AXP  Threadneedle  Intl-A29 

-8.8  16.5 

2.16 

D 

•B 

Nations  International  Equity-lnv  A 

-1.9  17.6 

1. 

•B 

•B 

Bernstein  Emerging  Markets  Value30 

12.1  39.2 

2.02 

•A 

•A 

Nations  International  Value-lnv  A 

6.8  24.2 

1. 

C 

•A     Bernstein  Tax-Managed  Intl30 

4.4  17.6 

1.36 

•B 

•C 

Northern  International  Growth  Equity 

-2.7  16.8 

2. 

B 

•  B 

W»n  Blair  International  Growth-N 

2.5  18.5 

1.91 

B 

•A 

Oakmark  International  Fund-I 

9  9  19.1 

1. 

A 

a  r* 
•V» 

Columbia  Acorn  International-A 

-0.2  28.9 

1.81 

•A 

•A 

Oakmark  International  Small  Cap-I 

13.9      28  9 

1. 

C 

Columbia  International  Equity-A 

-6.7  13.5 

1.61 

•D 

•C 

Old  Westbury- International  Fund 

-2.1  14.9 

2. 

C 

Columbia  International  Stock-A 

-4.5  13.3 

1.72 

•C 

•C 

One  Group  Diversified  Intl-A 

-2.9  16.9 

1. 

D 

a  A 

Delaware  International  Value  Equity-A 

5.3  20.3 

2.16 

•B 

•C 

One  Group  Intl  Equity  Index-A 

-1.7  21.4 

1. 

•C 

a  A 

•A 

Dreyfus  Premier  Emerging  Markets-A 

10.4  26.9 

2.19 

•A 

•A 

Oppenheimer  Developing  Mkts-A 

14.1  33.0 

1. 

•C 

a  A 

•  A 

Dreyfus  Premier  Intl  Value-A 

4.3  19.8 

1.68  e 

•A 

•D 

Oppenheimer  International  Growth-A 

-2.0  16.5 

1. 

D 

B 
D 

Evergreen  International  Equity-A 

0.9  19.0 

1.51 

B 

•A 

Preferred  International  Value 

5.0  19.6 

1. 

•A 

a  n 

Federated  International  Small  Co-A 

-5.8  20.9 

2.37 

•C 

•C 

T  Rowe  Price  Emerging  Mkts  Stock 

5.0  27.0 

1. 

B 

ri 
U 

Fidelity  Adv  Overseas-T 

-3.4  12.9 

1.81 

B 

B 

T  Rowe  Price  European  Stock 

-0.9  16.4 

1. 

•B 

a  f* 

Fidelity  Aggressive  International 

-2.5  10.3 

1.95 

A 

c 

T  Rnwp  Prirp  1  ntpmatinnai  n.srni/prv 

i   nunc  ri  ibc  iimgi  nai  luiiai  uiauuvci  y 

1.7  23.8 

1. 

D 

A 
A 

Fidelity  Canada  Fund 

12.8  23.9 

1.71 

c 

c 

T  Rowe  Price  International  Stock 

-4.6  13.9 

1. 

A 

a  A 

•  A 

Fidelity  Diversified  International 

4.1  19.7 

1.46 

c 

D 

T  Rowe  Price  New  Asia 

0.6  18.6 

1. 

D 

n 
II 

Fidelity  Emerging  Markets 

2.2  22.9 

1.96 

A 

B 

Putnam  Europe  Equity-A 

-1.8  18.4 

1. 

•C 

a  R 

Fidelity  Europe  Capital  Appreciation 

2.1  16.4 

2.00 

•A 

•C 

Putnam  Intl  Capital  Opportunities-A 

-0.1  30.9 

2. 

A+ 

P 

U 

Fidelity  Europe  Fund 

1.5  29.0 

1.49 

A 

B 

Putnam  International  Equity-A 

-2.0  16.2 

1. 

C 

D 

Fidelity  International  Discovery31 

1.8  19.1 

1.43 

•C 

•B 

Putnam  Intl  Hrnwth  &  lnrnmp-/\ 

r  u  i  nani  iiiii  ui  uyy  in  ol  iiil-umig  n 

2.5  20.9 

1. 

C 

a  n 

Fidelity  Japan  Fund 

-10  0     10  9 

1.25 

•A 

•p 

Putnam  Intl  Npw  Onnortunities-A 

1    U 1 1  lul  II   1(111    I^GCT    UuUUI  IUIHIIG9 

-10.4  13.2 

2 

•A 

a  n 

Fidelity  Japan  Smaller  Cos 

-4.6  22.3 

1.28 

c 

B 

Russell  Emerging  Markets-S 

4.6  27.9 

2. 

A* 

Fidelity  Latin  America 

7.5  41.1 

1.47 

o 

c 

RiisspEI  1  nt pr n ati n na i  Rpps-S 

nu99cii  unci  naiiuiiai  juoa  «•/ 

-1.3  16.9 

1. 

B 

n 

Fidelity  Overseas  Fund 

-3.0  13.5 

1.38 

•C 

•C 

Schwab  International  Index-Sel 

-2.8  18.3 

0. 

C 

n 
u 

Fidelity  Pacific  Basin 

-5.5  14.1 

1.50 

c 

D 

Scudder  International  Fund-A 

-6.2  16.4 

1. 

C 

n 
11 

Fidelity  Southeast  Asia 

0.6  13.6 

1.94 

A 

A 

^ruHHpr  1  atin  Amprira-A 

tJUUUUCI    L0I  III  rMHCI  IIjCI  rA 

7.1  33.8 

2. 

•D 

a  R 

aTi4tl*  TkiviJ  1  na*\  ■■■  nAl  ah  m  1  KT  »■>>!*.»  A 

rittn  I  niro  international  tquity-A 

-1.4  15.6 

1.68  e 

c 

B 

SSi?A  EmprPinp  Markets 

wwgrA  Ullll>i  5IH5  ITICII  nv<9 

5.1  24.7 

3. 

•B 

a  C 

•to 

First  American  International-A 

-4.7  10.7 

1.98 

,f 

•B 

STI  Classic  International  Eauitv-A 

w  1  1  viciooiw  111101  iionunai        ui  1  j  n 

1.0  18.5 

2. 

•D 

a  A 
•  A 

First  Eagle  Overseas-A 

16.6  21.8 

1.31 

•B 

•C 

^Ti  Class. r  Intl  Fnuitv  IndpY-A 

-2.5  20.4 

1. 

•C 

a  A 

1  A 

Franklin  Mutual-European-A 

9.8  21.2 

1.56 

•D 

•B 

Stratpf?ir  Partners  Intl  Value-A 

wl  1  uiugiu  rai  iiici  3  iiiii  toiug  n 

-1.6  15.7 

1. 

«D 

•  c 

Goldman  Sachs  Intl  Equity-A 

-4.0  13.1 

1.90  e 

c 

A 

Tpmnlptnn  Dpvplnnini?  Markpts-A 

1  cni|jic  1  uii  i/GVGiupnig  niai  noi»  n 

4.6  25.4 

2 

A* 

A 

Harbor  International-lnv 

5.2  17.5 

1.34 

A 

Tpmnlptnn  Fnrpi<?n  Fund-A 

4.6  18.1 

1. 

•A 

•A 

ING  International  Value-A 

5.8  23.9 

1.82 

rj 

•A 

Tpmnlptnn  FnrpiPn  ^mallpr  fins-A 

ICIIipiCll'll    1   UI  Clgll   wlllCIIIGI  n 

8.9  19.8 

1. 

•C 

•B 

iShares  MSCI  Hong  Kong  Index 

-0.8  24.0 

0.82  e 

•  B 

•D 

ltR*\  Pare  IntPrnatirtnal  Fn-A 

U  DO  rdLC  llllcMldllUllal  bl^  M 

-4.1  18.2. 

1. 

•C 

•D 

iShares  MSCI  Japan  Index 

-7.0  14.8 

0.64  e 

•D 

•A 

iimr  Scout  Worldwide 

\J  IVI D  Ol'JUl    »¥ UI  1U  »»  1  U G 

1.6  18.0 

1 

•  F 

•B 

iShares  MSCI  United  Kingdom  Index 

n  7Q  p 

to 

B 

HQAA  1  ntp  r  natinn  a  1  Funri 
UOHM  1 1 1 1  CI  1 1 B 1 1  UI ini  ruuu 

1.6  18.5 

1. 

•A 

•  D 

Janus  Overseas  Fund 

-5.0  18.6 

U.JO 

B 

Vanfiiard  Fmprp"  Mkts  Stnrk  Idx-lnv20 

Vdiigudiu  ciik  i  g  ivmia  oiuui\  iua  iiiv 

5.3  26.1 

0. 

C 

F 

Japan  Fund 

H.  O         JL  1. .  □ 

1  71 

A 

B 

Vanonai'H  Fnrmpan  ^tnrlf  [ndpv-lnv^ 

VollgUdl  U   LUI  UfJcdll  OIULK  IMUCA  111* 

0  1  20.9 

0 

•A 

•A 

Julius  Baer-lnternational  Equity-A 

0  O          CO  L. 

1  Q4 

•A 

■  b 

Vanentard  Infprnatinnal  Fvnlnrer 

Vdllglldl  U  HIIUI  lldllUlldl  LApiUI  CI 

6.1  31.8 

1. 

•A 

•B 

Laudus  Intl  MarketMasters-lnv32 

0.6  19.3 

pic 

B 

B 

Vantfnard  Intp r natinn al  Rmwth-lnv 

Vdllgllcl  U   IIMCMICtllUIIClf  UI  UWIII  IIIV 

-0.5  19.0 

0. 

B 

B 

Lazard  Emerging  Markets-Open 

6.3  30.2 

1.76 

D 

B 

Vanguard  International  Value 

3.2  19.8 

0. 

D 

•  B 

Lazard  International  Equity-Open 

-2.2  15.6 

1.35 

D 

D 

Vanguard  Pacific  Stock  Index-lnv20 

-4.0  18.8 

0. 

•B 

•A 

Lazard  International ;  wall  Cap-Open 

9.7  32.0 

1.56  e 

•C 

•B 

Vanguard  Total  Intl  Stock  Index20 

-0.6  20.8 

0. 

•C 

•C 

Marshall  International  Stock-Y 

-4.7  11.2 

2.12 

B 

D 

W&R  Advisors  Intl  Growth-A 

-8.4  12.3 

2. 

Aetna  HealthFuncf 
Health  Savings  Accounts 


Our  HSAs  come  with 
something  extra. 
Hands-on  experience, 

As  a  leader  in  creating  consumer-directed 
plans  that  include  rollover  features,  Aetna  is 
the  smart  choice  for  HSA  management. 
Because  of  our  experience  in  health  care 
coverage,  we  already  have  the  proven  tools, 
information,  and  services  in  place  to  help 
your  employees  get  the  most  out  of  their 
investment,  and  help  them  better  manage 
their  spending  through  a  personalized 
online  account.  And  with  Aetna  HealthFund 
integrated  HSAs  and  health  plans,  you  get 
easier  implementation  and  administration, 
plus  network  pricing  discounts.  See  how 
Aetna  can  make  HSAs  work  for  your 
company  and  your  employees  by  calling 
your  broker,  Aetna  representative,  or  visit 
us  today  at  aetna.com. 


We  want  you  to  know" 

X  Aetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.    Plans  are  offered  through  Aetna  Life  Insurance  Company. 

Plans  contain  exclusions  and  limitations. 

-200450 
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PEHFORMJWCI 

BFT1IRM 

PERFORMANCE 
UP  DOWN 

 UPTURN 

▼ 

•  ;  j 

5-YEAR 
ANNUALIZED  1-YEAR 

EXPENSES 
PER  $100 

▼ 

FUND 

5-YEAR 
ANNUALIZED  1-YEAR 

EXPEN; 
PERS 

BALANC.D 

JUNK  BOND 

B 

D 

AIM  Paianced  Fund-A 

-2.5%  7.6% 

$1.10 

B 

F 

AIM  High  Yield-A 

-1.0%  10.9% 

$1.0E 

B 

B 

AllianceBernstein  Balanced  Shares-A 

6.7  10.2 

1.12 

•C 

•  D 

AllianceBernstein  High  Yield-A 

2.7  8.2 

136 

B 

A 

Amer  Funds  American  Balanced-A 

9.5  8.9 

0.67 

A 

B 

American  Funds  American  High-lnc-A 

7.2  9.8 

0.75 

B 

A 

Amer  Funds  Income  Fund  of  Amer-A 

9.4  12.8 

0.57 

B 

C 

AXP  High  Yield  Bond-A 

42  11.8 

1.04 

B 

0 

AXP  Managed  Allocation-A 

1.5  12.9 

1.03 

•C 

•B 

Buffalo  High-Yield  Fund 

9  4        8  4 

1.02 

B 

D 

AXP  Mutual  Fund-A 

-3.0  9.3 

0.99 

0 

A* 

Columbia  High  Yield-A 

6.1  7.2 

1.01 

B 

B 

Calamos  Convertible  Fund-A 

5.6  7.5 

1.15 

C 

C 

Columbia  High  Yield  Opportunity-A 

3.2  11.8 

1.19 

A 

B 

Calamos  Growth  &  Income-A 

7.0  9.7 

1.14 

B 

D 

Delaware  Delchester  Fund-A 

1.7  14.8 

i.aj 

A 

A 

Dodge  &  Cox  Balanced  Fund 

113  .13.3 

0.54 

B 

C 

Dryden  High  Yield  Fund-A 

4.8  9.8 

0.9C 

D 

D 

Evergreen  Foundation  Fund-A 

-1.3  6.2 

1.51 

C 

C 

Eaton  Vance  High  Income-B 

3  5      10  8 

i.7a 

c 

c 

Fidelity  Adv  Balanced-T 

0.7  5.0 

1.22 

B 

A 

Eaton  Vance  Income  Fund  of  Boston-A 

5.6  10.7 

1.02 

c 

c 

Fidelity  Asset  Manager 

2.2  5.4 

0.74 

D 

A 

Enterprise  High  Yield  Bond-A 

6.0  8.7 

1.3C 

A 

c 

Fidelity  Balanced  Fund 

7.0  10.9 

0.67 

F 

B 

Evergreen  High  Yield  Bond-A 

6  4  8.6 

1.0] 

A* 

□ 

Fidelity  Convertible  Securities 

5.6  10^ 

0.84 

B 

C 

Federated  High  Income  Bond-A 

4.7  10.6 

1.2] 

F 

A 

Fidelity  Freedom  2000 

3.1  4.5 

0.08 

C 

C 

Federated  High  Yield  Trust 

4.0  11.6 

0.9(1 

D 

B 

Fidelity  Freedom  2010 

2.4  7.2 

0.08 

A* 

D 

Fidelity  Adv  High  Inc  Adv-T 

6.8  14.8 

l.oe 

A 

D 

Fidelity  Freedom  2020 

0.8  9.6 

0.08 

A 

B 

Fidelity  Capital  &  Income 

61  126 

0  7$ 

A 

F 

Fidelity  Freedom  2030 

-0.3  10.5 

0.08 

A 

C 

Fidelity  High  Income 

3.0  9.7 

0.77 

F 

A* 

Fidelity  Freedom  Income 

3.9  3.9 

0.08 

C 

B 

First  Investors  Fund  for  Income-A 

5.2  10.1 

1.3< 

 i 

B 

B 

Fidelity  Puritan  Fund 

5.6  9.3 

0.65 

A 

C 

Franklin  AGE  High  Income-A 

6.8  11.6 

0.7E 

B 

A 

Franklin  Income  Fund-A 

12.0  12.2 

0.68 

A 

C 

John  Hancock  High  Yieid-A 

7.4  9.0 

0.96 

C 

C 

Hartford  Advisers  Fund-A 

0.2  3.4 

1.39 

•D 

•A 

Janus  High-Yield 

6.9  9.4 

0.9E 

D 

B 

Janus  Balanced  Fund 

1.4  8.7 

0.89 

B 

•  D 

Legg  Mason  High  Yield-P 

1.4  10.5 

14] 

C 

A 

MFS  Total  Return  Fund-A 

7.8  11.4 

0.90 

D 

A 

Lord  Abbett  Bond  Debenture-A 

6.1  8.6 

1  06 

c 

B 

Nations  Convertible  Secs-lnv  A 

5.9  10.8 

1.19 

A+ 

B 

MainStay  High  Yield  Corp  Bond-A 

8.0  12.5 

1.03 

B 

A* 

Oakmark  Equity  &  lncome-1 

13.5  10.4 

0.93 

B 

D 

Merrill  Bond-High  Income-A 

5.2  11.6 

0.8$ 

C 

B 

One  Group  Investor  Balanced-A 

3.4  8.4 

0.46 

C 

B 

MFS  High  Income  Fund-A 

5.0  9.4 

0.9$ 

A 

C 

Oppenheimer  Capital  Income-A 

7.5  10.3 

0.89 

C 

F 

MS  High  Yield  Secs-A 

-8.4  9.7 

i.o: 

A 

D 

Oppenheimer  Quest  Balanced-A 

5.1  10.3 

1.38 

•0 

•A 

NB  High  Income  Bond-lnv 

8.0  7.8 

0.9C 

C 

B 

Oppenheimer  Quest  Oppor  Value-A 

2.9  9.5 

1.44 

B 

B 

Northeast  Investors  Trust 

5.1  14.4 

0.6! 

D 

B 

Pax  World  Balanced  Fund 

3.1  13.4 

0.99 

D 

B 

Oppenheimer  Champion  Income-A 

5.2  9.2 

1.0! 

B 

C 

Phoenix-Oakhurst  Balanced  Fund-A 

2.7  7.2 

1.07 

D 

B 

Oppenheimer  High  Yieid-A 

4  8        9  4 

i.o; 

B 

C 

T  Rowe  Price  Balanced  Fund 

3.8  10.3 

0.78 

C 

D 

Phoenix-Goodwin  High  Yield-A 

0.9  8.0 

1.3J 

B 

B 

T  Rowe  Price  Personal  Strategy  Bal 

5.9  12.6 

0  86 

•C 

•B 

Pimco  High-Yield  Fund-A 

6.6  9.0 

0.9C 

B 

D 

Putnam  Asset  Allocation  Balanced-A 

1.1  8.9 

1.20 

D 

A+ 

T  Rowe  Price  High  Yield 

7.4  10.3 

0.71 

c 

B 

George  Putnam  Fund  of  Boston-A 

5.0  8.3 

1.00 

C 

C 

Putnam  High  Yield  Advantage-A 

5.7  11.3 

i.o: 

D 

D 

Scudder  Total  Return-A 

-1.0  6.1 

1.06 

C 

C 

Putnam  High  Yield  Trust-A 

5.7  11.0 

0.9! 

A 

F 

UBS  US  Allocation-A 

-1.2  11.8 

0.93 

•  c 

•C 

Salomon  Brothers  High-Yield  Bond-A 

8.0  11.0 

1.2! 

D 

Vanguard  Asset  Allocation- Inv 

3.4  11.1 

0  43 

B 

c 

Scudder  High  Income-A 

5.5  12.3 

0.9' 

B 

C 

Vanguard  Balanced  Index-lnv20 

2.4  9.3 

0.22 

•  B 

•  B 

Scudder  High  Inc  Opportunity-A 

5.8  11.8 

1.2: 

A 

c 

Vanguard  Convertible  Securities 

Jj.2  7.2 

0.84 

C 

D 

Seligman  High-Yield  Bond-A 

-1.3  7.0 

1.31 

D 

B 

Vanguard  LifeStrategy  Conserv  Growth 

4.2  8.0 

0.28 

B 

D 

SB  High  Income-A 

3.2  10.1 

i.o: 

B 

C 

Vanguard  LifeStrategy  Mod  Growth 

2.8  10.6 

0  28 

D 

C 

State  St  Research  High  Income-A 

0.6  9.5 

1.3: 

B 

B 

Vanguard  STAR  Fund 

6.6  11.6 

0.43 

•A 

•c 

Strong  High-Yieid  Bond-lnv 

3.4  10.2 

0.9- 

D 

A* 

Vanguard  Wellesley  Income-lnv 

9.0  7.6 

0.31 

D 

A 

TA  IDEX  Transam  Conserv  H-Y  Bond-A 

6.6  7.1 

1.21 

B 

B 

Vanguard  Wellington  Fund-lnv 

_23  11.2. 

0.36 

D 

B 

TCW  Galileo  High  Yield  Bond-N 

5.3  9.4 

1.31 

B 

B 

VanKampert  Equity  &  Income-A 

8.0  11.8 

0.83 

C 

D 

Thrivent  High  Yield-A34 

1.3  9.8 

i.o; 

A 

D 

Wells  Fargo  Asset  Allocation-A 

1.7  9.2 

1.15 

D 

A 

Vanguard  High-Yield  Corp-lnv 

5.7  8.5 

0.2: 

B 

C 

Welis  Fargo  Growth  Balanced-A 

3.1  7.8 

1.20 

C 

D 

VanKampen  High  Inc  Corp  Bond-A 

2.1  10.5 

l.Oi 

B 

C 

WM  SAM-Balanced-A 

3.7  9.2 

1.02 

D 

A 

W&R  Advisors  High  Income-A 

4.9  8.6 

i.i: 
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nens  USA:  automation  &  control,*  building  technologies  •  energy  &  power  •  financial  services  •  home  appliances 
irma^ion  &  communication  •  lighting  •  material  handling  •  medical  solutions  •  transportation  •  water  technologies 


We  power  hospitals,  stadiums 

and  the  occasional 

|  £|  PI  I  Q  h  t  CT3V  iYl  Q       ^       C°Untr^  S  ener^  neecls  continue 

\J  *     to  outgrow  its  resources,  Siemens  is 

determined  to  give  people  everywhere  the  power  to  live,  better.  That's  why  we're 

.  constantly  engineering  ways  to  improve  the  efficiency  of  power  generation  technology 

and  to  increase  the  capacity  of  transmission  and  distribution  systems.  From  generation 

-  ■  *  .  • 

.  .  to  transmission,  Siemens  technology  is  responsible  for  producing  over  a  third  of  the 
nation's  electrical  energy. 

By  pioneering  cleaner  and  more  efficient  energy  technologies,  Siemens  is  helping 
to  reshape  and  redefine  the  power  industry.  Whether. it's  energy,  healthcare  or 
communications,  we  have  70,000  U.S.  employees  working  together  with  thousands 
more  all  around  the  world.  Exchanging  ideas.  Sharing  knowledge.  And  strengthening 
America's  infrastructure  and  businesses. 


"  ■  h 


^  IP 


*      «nn  M«n  sPlin  fr*  globe 


SIEMENS 


Global  network  of  innovation 


www.usa.siemens.com 


FUND  SURVEY  TAXABLE/MUNICIPAL 

PBtfORMMiCr 

lie/     r.A.i  *                                                                      si  . 

WEIGHTE 
5-YEAR  AVERAGE 

PERFORMANCE 
UP  DOWN 

WEIGHTE 
5-YEAR  AVERAGE 

1 

ANNUALIZED  DURATIO 

•BTfflHa  MM 

T 

ANNUALIZED  DURATIOI 

1  EXPt 

OTAL  RETURN  (YEARS) 

PER  $100 

PER 



D 

A 

T  Rowe  Price  Short-Term  Bond 

5.5  1.6 

0.! 

c 

B 

American  Century  GNMA-lnv 

6.2%  2.6 

$0.59 

C 

A 

T  Rowe  Price  Spectrum  Income 

8.3  NA 

0. 

c 

B 

Amer  Funds  Bond  Fund  of  America-A 

7.5  •  3.9 

0.67 

D 

A 

Putnam  Diversified  Income  Trust-A 

7.5%     4  0 

$0.1 

D 

B 

Amer  Funds  Int  Bond  Fund  of  Amer-A 

5.7  2.6 

0.70 

B 

C 

Putnam  Income  Fund-A 

6.6  4.0 

0! 

.  J 

C 

C 

American  Funds  US  Govt  Securities-A 

6.4  4.1 

0.71 

D 

B 

Putnam  US  Govt  Income-A 

6.0       2  2 

O.f 

D 

A 

AMF-A^justable  Rate  Mortgage 

3.9  0.7 

0.44 

B 

C 

Russell  Multistrategy  Bond-S 

7.5  4.3 

0.1 

C 

c 

AXP  Diversified  Bond-A 

5.8  3.8 

0.98 

D 

A* 

Schwab  YieldPlus-Sel 

4.0  0.6 

0< 

D 

B 

AXP  Short  Duration  US  Govt- A 

4.1  1.4 

0.97 

c 

B 

Scudder  GNMA  Fund  AARP 

6.4  2.8 

07 

C 

C     Bernstein  Intermediate  Duration30 

6.4  4.1 

0.61 

c 

B 

Scudder  US  Government  Secs-A 

6.2  2.9 

O.f 

B 

C 



BlackRock  Core  Bond  Total  Ret-lnv  A 

7.3  4.8 

0.88 

A 

C 

USAA  Income  Fund 

7.8  4.2 

OE 

D 

B 

BlackRock  Low  Duration  Bond-lnv  A 

4.6  1.8 

0.88 

c 

B 

Vanguard  GNMA  Fund-lnv 

7.0  3.1 

O.i 

C 

A 

Calvert  Income-A 

8.5  3.8 

1.21 

A 

D 

Vanguard  Intermed  Inv  Grade-lnv35 

8.3  5.0 

O.i 

B 

B 

Dodge  &  Cox  Income  Fund 

8.2  3.4 

0.45 

A* 

F 

Vanguard  Intermed  Bond  Index-lnv20 

8.7  6.0 

o; 

F 

A* 

Eaton  Vance  Prime  Rate  Reserves 

3.9  NA 

1.32 

A* 

F 

Vanguard  Intermediate  Treasury-lnv 

8.2  4.9 

o.i 

B 

A 

Fidelity  Adv  Strategic  Income-T 

9.3  NA 

1.11 

D 

A 

Vanguard  LifeStrategy  Income 

5.7  4.0 

o; 

0 

A* 

Fidelity  Asset  Manager-Income 

4.9  NA 

0.63 

A' 

F 

Vanguard  L-T  Inv  Grade-lnv36 

9.9  110 

O.i 

C 

B 

Fidelity  Ginnie  Mae 

6.6  4.2 

0.60 

A* 

F 

Vanguard  Long-Term  Treasury-lnv 

9.9  9.9 

o; 

A 

D 

Fidelity  Government  Income 

7.1  4.7 

0.63 

D 

B 

Vanguard  Short-Term  Bond  Index-lnv20 

5.7  2.5 

o; 

C 

C 

Fidelity  Intermediate  Bond 

7.1  3.6 

0.61 

D 

B 

Vanguard  Short-Term  Federal-lnv 

5.7  2.1 

o  ] 

B 

C 

Fidelity  Investment  Grade  Bond 

7.6  4.8 

0.63 

D 

A 

Vanguard  Short-Term  Inv  Grade-lnv 

5.5  2.0 

o.; 

c 

B 

Fidelity  Mortgage  Securities 

7.2  4.2 

0.60 

D 

B 

Vanguard  Short-Term  Treasury-lnv 

5.6  2.2 

o: 

D 

A 

Fidelity  Short-Term  Bond 

5.5  1.8 

0.57 

B 

C 

Vanguard  Total  Bond  Mkt  Index-lnv20 

7.2  4.5 

o.: 

A 

cn 

Fidelity  Spartan  Invest  Grade  Bond 

7.8  4.5 

0.50 

F 

A* 

VanKampen  Senior  Loan-B37 

3.6  NA 

i.< 

B 

A 

Fidelity  Strategic  Income 

9.5  NA 

0.80 

MUNICIPAL  BOND 

B 

D 

First  American  Core  Bond-A 

6.8  4.0 

0.95 

D 

A 

Amer  Funds  Amer  High-lnc  Muni-A 

6.3  4.8 

o.- 

D 

A* 

FPA  New  Income 

7.4  0.7 

0.61 

D 

A 

Amer  Funds  Lid  Term  T-E  B  of  Am-A 

5.5  4.0 

o.i 

C 

B 

Franklin  US  Government  Secs-A 

6.4  2.5 

0.70 

c 

8 

Amer  Funds  Tax-Ex  B  of  Amer-A 

6.6  5.1 

O.i 

B 

C 

Goldman  Core  Fixed  Income-A 

7.6  4.2 

0.89 

c 

D 

AXP  High  Yield  Tax-Exempt-A 

6.0  6.7 

0' 

F 

A 

Goldman  Ultra-Sh  Duration  Govt-A 

3.7  0.5 

0.86 

D 

A 

Bernstein  Diversified  Muni30 

5.3  3.9 

O.i 

C 

B 

Hancock  Strategic  Income-A 

7.7  3.6 

0.90 

D 

A 

Bernstein  New  York  Muni30 

5.3  3.9 

O.i 
0 

A 

C 

Harbor  Bond  Fund-lnst 

8.3  4.7 

0.57 

F 

A+ 

Calvert  Tax-Free  Reserves-Ltd-A 

2.9  0.7 

A* 

B 

Loomis  Sayles  Bond-Ret 

11.5  6.6 

1.00 

A* 

F 

Columbia  Tax-Exempt-A 

6.8  9.1 

0. 

B 

D 

Merrill  Bond-Core  Bond-A 

6.8  NA 

0.85 

B 

D 

Dreyfus  Municipal  Bond 

6.1  5.7 

0. 

C 

B 

Merrill  US  Government  Mortgage-A 

6.2  2.4 

0.98 

c 

C 

Dreyfus  NY  Tax  Exempt  Bond 

6.3  5.4 

0 

A 

D 

MFS  Bond  Fund-A 

8.0  5.0 

0.93 

A 

D 

Dreyfus  Premier  California  Tax  Ex-Z38 

7.2  6.4 

0 

0 

D 

MFS  Government  Securities-A 

6.5  4.5 

0.95 

A* 

D 

Eaton  Vance  National  Munis-A 

8.4  6.1 

0 

B 

D 

MS  US  Government  Securities-A 

6.5  5.0 

0.76 

B 

B 

Fidelity  Spartan  Calif  Muni  Income 

7.1  7.6 

0, 

B 

C 

Nations  Bond-lnv  A 

6.7  4.2 

0.90 

c 

B 

Fidelity  Spartan  Intermed  Muni  Income 

6.5  5.4 

0. 

A 

D 

One  Group  Bond  Fund-A 

7.6  4.6 

0.85 

A 

C 

Fidelity  Spartan  Mass  Muni  Income 

7.1  7.3 

0. 

C 

C 

One  Group  Intermediate  Bond-A 

6.8  3.7 

0.03 

A 

D 

Fidelity  Spartan  Municipal  Income 

7.6  7.3 

0 

D 

A 

One  Group  Ultra  Short-Term  Bond-A 

4.2  1.0 

0.70 

A 

C 

Fidelity  Spartan  NY  Muni  Income 

7.6  7.5 

0 

D 

A 

Oppenheimer  Limited-Term  Govt-A 

4.6  2.2 

0.88 

o 

A 

Fidelity  Spartan  Short-lntermed  Muni 

4.6  2.9 

0. 

0 

A* 

Oppenheimer  Senior  Floating  Rate-A 

5.5  0.2 

0.99 

B 

c 

Franklin  Arizona  T-F  Income-A 

6.7  7.2 

0 

C 

A 

Oppenheimer  Strategic  Income-A 

8.1  4.5 

0.95 

c 

B 

Franklin  Calif  Insured  T-F  Income-A 

6.9  8.7 

0. 

D 

B 

Pimco  Low  Duration-A 

5.2  1.7 

0.90 

c 

B 

Franklin  California  T-F  Income-A 

6.9  87 

o. 

A* 

D 

Pimco  Real  Return  Fund-A 

10.8  6.1 

090 

c 

B 

Franklin  Federal  T-F  Income-A 

6.6  6.8 

0 

F 

A 

Pimco  Short-Term-A 

3.6  0.5 

0.90 

B 

B 

Franklin  Florida  T-F  Income-A 

7.0  7.5 

0 

A 

C 

Pimco  Total  Return-A 

8.0  4.3 

0.90 

D 

A 

Franklin  High  Yield  T-F  Income-A 

6.4  6.8 

0. 

B 

c 

T  Rowe  Price  New  Income 

7.4  4.4 

0.71 

B 

B 

Franklin  Insured  T-F  Income-A 

6.9  6.8 

0. 
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JD  SURVEY  MUNIC1PAL/GLQRAI 

uurr ! 


UNCE 
DOWN 

▼ 

5-YEAR 
ANNUALIZED 
OTAL  RETURN 

WEIGHTE 
AVERAG 
DURATIO 
(YEARS, 

D 

N  EXPENSES 
PER  $100 

PERFORMANCE 
UP  DOWN 

▼ 

,.*>£,"            1  1              ;■:  v »  5-YEAR 

ANNUALIZED 

FUND                                                         TOTAL  RETURN 

WEIGHTE 
AVERAG 

DURATIO 
(YEARS1 

D 

N  EXPENSES 
PER  $100 

B 

Franklin  Mich  Ins  T-F  Income-A 

6.7  % 

7.2 

0.64 

A 

D 

Vanguard  NY  Long-Term  Tax-Ex-lnv 

7.5% 

6.2 

0.17 

C 

Franklin  NJ  Tax-Free  Income-A 

6.9 

7.6 

0.65 

A 

D 

Vanguard  Penn  Long-Term  T-E-lnv 

7.4 

5.6 

$0.17 

A 

Franklin  NY  Tax-Free  Income-A 

6.7 

6.2 

$0.60 

F 

A* 

Vanguard  Short-Term  Tax-Exempt-lnv 

3.2 

1.1 

0.17 

B 

Franklin  Ohio  Ins  T-F  Income-A 

6.7 

6.7 

0.65 

D 

A 

VanKampen  High  Yield  Muni-A 

6.1 

7.6 

0.90 

A 

Limited  Term  New  York  Muni-A 

5.6 

4.5 

0.76 

A 

D 

VanKampen  Insured  T-F  Income-A 

7.0 

6.3 

0.86 

0 

Merrill  Muni  Bond-lnsured-A 

7.0 

NA 

0.71 

D 

A 

VanKampen  Strategic  Muni  Income-A 

5.3 

7.7 

0.89 

8 

Merrill  Muni  Bond-National-A 

7.4 

NA 

0.85 

GLOBAL  BOND 

D 

MFS  Municipal  Bond-A 

7.0 

7.5 

0.59 

C 

B 

AllianceBern  Americas  Govt  Inc-A 

10.1 

7.5 

1.49 

A 

MFS  Municipal  High  Income-A 

6.6 

7.8 

0.79 

C 

A* 

AllianceBern  Emerging  Mkt  Debt-A 

17.0 

7.0 

1.46 

C 

MS  Tax-Exempt  Securities-A 

6.7 

7.5 

0.70 

D 

B 

AllianceBern  Global  Strategic  Inc-A 

5.6 

8.3 

1.60 

B 

Nations  Intermed  Muni  Bond-lnv  A 

5.4 

4.5 

0.75 

D 

C 

AllianceBern  Multi-Mkt  Strategy-A 

4.2 

2.7 

1.49 

A* 

Nations  Short-Term  Muni  Inc-lnv  A 

3.6 

2.0 

0.65 

A+ 

F 

American  Century  Intl  Bond-lnv 

10.2 

4.6 

0.84 

A* 

Nuveen  High  Yield  Muni  Bond-A 

9.6 

6.9 

0.95 

B 

0 

American  Funds  Capital  World  Bond-A 

9.7 

4.8 

1.04 

A 

Nuveen  Intermed  Duration  Muni-A 

6.0 

4.9 

0.78 

B 

D 

AXP  Global  Bond-A 

8.3 

4.4 

1.36 

B 

One  Group  Municipal  Income-A 

5.4 

4.5 

0.84 

B 

c 

BlackRock  International  Bond-lnv  A 

10.3 

5.1 

1.31 

A 

Oppenheimer  Limited  Term  Muni-A 

6.8 

3.8 

1.00 

C 

C 

Credit  Suisse  Global  Fixed  Inc-A 

8.7 

4.9 

1.20 

C 

Oppenheimer  Rochester  Natl  Muni-A 

9.4 

9.8 

0.80 

B 

D 

Oryden  Global  Total  Return-A 

7.2 

5.2 

1.43 

c 

T  Rowe  Price  Maryland  T-F  Bond 

6.8 

5.1 

0.48 

F 

B 

Eaton  Vance  Strategic  Income-A 

6.7 

2.6 

1.06 

A 

T  Rowe  Price  T-F  High  Yield 

6.6 

5.5 

0.71 

C 

C 

Evergreen  Strategic  Income-A 

8.6 

4.5 

1.21 

C 

T  Rowe  Price  T-F  Income 

7.0 

5.3 

0.54 

A 

D 

Federated  International  Bond-A 

8.7 

5.4 

1.25 

C 

Putnam  Calif  Tax  Exempt  Inc-A 

6.6 

5.8 

0.76 

C 

B 

Federated  Inti  High  Income-A 

12.9 

8.5 

1.16 

C 

Putnam  NY  Tax  Exempt  Inc-A 

6.6 

5.2 

0.82 

B 

0 

FFTW  Worldwide 

8.4 

NA 

0.60 

C 

Putnam  Tax  Exempt  Income-A 

6.4 

5.4 

0.82 

C 

A 

Fidelity  Adv  Emerging  Mkts  Income-T 

14.5 

NA 

1.43 

A 

Putnam  Tax-Free  High  Yield-A 

5.0 

5.2 

0.92 

C 

A 

Fidelity  New  Markets  Income 

15.2 

NA 

0.97 

C 

Rochester  Fund  Municipals-A 

7.5 

8.1 

0.71 

B 

D 

Franklin  Templeton  Hard  Currency-A 

6.5 

NA 

1.32 

D 

Scudder  California  Tax-Free  Fund-A 

6.7 

6.6 

0.81 

D 

C 

Goldman  Sachs  Global  Income-A 

5.4 

5.1 

1.35 

0 

Scudder  Managed  Muni  Bond-A 

6.5 

5.5 

0.75 

C 

C 

ISI  North  American  Govt  Bond-A 

7.4 

4.6 

1.09 

A 

SB  Managed  Municipals-A 

6.9 

5.5 

0.68 

A 

D 

Loomis  Sayles  Global  Bond-Ret 

10.6 

4.9 

1.15 

A* 

Strong  Ultra  Short-Term  Muni  Inc-lnv 

2.5 

0.7 

0.71 

D 

B 

Merrill  World  Income-A 

10.3 

NA 

1.47 

A 

Thornburg  Limited  Term  National-A 

4.8 

2.9 

0.91 

C 

C 

MFS  Strategic  Income-A 

6.3 

4.4 

0.93 

C 

Thrivent  Muni  Bond-A 

6.8 

NA 

0.72 

A 

C 

Oppenheimer  International  Bond-A 

13.9 

4.8 

1.22 

A 

USAA  Tax-Ex  Intermediate-Term 

6.5 

4.7 

0.51 

D 

C 

Payden  Global  Fixed  Income-R 

6.0 

4.4 

0.56 

0 

USAA  Tax-Exempt  Long-Term 

7.7 

5.5 

0.56 

D 

B 

Payden  Global  Short  Bond-R 

5.6 

1.3 

0.60 

A* 

USAA  Tax-Exempt  Short-Term 

4.1 

1.6 

0.56 

B 

A* 

Pimco  Emerging  Markets  Bond-A 

19.3 

4.7 

1.25 

B 

Vanguard  Calif  Intermediate  T-E-lnv 

6.3 

4.4 

0.17 

C 

A 

T  Rowe  Price  Emerging  Mkts  Bond 

14.8 

5.9 

1.10 

0 

Vanguard  Calif  Long-Term  T-E-lnv 

7.3 

6.2 

0.17 

A 

D 

T  Rowe  Price  International  Bond 

8.6 

4.5 

0.91 

D 

Vanguard  Florida  Long-Term  T-E-lnv 

7.6 

6.4 

0.17 

B 

C 

Putnam  Global  Income-A 

8.5 

4.0 

1.31 

B 

Vanguard  High-Yield  Tax-Exempt-lnv 

6.9 

5.8 

0.17 

D 

B 

Salomon  Brothers  Strategic  Bond-A 

7.2 

4.1 

1.36 

D 

Vanguard  Insured  Long-Term  T-E-lnv 

7.5 

6.4 

0.17 

C 

A 

Scudder  Emerging  Markets  Income-A 

15.3 

6.2 

1.84 

B 

Vanguard  Intermediate  Tax-Ex-lnv 

6.0 

4.9 

0.17 

C 

C 

Scudder  Global  Bond-A 

7.3 

4.7 

1.39 

A 

Vanguard  Limited  Term  Tax-Ex-lnv 

4.5 

2.3 

0.17 

D 

B 

Standish  Mellon  Intl  Fixed-lnc-l 

6.0 

NA 

0.59 

F 

Vanguard  Long-Term  Tax-Exempt-lnv 

7.4 

6.4 

0.17 

A 

C 

Templeton  Global  Bond-A 

12.3 

4.8 

1.13 

n 
u 

Vanguard  NJ  Long-Term  Tax-Ex-lnv 

7.2 

6.1 

0.17 

B 

D 

UBS  Pace  Global  Fixed  Inc-A 

7.3 

5.2 

1.36 

mance  through  Dec.  31,  2004.  'Tax  efficiency  based  on  past  performance:  ranking  from  I  (best)  to  5  (worst).  'Assets  as  of  Nov.  30,  2004. 3Cost  drag:  Annual  expense  ratio  plus  brokerage 
issions  paid  by  the  fund  for  buying  and  selling  securities.  -Fund  rated  for  three  periods  only  (two  for  junk  bond  funds);  maximum  allowable  grade  A.  ♦  Fund  not  in  operation  or  did  not  meet 
nlnlmum  for  full  period,  e:  Estimate  based  in  prior  fiscal  brokerage  commissions,  r:  Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  NA:  Not  available,  plan: 
ble  only  through  monthly  contractual  plan  "Formerly  Invesco  Core  Equity-A.  6Formerly  Invesco  Dynamics  Fund-A.  eFormerly  Invesco  Financial  Services-A.  'Formerly  Invesco  Health 
:es-A.  formerly  Invesco  Leisure-A.  'Formerly  Invesco  Small  Company  Growth-A.  '"Formerly  Invesco  Technology-A.  "Formerly  Invesco  Total  Return-A.  "Formerly  AllianceBernstein  Premier 
N-A.  l3Formerly  DLB  Value  Fund.  '"Formerly  Merrill  Lynch  Small  Cap  Value-A.  IBFormerly  Morgan  Stanley  Value-Add  Market-Equity-A.  l6Formerly  Safeco  Growth  Opportunities-lnv, 
erly  Scudder  Mid  Cap-A.  l8Formerly  AAL  Capital  Growth  Fund-A.  '"Formerly  AAL  Mid  Cap  Stock  Fund-A.  20May  impose  annual  $10  account  maintenance  fee.  2lFormerly  Invesco  Adv  Health 
:es-A.  "Reflects  performance  of  Aim  Global  Consumer  Products  prior  to  8/01  merger.  "Formerly  Invesco  Gold  &  Precious  Metals-A.  "Formerly  AllianceBernstein  Technology-A.  26Formerly 
lobal  Balanced-A.  26Formerly  AXP  Global  Equity-A.  "Formerly  Evergreen  Global  Leaders-A.  ZBAccount  closing  fee  of  $10.  '"Formerly  AXP  Internatlonal-A.  30May  impose  annual  $100 
mance  fee.  ''Formerly  Fidelity  International  Growth  &  Income.  "Formerly  Schwab  International  MarketMasters  Fund.  "Formerly  Morgan  Stanley  European  Growth-A.  "Formerly  Lutheran 
irhood  High  Yield-A.  35Formerly  Vanguard  Intermediate-Term  Corp-lnv.  3eFormerly  Vanguard  Long-Term  Corporate-lnv.  technically  a  closed-end  fund.  '"Formerly  Dreyfus  Calif  Tax  Exempt 
Sources:  Forbes;  Upper;  Morningstar. 
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M  a  kers& Breakers 

For  more  financial  stats,  go  to  www.forbes.com/makers. 

Our  Record 


Ipsco 


A  good  investing  year  is  a  delectable  thing.  And  we  had 
one  in  2004  for  our  66  long  recommendations.  Buying  all 
the  Makers,  minus  a  hypothetical  1%  trading  cost,  would 
have  given  you  a  15.2%  gain  through  Dec.  31.  Buying  the 
S&P  500  at  the  same  times  with  the  same  dollars  would 
have  brought  you  only  a  6.9%  gain.  This  marked  the  sixth 
straight  year  we  beat  the  index  (though  in  2002  both  we 
and  the  index  lost  money). 

Our  record  for  Breakers  is  hardly  as  glorious.  Just  7  of 
our  25  shorts  made  a  pessimist's  profit  by  seeing  the 
stocks  decline.  The  rest  persisted  in  this  annoying  habit 
of  appreciating.  That  tends  to  happen  in  an  up  year  for 
the  overall  market,  which  can  lift  even  the  leakiest  boats. 
You  would  have  lost  10.6%  investing  on  this  column's 
short  picks — and  lost  just  6.6%  shorting  the  S&P  500. 
Investing  $10,000  in  each  of  our  long  and  short  picks  would 
have  nevertheless  left  you  ahead  by  $72,000  in  toto. 

Among  longs,  the  best  pick  was  Ipsco,  a  steel  company  that 
has  capitalized  on  a  surge  in  demand  for  its  tubes  and  plates.  It 
climbed  155%.  The  worst  was  Wild  Oats  Markets,  the  natural 
food  seller,  down  39%.  Among  recommended  shorts,  our  wis- 


Oats  Market 

TIAL  PRICE 

$14.5Q_ 


Cognizant  Technologies 


Taro  Pharmaceutical 

INITIAL  PRICE 


est  call  was  for  bad  news  at  cable  provider  Charter  Communi- 
cations, controlled  by  Paul  Allen.  Much  to  our  perverse  delight, 
its  price  fell  by  half.  Our  poorest  short  recommendation  was 
Four  Seasons,  the  luxury  hotel  chain.  The  stock  went  in  the 
opposite  direction  from  what  we  forecast,  rising  50%. 

— Jody  Yen 


One  Giant  Step 

Neil  Armstrong's  immortal  words  from 
the  moon  were  beamed  back  to  Earth  on 
gear  made  by  what's  now  ROCKWELL 
Collins  (38,  COL).  For  a  while  Rockwell 
stressed  commercial 
aviation.  Spun  off 
from  Rockwell  Inter- 
national (now  Rock- 
well Automation) 
three  months  before 
the  2001  terrorist 
attacks,  the  company 
today  is  balancing 
commercial  and  Pentagon  work. 

It  has  won  a  fat  contract  for  something 
called  Joint  Tactical  Radio  System  Cluster 
Five.  And  as  commercial  aviation  revives, 
it's  building  navigation  systems  for  Boe- 
ing's 7E7.  In  the  fiscal  year  ended  in  Sep- 
tember, earnings  rose  17%  to  $301  mil- 
lion on  $2.93  billion  in  sales.  At  23  times 
trailing  earnings,  it's  not  cheap.  But  Caris 
&  Co.'s  Mary  Anne  Sudol  says  it  can  earn 
$1.92  a  share  this  year,  up  smartly  from 
$  1 .67  last  year.  — Phyllis  Berman 


Stock  price 


Fortune  Cookie 

Restaurant  stocks  had  a  fat  2004,  up 
29%.  That'll  be  hard  to  match  in  2005, 
amid  rising  food  and  labor  costs.  But 
Smith  Barney  analyst  Mark  Kalinowski 
thinks  P.F.  CHANG'S  CHINA  BISTRO  (55,  PFCB) 
will  do  well  regardless.  The  chain,  romp- 
ing in  the  fragmented  Chinese  eatery  seg- 
ment, is  so  popular  it  typically  leads  Kali- 
nowski's  surveys  on  average  wait-times 
for  a  table:  54  minutes.  Same-store  sales 
rose  2%  in  2004's 
fourth  quarter. 

The  company 
has  installed  a  new 
reservation  system  to 
handle  diner  de- 
mand. Sales  for  the 
first  three  quarters  of 
2004  were  up  29%  to  $508  million, 
though  profits  slumped  12%  to  $16.3  mil- 
lion on  the  higher  labor  costs.  Still,  Kali- 
nowski projects  $1.53  per  share  in  2005 
profits,  up  from  $1.30  last  year.  The  stock 
is  pricey  at  43  times  trailing  earnings,  but 
worth  it.  — Daniel  Kruger 


Muggles  Unite 

The  magic  of  Harry  Potter  is  carrying 
SCHOLASTIC  CORP.  (36,  SCHL),  the  world's 
largest  children's  book  publisher.  But  the 
young  wizard's  next 
book  won't  be  out 
until  summer. 

In  a  Potter-free 
time,  like  the  current 
fiscal  year,  perfor- 
mance suffers.  Faster 
than  a  sorcerer's  stone, 
Scholastic's  earnings 
fell  by  47%  to  $22  million,  on  sales  of  $1 
billion,  down  14%  for  the  fiscal  year's  No- 
vember-ending first  half.  The  international 
and  telemarketing  units  are  weak.  Ivan 
Feinseth,  managing  director  at  Matrix  USA, 
argues  that  Scholastic  should  focus  on  the 
better- margin  school  books. 

The  stock  took  a  drubbing  in  2002 
when  author  J.K.  Rowling  said  she  wasn't 
sure  when  she'd  deliver  the  next  Potter 
book.  In  light  of  its  expensive  multiple — 
28  versus  23  for  peers — we  say  short  the 
stock  and  cover  at  $25.  — Susan  Kitchens 
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I  your  financial  future  is  an  important  task.  You  don't  want  to  be  limited  by  the  information 
u  use  to  make  your  decisions.  With  Reuters.com,  you  have  access  to  professional-grade, 
i  fund  information,  holdings,  performance,  research  and  more -all  of  which  gives  you  greater 
Df  the  information  you  rely  on.  For  a  smoother  operation,  visit  www.reuters.com/funds 


REUTERS  # 


KNOW.  NOW. 


Portfolio  Strategy  j  Kenneth  L.  Fisher 


Give  It  Time 


THIS  IS  THE  TIME  OF  YEAR  FOR  INTROSPECTION  BY 
FORBES  stock  market  columnists.  How  did  we  do  last 
year?  What  do  we  see  ahead?  In  2004  I  made  5 1  recom- 
mendations. Had  you  put  $10,000  into  each,  your 
$510,000  would  have  grown  to  a  bit  more  than 
$574,000  by  year-end,  a  12.6%  appreciation.  This  calculation 
assumes,  moreover,  a  1%  haircut  for  transaction  costs.  Had  you 
put  the  same  money  on  the  same  dates  into  the  S&P  500  (and  with 
no  haircut),  your  ending  value  would  have  been  only  $548,000.  In 
other  words,  I  was  a  good  five  points  ahead  of  the  market. 

My  worst  pick  was  Equant  (5,  ent),  the  Dutch  telecom  firm. 
I  recommended  it  at  10  in  the  Mar.  15,  2004  issue,  which  you 
would  have  had  in  your  hands  in  time  to  place  an  order  at  the 
Mar.  1  close.  I  saw  Equant  as  cheap  in  an  improving  world.  Its 
world  didn't  improve,  and  it  got  cheaper. 

I'd  give  this  one  another  go.  If  you  own  it,  hang  in  there,  and  if 
you  don't,  try  it  at  a  price  half  of  what  it  used  to  be.  In  other  words 
this  stock  gets  reentered  as  a  2005  recommendation  (without  a 
haircut)  at  the  Dec.  31  price.  Equant  has  a  strong  position  in  seam- 
less broadband  networks  for  big  corporations.  The  world  has  to  go 
in  this  direction,  and  that  will  yield  the  profitability  that  doesn't 
exist  now.  Meanwhile,  Equant  is  dirt  cheap  at  50%  of  annual  rev- 
enue and  one  times  book  value.  I  think  it  just  needs  more  time.  If 
it  doesn't  pan  out  on  its  own,  it  will  get  bought  out  eventually.  You 
can  buy  the  stock  as  an  ADR  on  th  e  New  York  Stock  Exchange. 

My  other  clunkers  included  Snap-on,  the  vendor  of 
mechanics'  tools;  Lifepoint  Hospitals,  a  chain  of  30  acute-care 
hospitals  headquartered  in  Brentwood,  Tenn.;  and  Tidewater, 
the  supplier  of  services  to  offshore  drillers.  None  of  these  did 
anything  very  bad,  but  they  just  didn't  catch  on.  There  are 
more  exciting  ways  to  light  up  your  portfolio  in  2005.  So  these 
three  don't  get  included  in  my  2005  recommendations. 

I  recommended  Ocular  Sciences  (50,  OCLR)  in  the  June  21 
issue.  It  gained  39%,  but  I  think  it  can  do  better  for  a  while. 
While  it  isn't  cheap  at  35  times  trailing  earnings,  its  disposable 
contact  lens  business  is  really  nifty  and  in  my  view  underap- 
preciated. This  one  gets  reentered. 

I  recommended  Benchmark  Electronics  (33,  BHE),  which 
provides  outsourcing  for  electronics  manufacturing  and 


engineering.  It,  too,  has  done  okay  but  needs  more  time.  It  i 
growing,  is  financially  strong,  adequately  cheap  and  will  becom 
a  leveraged  play  on  the  rebound  of  the  tech  sector.  Stay  with  itl 
The  magazine's  scorekeepers  don't  have  any  way  to  com 
pare  macro  forecasts  among  different  columnists  (some  of  d 
make  precise  predictions  early  in  the  year,  others  don't),  but  wi 
are  supposed  to  address  the  matter  in  the  look-back  columr) 
I  confess  to  being  too  bullish.  I  forecasted  a  strong  year  for  thi 
market,  with  most  of  the  gain  coming  toward  the  end.  Thi 
fourth  quarter  was  indeed  strong,  but  I  expected  more  an* 
earlier  and  didn't  get  it. 

Now  I  expect  to  be  blessed  in  2005  with  what  I  didn't  ga[ 
in  2004.  I'll  stick  my  neck  out  and  predict  a  better  than  25°^ 
gain  in  2005  for  both  the  S&P  500  and  the  Morgan  Stanle 
World  Index,  and  also  predict  that  the  excitement  will  stap 
right  around  the  corner.  Next  month  I'll  explain  why.  So  don1 

wait  before  buying  stocks  lik 
these  two: 

Germany's  Fresenius  Med 
ical  Care  (26,  fms)  is  a  leader  ii 
all  parts  of  kidney  dialysis  fron; 
treatment  to  equipment  anij 
supplies.  Kidney  patients  art 
living  longer  while  waiting  list! 
for  transplants  are  gettinj 
longer,  and  so  dialysis  is 
growth  business.  Freseniui 
generates  $5.5  billion  in  rev 
enue  from  treating  120,000 
patients  in  1,500  clinics  in  2< 
countries — and  from  producj 
sales  in  more  than  100  coun' 
tries.  This  firm  is  growing,  well 
run,  stable  and  relatively  cheat 
at  1  times  revenue,  20  timei 
trailing  earnings  and  8  time: 
my  earnings  estimate  for  2005' 
I  expect  capital  goods  manufacturers  to  do  well,  and  among 
them  is  Flowserve  (26.FLS).  This  firm  makes  pumps  and  valves  tc 
handle  difficult  liquids  (corrosive  ones,  for  example)  in  the  chem- 
ical, petroleum  and  food-processing  industries.  The  company  has 
had  some  problems:  Zigging  and  zagging  built  late-2004  insecu-i 
rity  with  news  of  a  new  chief  financial  officer  followed  five  days 
later  by  the  chief  accounting  officer  resigning  and  five  days  later  his 
reversing  to  stay — and  the  next  day  news  that  it  was  delaying  its 
third-quarter  SEC  10-Q  filings.  But  don't  let  that  frighten  you  away 
AO  is  well.  The  balance  sheet  isn't  terrific  to  look  at,  and  the  stock, 
at  26  times  trailing  earnings,  doesn't  seem  cheap.  But  the  price 
also  comes  to  60%  of  annual  revenue,  which  tells  you  that  there's 
the  potential  for  a  nice  gain  if  profit  margins  improve  to  a  normal 
level  for  a  manufacturer.  I  think  earnings  could  approach  $1.90  a 
share  this  year. 


Equant  has  a 
strong  position 
in  seamless 
broadband 
networks  for  big 
corporations.  It's 
dirt  cheap  at 
50%  of  annual 
revenue  and 
one  times  book 
value.  Stick 
with  it. 


Vflfhf*^    I  Kenneth  L.  F'Sher  is  a  Woodside,  Calif.-based  money  manager. 
n       Visit  his  home  page  at  www.forbes.com/fisher. 


142     FORBES"  January  31,  2005 


Amazon.com3  knows  the  power  of  SAS  software.. 


How  does  Amazon.com  provide 
millions  of  customers  such  a  large 
selection  and  such  low  prices? 


ENTERPRISE  intelligence 

SUPPLIER  INTELLIGENCE 

RGANIZATIONAL  intelligence 
CUSTOMER  intelligence 
INTELLIGENCE  architecture 


It  begins  with  your  first  visit  to  Amazon.com  and  continues  through  the  arrival  of  every  order. 
The  unique  online  shopping  experience  you  deserve,  the  selection  you  demand  and  the  low 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low- and  pass  savings  on  to  its  customers -while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories, 
call  toll  free  1  866  270  5740  or  visit  our  Web  site. 


www.sas.com/amazon 


The  Power  to  Know„ 


zon.com  and  the  Amazon.com  logo  are  registered  trademarks  ot  Amazon.com,  Inc  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and 

other  countries.  ®  indicates  USA  registration.  ©  2003  SAS  Institute  Inc.  All  rights  reserved.  243276US.0803 


The  Contrarian  David  Dreman 


Strategy  for  a 
Weak  Market 


THE  BULLS-BEARS  SLUGFEST  FOR  2004'S  FIRST  TEN 
months  resembled  a  tough  defensive  football  game.  It 
was  a  toss-up  whether  the  market  would  be  up  or 
down  for  the  year.  Then  came  the  election  and 
whammo — the  market  took  off,  with  the  S&P  500  fin- 
ishing the  year  with  an  1 1%  total  return. 

My  2003  year-end  forecast — that  market  gains  would  be 
more  limited  last  year  than  in  the  previous  year — proved  cor- 
rect, with  the  S&P  500  hitting  the  lower  end  of  the  10%-to-15% 
range  I  foresaw.  In  2004  this  column  recommended  23  stocks, 
with  the  average  pick  returning  12.8%  after  a  1%  transaction  fee 
on  new  recommendations.  Had  you  bought  the  lot,  you  would 
have  ended  the  year  5.3%  ahead  of  someone  putting  identical 
amounts  into  the  S&P  500  on  the  same  dates.  Figure  in  dividends, 
which  are  higher  on  the  value  stocks  I  favor  than  on  growth,  and 
the  spread  widens. 

Value  has  outperformed  growth  over  both  the  past  year  and 
the  past  five,  according  to  the  S&P/Barra  indexes.  The  recom- 
mendations in  this  column,  before  dividends,  have  handily  out- 
performed the  S&P  for  four  of  the  past  five  years. 

This  past  year  my  worst-performing  pick  was  Pfizer  (26,  PFE), 
down  29%.  Negative  reports  about  drug  side  effects,  in  Pfizer's 
case  arthritis  blockbuster  Celebrex,  hurt  all  pharmaceuticals  last 
year.  Another  health  care  provider,  Cardinal  Health  (56,  CAH), 
dropped  12%  on  lower- than-expected  earnings  growth,  as  well 
as  on  an  earnings  restatement.  At  Fannie  Mae  (70,  fnm)  accusa- 
tions of  accounting  problems  led  to  the  removal  of  its  chairman, 
Franklin  Raines.  Fannie,  which  will  have  to  restate  earnings  for 
several  years,  was  off  5%.  Keep  Fannie  and  Pfizer. 

Moving  on  to  the  winners,  UST  (48,  UST),  the  largest  smoke- 
less tobacco  producer,  led  the  field,  up  35%  on  healthier  earn- 
ings than  Wall  Street  expected  and  an  unexpectedly  large  div- 
idend increase.  Freddie  Mac  (72,  FRE)  rose  26%,  coming  back 
from  its  own  imbroglio  in  2003.  Only  one  of  the  charges,  its 
multibillion-dollar  earnings  understatement,  rang  true.  That's 
a  nice  problem  to  have,  to  be  accused  of  having  better  earnings 
than  you  claimed. 
Also  increasing  hand- 


Devon  Energy  (37,  dvn).  One  of  my  longtime  favorites  is  Altria 
Group  (61,  MO),  parent  to  tobacco's  Philip  Morris  and  thus  a  vil- 
lain, if  you  believe  the  tort  claims.  It  climbed  12%  from  when  I 
told  you  to  hold  on  to  it  last  January,  and  22%  since  I  reiterated 
the  pick  in  September.  Medco  Health  Solutions  (43,  MHS)  had  a 
good  year,  up  29%.  Burlington  Resources  (41,  BR),  another  explo- 
ration and  development  company,  was  up  20%.  Hold  Freddie 
and  Devon. 

What  should  the  market  bring  this  year?  I  think  it  will 
prove  to  be  another  hard-fought  contest  between  the  bulls 
and  bears,  with  the  score  tipping  to  the  bulls.  My  guess  is  a] 
5%  gain  for  the  S&P  500.  High  oil  and  raw-material  prices  are 
beginning  to  squeeze  profit  margins  in  food,  transportation, 
autos  and  a  host  of  other  industries.  A  recent  survey  indi- 
cated that  profit  margins  were  being  eroded  in  70%  of  the 
companies  interviewed.  Materials  costs  are  likely  to  be  passed! 

along  in  higher  prices. 

My  forecast,  which  runsi 
contrary  to  most  Wall  Streetj 
thinking,  is  that  the  days  of  min- 
imal inflation  are  over,  becausel 
of  both  high  commodities 
prices  and  a  dauntingly  large, 
and  quite  possibly  increasing, 
federal  budget  deficit.  Another 
concern  is  that  if  rising  inflation! 
does  take  place,  the  bond  mar- 
ket will  be  placed  under  signifi- 
cant pressure  from  the  huge! 
Japanese  and  Chinese  owner- 
ship of  U.S.  Treasurys. 

The  big  losers  amid  rising| 
rates  are  long-term  bonds,  fol- 
lowed by  nonconvertible  preferred  shares.  A  percentage-point! 
rise  in  the  30-year  bond  rate  will  cost  investors  15%  of  their  cap- 
ital. Long-term  bonds  are  the  last  place  to  be  heavily  positionedl 
today.  But,  ironically,  the  yields  on  long  Treasurys  are  close  toi 
historic  lows  on  the  belief  inflation  will  cool  if  the  economy'si 
growth  rate  slows.  This  is  extremely  wishful  thinking. 

While  upticks  in  inflation  hurt  stocks  at  first,  post-Worldl 
War  II  history  shows  that  stocks  have  adjusted  well  in  a  rela- 
tively short  period  (see  my  June  7,  2004  column).  Tech  andl 
other  growth  stocks  have  traditionally  been  the  worst  perform- 
ers with  higher  inflation.  Given  the  lackluster  growth  projected! 
for  tech  earnings  in  the  next  few  years,  and  the  still  high  earn- 
ings multiples  ratios  they  command,  this  group  should  con- 
tinue to  underperform.  . 

I'd  continue  to  keep  most  of  my  chips  in  value  stocks,  which, 
because  of  their  modest  pricing  relative  to  the  rest  of  the  market,, 
are  likely  to  outperform  again  in  2005,  inflation  shock  or  no.. 
Value  stocks  also  provide  above-market  dividends,  normally 
taxed  at  a  maximum  15%  rate.  F 


Expect  the  S&P 
500  to  gain  only 
5%  in  2005. 
Higher  inflation 
will  be  the  major 
drag,  hurting 
more  as  the  year 
progresses. 
Tech  will  sag. 


somely  was  oil  driller 


Forbes 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City.  N.J.  His  latest  book  is  Contrarian 
Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Patient  Investor  John  W.  Rogers  Jr. 


Go  for  the 
Big  Ones 

TWO  YEARS  AGO  IN  THIS  COLUMN  I  TALKED  ABOUT  A 
fog  of  pessimism  looming  over  Wall  Street.  The  stock 
market  was  reeling  from  a  recession  and  corporate 
scandals.  Despite  the  gloom,  I  saw  a  silver  lining  in 
smart  corporate  cost -cut ting,  low  interest  rates,  lower 
taxes  and  the  suhsequcnt  overly  conservative  Wall  Street  esti- 
mates. A  strong  recovery  in  the  stock  market  followed. 

Now,  however,  alter  two  back-to-hack  years  of  gains,  I  am 
much  less  enthusiastic.  Once  more,  my  viewpoint  is  in  direct 
contrast  to  today's  conventional  wisdom.  Now  I  see  perva- 
sive euphoria.  Investors  are  downright  giddy  after  a  rally  that 
gave  so  many  stocks  substantial  gains.  Recently  published 
Investors'  Intelligence  data  show  financial  professionals 
haven't  been  this  optimistic  since  lanuary  1987.  Recall  what 
happened  later  that  year. 

I  am  always  skeptical  ol  consensus.  When  things  seem  too 
good  to  be  true,  they  usually  are.  Unlike  two  years  ago,  when 
earnings  expectations  were  too  low,  today's  are  too  rosy.  A 
litany  of  problems  will  make  it  hard  for  companies  to  meet 
aggressive  forecasts  for  2005 — problems  like  the  trade  deficit, 
our  dependence  on  foreign  lenders,  the  oil  wild  card  and  con- 
tinued interest  rate  hikes,  which  may  be  the  pin  that  bursts  the 
housing  bubble.  And,  yes,  there's  the  terrorism  threat. 

This  is  not  to  say  that  I  think  we  necessarily  are  headed  for  a 
total  wipeout.  My  point  is  simply  that  2005's  stock  market  gains 
will  likely  be  muted  and  you  will  have  to  pick  your  spots. 

While  my  optimism  was  on  target  for  this  two-year  rally,  I 
did  miss  the  mark  by  forecasting  a  comeback  among  large- 
company  stocks.  As  it  turns  out,  in  2003  and  2004  small- 
company  value  sto<  ks  were  on  lire  while  large  caps  remained 
on  ice.  The  Russell  2000  Value  Index  jumped  22%  last  year, 
and  the  large-cap  S&P  500  rose  9%.  In  light  of  this  impressive 
run,  I  believe  small-cap  performance  has  gotten  long  in 
the  tooth,  thus  returning  me  to  my  earlier  prediction — 
medium-  and  large-size  company  stocks  will  be  the  best  bets 
for  this  year,  whatever  happens. 
Within  the  mid- 


thusiastic  about  the  downtrodden  pharmaceutical  sector.  When 
shopping,  you  find  bargains  in  the  basement.  Merck  has 
unknown  lawsuit  exposure  with  the  recent  Vioxx  recall,  and  so 
many  other  drug  stocks  have  declined  in  sympathy.  Big  Pharma 
is  down  10%  over  the  past  year. 

And  yet  the  large  drug  companies  are  highly  profitable  audi 
have  little  or  no  debt.  They  pay  nice  dividends,  and  the  demoJ 
graphics  are  working  in  their  favor,  with  our  aging  baby) 
boomer  population.  The  average  elderly  person  fills  30  pre- 
scriptions a  year. 

With  that  in  mind  I  prescribe  the  following  companies, 
which  all  trade  at  around  20%  discounts  to  my  private  markel 
estimates  for  them.  Schering-Plough  (21,  SGP),  best  known  foJ 
allergy  medications,  has  just  gotten  federal  approval  for  VytorinJ 
a  cholesterol  drug  that  should  be  a  blockbuster.  IMS  Health  (231 
RX)  is  the  leader  in  sales  management  and  market  research  to 

both  the  drug  and  health  car^ 
industries.  Baxter  International 
(35.  bax)  is  a  strong  maker  ol 
such  medical  products  as  dialy- 
sis machines  and  intravenoud 
bags.  Some  70%  of  its  revenue 
comes  from  products  where  ij 
has  the  biggest  market  share 
Wall  Street  is  too  focused  on 
the  short  term  instead  of  or 
how  Baxter  is  positioning  itself 
for  the  next  two  to  three  years.) 

This  past  year  my  pick; 
were  up  8.6%  (and  that's  aftej 
being  docked  for  a  hypotheti] 
cal  I'M)  trading  cost).  That  was  2.1%  better  than  if  you  had  pui 
the  same  money  into  the  S&P  500  on  the  same  dates. 

My  biggest  winner  was  Grey  Global  Group  (uoo.  grey)  up  60% 
since  I  wrote  about  it  last  winter.  In  September  Britain's  WPB 
Group  announced  its  intent  to  acquire  Grey  for  $1.4  billion  hi 
cash  and  stock.  Auction  house  Sotheby's  Holdings  (18.  bid),  uf 
33%,  proved  to  be  a  great  collectible:  It  sold  Picasso's  "Boy  witlj 
a  Pipe"  last  May  for  $104  million,  proving  that  the  auction  nw 
ket  has  come  back  smartly.  Brady  Corp.  (63  brc)  manufacturer 
industrial  materials  like  safety  signs  and  temperature-resistan 
tape,  climbed  34%. 

My  2004  laggards  include  another  ad  and  marketing  giant 
Interpublic  Group  (13.  IPC),  which  lost  14%.  Turnarounds  tak« 
time,  and  I'm  willing  to  wait.  Newspaper  publisher  Journal  Reg 
ister  (19,  JRC)  was  down  8%.  From  my  viewpoint  this  stock 
32%  undervalued.  The  stock  should  improve  once  the  company 
begins  to  pay  down  debt.  Wal-Mart  Stores  (53.WMT)  dropped  5°A 
when,  among  other  things,  Wall  Street  overreacted  to  a  sluggisll 
start  to  the  holiday  season.  The  retailer's  stock  price  is  its  owt 
version  of  "everyday  low  prices."  For  the  new  year  I  say  ride  wit! 
.ill  my  2004  picks,  except  for  Grey  because  it  is  being  acquired. 


Small  caps 
have  had  their 
run,  and  now  it's 
time  for  the 
stocks  of  big 
companies- 
like  the  battered 
drugmakers. 


and  large-cap  CategO.  y  I^Orht***      JohnW.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management.  LLC 
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ullet  proof  your  nest  egg! 

urease  your  cash  income  up  10 100%! 

>rbes  has  an  advisory  service  for  every 
;tor  seeking  refuge  from  stock  market  volatility. 


If  capital  preservation  and  maximum  income  are  primary  investment 

i,  you  may  already  have  discovered  the  market-defying  advantages  of... 

i  Investment  grade  and  high-yield  bonds 

>  Tax  advantaged  Preferreds  and  Dividend  stocks 

1  Canadian  Energy  Trusts  and  convertibles 

For  many  savvy  investors  these  low-risk  income  securities  are  the 

sr  thai  protects  the  conservative  portion  of  a  portfolio. 

But  if  you  are  an  equity  investor  who's  feeling  battered  by  the  recent 

ioil,  and  you  are  wondering  "what  now?".  . .  perhaps  it's  time  you 

ider  putting  at  least  part  of  your  portfolio  into  income  securities. 

\re  you  going  to  hang  in  and  hope  the  market  recovers?  Or  are  you 

y  to  trade  "hope"  for  the  certainty  that  your  capital  is... 

Safe  from  the  volatility  of  the  stock  market 

Earning  up  to  100%  greater  income  than  it  would 

from  stocks 

Positioned  to  grow  by  14%. .  .18%. .  .even  20%  or  more  a  year 
Mow,  whether  you  know  a  preferred  from  a  convertible,  Forbes  has 
led  up  with  the  leading  authority  on  bonds,  convertibles  and 
:rred  stocks  to  offer  you  the  expert  guidance  you  need  to  take  full 
ntage  of  these  specialized  investments. 


NASDAQ  plummeted  40%  in  20Q0,  Richard 
hmann's  portfolio  of  high-yield  bonds  actually 
nt  up  in  value  while  it  paid  13.25%  cash  income! 
2003,  Lehmann's  high-yield  portfolio  had  a 
al  return  of  47.3%! 


3  FREE  Bonus  Reports  When  You  Subscribe: 

•  "Insiders  Guide  to  Buying  High  Yielding 
Preferreds  and  Trusts" 

'  "The  New  Market  in  PET  Bonds  That  Trade  Like  Stocks" 

•  "Richard  Lehmann's  Income  Securities  Owners  Manual" 


Income  Securities  Investor  is  a  joint  effort  from  Forbes  and  Richard 
Lehmann  that  enables  you  to  match  income  securities  to  your 
risk/reward  goals.  Compared  to  the  volatile  stock  market,  all  of  our 
model  portfolios  are  a  safe  harbor,  even  if  you  maximize  your  income 
by  selecting  high-yield  bonds  or  preferreds  of  8%  and  higher. 

In  each  monthly  issue  you'll  find  9  specific  buy  recommendations, 
plus  holds,  sells  and  follow  up  information  you  need  to  execute  your 
own  program.  You  also  get  Richard's  "Pick  of  the  Month."  You'll  find 
detailed  reasons  for  every  recommendation  that  you  won't  get  from 
most  brokers  or  bond  funds. 

The  best  and  easiest  way  to  decide  if  income  securities  make  sense 
for  you  is  to  begin  your  subscription  to  get  our  3  Free  Reports.  If  not 
delighted,  you  can  cancel  and  we  will  send  a  full  refund  for  any  issues 
you  haven't  yet  received.  Even  if  you  cancel,  you  are  welcome  to  keep  the 
3  Special  Reports  with  our  compliments.  Right  now  we  are  offering 
Richard's  profitable  advice  for  just  $195  for  12  montly  issues  delivered 
online,  a  savings  of  more  than  $160  off  the  single  issue  cost.  Act  now,  mail 
the  coupon  below  or  subscribe  online  at: 

www.forbesnewsletters.com/lehmann 


Forbes/Lehmann  Income  Securities  Investor 


In  turbulent  times  like  these,  income  securities  offer 
:rous  returns  and  most  importantly  peace  of  mind.  You'll 
e  all  the  information  you  need  to  get  started  when  you 
scribe  to  Forbes/Lehmann  Income  Securities  Investor. 

lu're  interested  in  asset  protection  and  reliable 
ime,  there's  no  better  expert  than  Richard  Lehmann. 

Richard  Lehmann  has  been  a  recognized  authority  on  income 
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Forbes  Magazine  and  has  written  for  The  Financier  and  the 
-ikipal  Finance  Journal.  He  is  frequently  quoted  in  the  Wall 
zt  Journal,  Barrons,  Money  and  the  New  York  Times. 


fj  YES!  Please  start  my  annual  subscription  to  Forbes/Lehmann  Income 
Securities  Investor  and  reserve  a  one  year  online  subscription  (12 
monthly  issues)  in  my  name  at  the  money  saving  rate  of  $164  off  the 
single  copy  cost.  Upon  receipt  of  payment,  you'll  also  send  me  copies  of 
3  bonus  reports.  If  I  am  not  delighted  I  can  cancel  at  any  time  and 
receive  a  full  refund  for  issues  that  have  not  been  delivered. 
□  Check  enclosed  for  $195  payable  to  Forbes/Lehmann 
Income  Securities  Investor 

□  Charge  my:  □  Visa  □  MasterCard  □  AmEx.  □  Diners  Club 
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Absolute  Return  Lisa  W.  Hess 


Playing  the 
Asian  Card 

POKER  PLAYERS  SHOULD  KNOW  WHEN  TO  HOLD  'EM 
and  when  to  fold  'em.  So  should  investors.  Here's  a 
recap  of  my  investment  recommendations  over  the 
past  12  months,  mandated  for  all  FORBES  columnists, 
along  with  new  advice  on  which  of  my  2004  bets  I 
want  to  hold  for  2005  and  which  I  want  to  fold. 

I  am  happy  to  report  that  my  2004  stock  picks  are  up  16%  as 
a  group  through  Dec.  31,  and  that's  after  docking  them  1%  to 
allow  for  transaction  costs.  Identically  timed  investments  in  the 
S&P  500  (with  no  1%  charged)  would  have  made  you  only  9%. 

Now  is  the  time  to  take  profits  in  the  utility  sector,  a  group 
whose  performance  last  year  astounded  everyone.  Two  utility 
stocks  I've  recommended  had  two  back-to-back  good  years.  Sell 
Williams  Cos.  (16,  wmb)  and  AES  Corp.  (13,  AES),  up  64%  and  43% 
since  I  wrote  about  them  at  the  beginning  of  last  year.  How 
pleasing  to  see  that  this  group,  previously  skewered  by  its  adven- 
tures in  merchant  energy,  has  come  back. 

While  2003  was  characterized  by  what  I  call  a  flight  to 
garbage,  2004  was  a  tale  of  two  markets,  foreign  and  domestic. 
American  stocks  meandered  in  the  doldrums  until  the  week  of 
Oct.  25,  when  they  began  to  rally  with  a  vengeance,  anticipating 
an  election  outcome  without  litigation.  (Who  would  have 
thought  that  the  U.S.  and  Ukraine  had  so  much  in  common?) 
No  coincidence,  as  well,  that  crude  made  its  high  for  the  year 
that  same  week.  For  the  last  two  and  a  half  months  of  2004  the 
U.S.  was  the  place  to  be. 

Even  so,  readers  know  that  I  think  Asia  and  a  few  other 
emerging  markets  are  where  the  growth  stories  are.  Like  car- 
riers worldwide,  airlines  serving  China  had  a  rough  year, 
especially  Cathay  Pacific  (9.  CPCAY),  China  Southern  (20,  znh) 
and  Singapore  Airlines  (7.SIASP),  due  to,  among  other  things, 
high  fuel  prices.  The  first  two  stocks  were  down  a  bit,  1%  and 
8%,  while  Singapore  Airlines  bucked  the  head  winds  for  a 
5%  gain. 

Though  they  remain  attractive  with  the  growth  in  the  Pacific 
Rim,  these  three  airlines  may  be  in  for  another  rough  patch.  The 
speculative  debacle  that  was  China  Aviation  Oil  is  an  ominous 
clue.  The  jet  fuel  supplier's  collapse  and  the  obfuscation  sur- 
rounding its  derivatives  trading — the  company  foolishly 


wagered  all  year  that  oil  prices  wouldn't  go  up — suggests  that  < 
few  more  bubbles  may  burst  in  China  soon.  I'm  going  to  fold  or 
these,  despite  their  long-term  growth  potential. 

Otherwjse,  my  2004  picks  are  keepers.  Three  of  my  column^ 
in  2004  focused  on  Korea,  Taiwan  and  Japan,  the  most  devel- 
oped of  the  Far  East  markets.  Japan  has  hit  a  generational  low  ir 
equity  prices  and  is  steadily  recovering  from  a  decade-long  iner- 
tia. Corporate  governance  is  improving,  deflation  has  beer 
defeated,  banks  continue  to  clean  up  their  balance  sheets  anc 
shareholder  activism  is  real.  That's  all  the  more  remarkable  in ; 
country  that  has  had  to  handle  a  too-strong  currency  and  highei 
oil  prices.  Since  Japan  imports  nearly  all  its  oil,  the  recent  fall  ir 
oil  prices  acts  like  a  huge  stimulus.  The  MSCl  Japan  Index  Fund  (il 
ewj),  the  I-share  that  tracks  the  Nikkei,  rose  1 1%  since  I  sugj 
gested  it  to  you. 

Korea  also  has  had  to  overcome  its  strong  currency,  which 

has  appreciated  20%  over  the 
course  of  the  year,  mostly  sincd 
October.  Given  the  strength  ot 
the  won,  I  continue  to  prefej 
investments  that  prosper  from 
a  rise  in  domestic  consumpi 
tion.  Stay  with  Hyundai  Motoi 
(54,  hyu  GR)  and  KT  Corp.  (22 
KTC),  the  peninsula's  dominanj 
telecom  provider.  Since  I  sug-j 
gested  them  to  you  in  October 
Hyundai  was  up  only  3°/4| 
while  KT  climbed  13%.  Korei 
prizes  education,  encouragei 
thrift  and  has  the  world'; 
highest  broadband  penetra- 
tion, a  formidable  combina- 
tion of  good  factors  for  KT. 
Turkey  is  another  likel] 
winner.  What  the  new  government  has  accomplished  since  tak- 
ing over  two  years  ago  is  nothing  short  of  awesome.  Nearlj 
everything  Prime  Minister  Recep  Erdogan  proposed  is  undei 
way:  real  progress  in  reconciling  the  Cyprus  situation;  steps 
toward  a  full-fledged  membership  in  the  European  Union;  and  s 
dramatic  fall  in  inflation.  Last  year's  real  economic  growth  waj 
close  to  10%. 

I  spotlighted  three  Turkish  stocks  in  March:  Isbank  (6  isctrti) 
Koc  Holding  (7,  KCHOL  Tl)  and  AK  Enerji  (5,  akenr  ti)  .  All  ( except  util- 
ity AK  Enerji)  have  done  well  and  should  continue  to  do  so.  Hole 
'em.  Koc  is  the  majority  owner  of  Migros  Turk,  Turkey's  larges; 
supermarket  chain.  Koc  and  Wal-Mart  have  disclosed  that  the; 
are  having  talks,  presumably  over  the  sale  of  the  Migros  interests 

The  stellar  returns  of  emerging  markets  in  2003  anc 
2004  will  be  tough  to  repeat.  So  don't  get  overconfident 
But  a  bet  now  on  Asia  will  be  amply  rewarded  over  th« 
next  decade.  F 


Korea,  Taiwan 
and  Japan,  the 
most  developed 
of  the  Far  East 
markets,  are 
all  still  good 
long-term  bets. 
But  Japan  is 
recovering  from 
a  decade-long 
inertia. 


Forbes  I  ^'sa ^ess 's  a  ^ew  ^or^ money  manaser- 

^HmmSem    \  Visit  her  home  page  at  www.forbes.com/hess. 
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AstraZeneca  and  the  PGA  TOUR  have  partnered  to  create  the  CRESTOR  Charity 
Challenge,  a  season-long  competition  that  recognizes  the  tournament  leader  entering 
the  final  round  at  select  PGA  TOUR  events  throughout  the  year.  In  addition  to  adding  a 
new  twist  to  TOUR  competition,  AstraZeneca,  the  maker  of  CRESTOR ,  contributes 
$100,000  to  charity  at  each  of  these  tournaments  as  part  of  the  CRESTOR*  Charity 
Challenge.  For  more  information,  visit  crestor.pgatour.com 


PGA  TOUR  events  generate  significant  dollars  to  charity.  Last  year  alone,  more  than  $8 
million  was  donated,  with  cumulative  contributions  approaching  $1  billion.  Thousands  c 
charities  and  millions  of  lives  have  been  impacted  by  these  efforts. 


CRESTOR  is  a  registered  trademark  of  the  AstraZeneca  group  of  companies.  ©2004  AstraZeneca  Pharmaceuticals  LP.  All  rights  reserved.  224359  1 1/ 
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The  Story  of  My  Life 

[  vanity  memoir  doesn't  cost  as  much  as  you  might  think,  it  actually  looks  like  a  book, 
ind  your  family  will  finally  learn  what  you  did  at  the  office  for  40  years.  By  Dan  Seligman 


DURING  SOME  CASUAL  BANTER 
at  our  poker  table  the  other 
night,  old  friend  Don  Wilson 
mentioned  that  he  had  just 
received  the  first  copies  of  his 
lemoirs.  Wilson,  79,  has  had  a  colorful 
fe — Washington  correspondent  for  Life 
i  its  glory  days,  a  close  relationship  with 
le  Kennedy  clan,  deputy  director  of  the 
J.S.  Information  Agency  during  the 
Xiban  missile  crisis — but  it  had  not 
ccurred  to  us  that  he  warranted  a  pub- 
shed  autobiography 

The  volume  in  question  had  been 
roduced  by  a  vanity  publisher,  and  its 
irget  audience  was  Wilson's  own  family 
lus  a  few  friends.  The  big  news,  Don 
xplained,  was  that  the  vanity  publishing 
usiness  now  includes  firms  that  produce 
sal  books  at  reasonable  prices. 

The  First  78  Years,  by  Donald  M.  Wil- 
on,  is  physically  indistinguishable  from 
/hat  you'd  find  in  a  bookstore.  Published  in 
oth  paperback  and  hardcover  by  Xlibris, 
Philadelphia  firm  in  which  Random 
louse  has  a  minority  interest,  it  cost  its  au- 
lor  $  1 ,600.  Wilson  got  two  dozen  copies,  a 
sting  on  Amazon  and  distribution  to  a  few 
elect  bookstores.  He  can  get  additional 
opies  from  Xlibris  for  $  1 3  apiece  or  less, 
epending  on  the  number  ordered. 

Memoir  writing  has  a  lot  going  for  it, 
specially  as  a  retirement  activity.  At 
round  age  60,  after  their  own  parents  are 
one,  people  start  to  regret  that  they 
lever  asked  how  Mom  and  Dad  met  or 
/hat  Dad  did  in  the  war  or  what  exactly 


was  the  scandal  involving  Uncle  Ned — 
furthermore  they  realize  that  their  own 
kids  are  not  asking  such  questions. 

Unsure  how  to  start?  Read  Writing 
About  Your  Life:  A  Journey  into  the  Past 
($24),  newly  published  advice  to  mem- 
oirists from  William  Zinsser,  whose  On 
Writing  Well  has  sold  over  a 
million  copies. 

Posterity  will 
never  know  or  un- 
derstand your  pro- 
fessional triumphs 
and  tragedies  unless 
you  write  them 
down.  Memoirist 
Ezra  Zilkha,  79,  pro- 
duced From  Bagh- 
dad to  Boardrooms: 
My  Family's  Odyssey 
in  1999.  It's  a  saga 
of  his  Iraqi  Jewish 
banking  family, 
which  once  shipped 
gold  around  the  Middle 
East  via  camel. 

Zilkha  had  some  big  league  help  with 
his  writing.  Hiring  a  writer  is  a  tricky 
proposition,  since  the  world  is  full  of  folks 
calling  themselves  writers,  who  advertise 
their  services  in  Writer's  Digest  or  the 
Writer  but  nevertheless  cannot  write  their 
way  out  of  a  paper  bag.  Zilkha  used  Ken 
Emerson,  a  former  articles  editor  of  the 
New  York  Times  Magazine,  who  proved  to 
be  first-rate. 

Zilkha  also  hired  Susan  Hayes,  for- 


merly production  manager  of  the  Little, 
Brown  publishing  company,  who  acts  as  a 
"producer"  for  well-heeled  memoirists. 
She  determines  what  kind  of  book  is 
wanted,  then  agrees  to  take  charge  of 
any  and  all  details  with  which  an  author 
may  not  wish  to  be  bothered,  such  as 
typesetting,  printing  and 
cover  design.  Her  fees 
range  from  $  1 ,500  to 
$3,000,  but  authors 
can  spend  as  much 
as   $15,000  more 
for  the  services  she 
arranges. 

Her  clients  in 
recent  years  have  in- 
cluded Lazard  Freres 
veteran  partner  Wal- 
)  ter  Eberstadt  and  the 
late  Andrew  Heiskell, 
chief  executive  of 
Time  Inc.  during  the 
1970s.  When  Heiskell 
discovered  that  no  tradi- 
tional publisher  was  eager  to 
spring  for  his  manuscript,  he  was  ready  to 
dump  it.  Then  his  wife,  Marian,  elected  to 
give  him  the  Susan  Hayes  treatment  as  a 
birthday  present. 

It's  rare  but  not  literally  impossible 
for  self-published  books  to  hit  it  big. 
That's  what  happened  for  former  hedge 
fund  manager  (now  author)  Andy  J. 
Kessler.  His  self-published  Wall  Street 
Meat  was  later  picked  up  by  HarperBusi- 
ness.  Over  40,000  copies  are  in  prim.  F 
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THOUGHTS 


On  the  Business  of  Life 


R.  „  
accept  business  invitations  to  luncheons,  dinners  or  functions  that  involve  planning  for  food, 
seating,  souvenirs,  etc.,  subsequently  to  neither  show  up  nor  call  up  when  the  commitment  can't 
be  kept.  It's  astonishing  the  number  of  those  who  cavalierly  ignore  such  basic  consideration — which  is,  after 
all,  what  manners  are  all  about.  There's  nobody  so  important  or  so  unimportant  for  whom  or  to  whom 
rudeness  is  ever  excusable.                                                                   — MALCOLM  S.  FORBES  ( 1983) 


It's  okay  to  laugh  in  the  bedroom  so  long 
as  you  don't  point. 

—WILL  DURST 


The  trouble  with  treating  people  as  equals 
is  that  the  first  thing  you  know  they  may 
be  doing  the  same  thing  to  you. 

—PETER  DE  VRIES 


It  is  a  good  rule  in  life  never  to  apologize. 
The  right  sort  of  people  do  not  want 
apologies,  and  the  wrong  sort  take  a 
mean  advantage  of  them. 

— P.G.  WODEHOUSE 


J  have  noticed  that  the  people  who  are  late 
are  often  so  much  jollier  than  the  people 
who  have  to  wait  for  them. 

— E.V.  LUCAS 


J  hear  quite  frequently  of  civil  engineers, 
and  wonder  if  there  is  no  one  to  say  a 
good  word  for  conductors. 

—JAMES  M.  BAILEY 


Eccentricity,  to  be  socially  acceptable, 
had  still  to  have  at  least  four  or  five 
generations  of  inbreeding  behind  it. 

— OSBERT  LANCASTER 


Good  manners  are  a  combination  of 
intelligence,  education,  taste  and  style 
mixed  together  so  that  you  don't  need 
any  of  those  things. 

— P.J.  O'ROURKE 


You  never  want  to  give  a  man  a  present 
when  he's  feeling  good.  You  want  to  do  it 
when  he's  down. 

—LYNDON  JOHNSON 


Manners  are  a  sensitive  awareness  of 
the  feelings  of  others.  If  you  have  that 
awareness,  you  have  good  manners, 
no  matter  what  fork  you  use. 

—EMILY  POST 


To  be  audacious  with  tact,  you  have  to 
know  to  what  point  you  can  go  too  far. 

—JEAN  COCTEAU 


Clothes  and  manners  do  not  make  the 
man;  but  when  he  is  made,  they  greatly 
improve  his  appearance. 

—ARTHUR  ASHE 


Of  course  I  lie  to  people.  But  I  lie 
altruistically — for  our  mutual  good. 
The  lie  is  the  basic  building  block  of 
good  manners. 

— QUENTIN  CRISP 


Some  are  able  and  humane  men  and 
some  are  low-grade  individuals  with  the 
morals  of  a  goat,  the  artistic  integrity 
of  a  slot  machine  and  the  manners  of  a 
floorwalker  with  delusions  of  grandeur. 

—RAYMOND  CHANDLER 


A  Text... 

He  that  glorieth,  let  him  glory 
in  the  Lord. 

—I  CORINTHIANS  1:31 

Sent  in  by  Jon  Schumacher,  Milwaukee,  Wis. 
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What  if  we  could  start  treating  heart  disease  from  birth? 
What  if  heart  muscles  could  rebuild  themselves? 
What  if  heart  transplants  were  obsolete? 

We're  about  to  find  out. 


At  Johns  Hopkins,  doctors  and  scientists  are  working  together 
to  discover  bold  new  cures  that  will  change  medicine  forever. 


JOHNS  HOPKINS 

MEDICINE 


IMAGINE 


Be  a  part  of  the  transformation. 
Visit  johnshopkins.org  or  call  1-866-HOPKINS. 


A  better  way  to  manage  wealth. 

At  Prudential  Financial  it's  in  our  roots. 


Growth  and  protection.  When  it  comes  to  managing  wealth, 
some  see  it  as  a  trade-off.  At  Prudential  Financial,  we  see  it  as  a 
partnership.  It's  a  commitment  we  made  the  moment  we  started 
investing  our  clients'  premiums  to  ensure  that  we  could  deliver  on 
the  promise  of  our  insurance  products.  For  more  than  125  years, 
we've  put  growth  and  protection  at  the  center  of  everything  we  do. 
You  can  see  it  in  how  we  design  our  insurance  and  investment 
products.  The  way  we  provide  retirement  solutions  for  individuals 
and  companies  of  all  sizes.  And  in  the  advice  we  give  to  millions 
of  people  around  the  world.  Talk  to  the  company  that's  always 
understood  how  growth  and  protection  work  together. 


Prudential  (M  Financial 
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Beware  Blowhards  You  don't  want  the  n 

WorldCom  to  crop  up  in  your  portfolio.  Short  of  issuing  si 
poenas  to  detect  accounting  fraud,  how  can  you  improve  yc 
odds  as  an  investor?  That  is,  how  do  you  know  an  honest  co 
pany  when  you  see 
one?  Start  thinking 
like  a  criminal  lawyer. 

First,  look  at  the 
circumstantial  evi- 
dence. A  company 
straining  to  meet  boast- 
ful targets  for  growth 
will  engage  in  any 
number  of  accounting 
maneuvers  visible  to 
the  naked  eye.  It 
might  stretch  out  its  depreciation  schedule,  or  lower  the  reset 
for  bad  debts,  or  neglect  to  expense  the  options.  Chances  are 
financial  officer  under  great  pressure  to  deliver  good  earnir 
will  resort  to  legal  shenanigans  before  moving  on  to  the  otr 
kind.  Why  risk  a  trip  to  the  penitentiary  before  you've  ev 
changed  the  actuarial  assumptions  on  the  pension  plan? 

Evidence  of  conservative  bookkeeping  goes  by  the  nar 
"quality  of  earnings."  In  the  foldout  on  page  67  Michae 
Ozanian  and  others  on  our  statistics  staff  report  on  quality-< 
earnings  ratings  from  a  research  boutique  called  RateFinancia 
The  quality  experts  aren't  saying  that  companies  with  go 
scores  are  necessarily  saints,  only  that  they  are  less  likely  to 
bums  than  companies  with  low  scores. 

Next,  look  for  motive.  A  company  on  an  acquisition  spree 
motivated  to  inflate  its  earnings.  That  makes  its  stock  price 
up  and  enables  it  to  buy  more  stuff  without  diluting  existi 
shareholders.  Now,  some  of  these  merger  fiends  may  be  terri 
companies,  but  it  would  be  wishful  thinking  to  suppose  that  a 
of  them  are  understating  their  earnings.  Other  things  bei: 
equal,  you're  better  off  with  a  company  buying  in  its  own  shar 
These  outfits  are  motivated  to  lowball  their  earnings  so  they  c 
buy  cheap.  They  are  the  opposite  of  blowhards. 

I  asked  Ozanian  to  screen  his  database  for  companies  wi 
high  scores  for  earnings  quality  and  shrinking  share  bases.  He 
are  some:  Crane  (CR.26),  which  makes  industrial  gear;  Engelha 
Corp.  (EC,  30),  in  precious  metals  and  catalysts;  Internation 
Flavors  &  Fragrances  (IFF,  41),  aromatic  chemicals;  and  Timberla 
CTRL,  63).  shoes  for  do-gooders.  Jeffrey  Swartz,  who  runs  Timbt 
land,  is  the  grandson  of  the  founder.  He  plans  to  stay  another 
years.  His  family  and  their  charities  own  a  fifth  of  the  compar 
Is  he  going  to  doctor  fourth-quarter  earnings  to  make  tl 
analysts  happy?  I  can't  guarantee  he  won't,  but  he  doesn't  ha 
the  same  motive  that  a  Bernie  Ebbers  would. 
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WE  CAN  HELP  ANYTHING  GROW, 


Success  comes  naturally  in  Arkansas.  Just 
ask  the  automotive  manufacturing  giants  who 
thrive  here.  DENSO,  Hino  Motors,  and  Cooper 
Tires,  to  name  a  few.  Our  dedicated  workforce 
and  easy-to-get-along-with  government 
helped  take  these  companies  to  the  top.  For 
more  information  on  what  Arkansas  can  do  for 
your  business,  visit  1 -800-ARKANSAS.com. 


-ARKANSAS 

A  natural  for  business 
1  -XOO-ARKANSAS 


I n\ estments,  like  relationships,  can  be  much  more  rewarding  when  you  commit  to  them  for  the  Ion 
Which  is  precisel)  why  Edward  Jones  advises  clients  to  stick  with  investment  strategies  that  have  j 
themselves  over  time.  And  to  make  sure  our  relationship  with  you  keeps  getting  stronger  and  strong' 
Investment  Representatives  actually  encourage  meeting  face-to-face.  Of  course,  this  kind  of  prin 


3NSTANTLY TRADING  STOCKS 

lESN'T  MAKE  MUCH  SENSE  EITHER. 


ch  may  seem  a  bit  old-fashioned  to  some.  But  it's  lefl 
i  indelible  impression  on  our  clients.  For  a  Tree  portfolio 
or  to  find  the  Edward  Jones  office  nearest  you,  call 
'ID-JONES  or  visit  www.edwardjones.com.  Member  SUM!. 


Edwardjones 

MAKING  SENSE  OF  INVESTING 
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Readers  Say 


Home  Groan 

"No  Money  Down"  (Jan.  10, 
p.  44)  was  a  disheartening  and 
misleading  piece  that  neglected  to 
speak  to  the  reality  of  down  pay- 
ment assistance  programs  (DAPs). 
In  1997  Nehemiah  created  the 
first  DAP  to  help  creditworthy 
consumers  who  have  the  income 
to  support  monthly  mortgage 
payments  to  buy  a  home  but  do 
not  have  the  savings  or  family  wealth  for  a  down  payment.  DAPs  are  now 
responsible  for  about  30%  of  all  FHA-insured  sales  each  month  and  between 
3%  to  4%  of  all  home  sales.  To  diminish  the  importance  of  DAPs  and  home 
ownership  for  low-income  families  is  just  plain  wrong. 

SCOTT  SYPHAX 
Chief  Executive 
Nehemiah  Corporation  of 
America 
Sacramento,  Calif 

While  we  agree  with  President  Bush's  idea  of  a  home  ownership  society,  we 
also  recognize  this  could  put  a  great  burden  on  the  American  people.  You 
state  that  by  the  Congressional  Budget  Office's  figuring,  the  zero-down 
program  will  cost  taxpayers  $500  million.  In  comparison,  down  payment 
assistance  programs  are  self-sufficient,  working  with  no  taxpayer  dollars. 

ANN  ASHBURN 
Chief  Executive,  AmeriDream 
Gaithersburg,  Md. 


Time  for  a  Hedge  Fund  400? 

Contrary  to  "Hedge  Funds,  Soviet- 
Style"  (Side  Lines,  Jan.  31,  p.  22),  the 
most  publicized  hedge  funds  are  the 
tiny  fraction  of  those  which  have  blown 
up  (and  that's  after  fees).  We  rarely  hear 
of  the  skilled  funds  that  perform  consis- 
tently with  low  risk.  Take  a  look  at  your 
own  Forbes  400  list.  It  includes  plenty  of 
hedge  fund  managers.  Their  fees  are  a 
bargain,  too.  Any  hedge  fund  hoping  to 
attract  investors  provides  them  with  its 
returns.  These  are  always  externally 
audited,  and  returns  are  quoted  net  of 
all  fees.  Also,  mutual  funds  are  a  poor 
"hedge  fund  substitute."  Equity  mutual 
funds  have  high  risk  as  evidenced 
through  steep  drawdowns  and  high 
standard  deviations  of  their  returns.  For 
steady,  risk-adjusted  performance, 
investors  are  better  off  with  hedge  fund 


managers  skilled  in  generating  return 
in  any  market  condition. 

VERYAN  ALLE1 
Honolulu,  Hawa 

Fission  Reaction 

After  reading  "Silence  of  the  Nuk 
Protesters"  (Jan.  31,  p.  84),  I'd  add  the 
there  isn't  a  single  case  of  anyone  bein 
hurt  by  exposure  to  nuclear  plant  wast 
products.  The  amount  of  material  i 
small  enough  for  owners  to  carefull 
control.  The  fossil  fuel  industry  share 
its  waste  with  all  of  us.  Health  effect 
from  exposure  to  that  waste  are  we 
known.  Fission  is  clean  enough  to  oper 
ate  inside  sealed  submarines  and  saf 
enough  to  power  ships  crewed  wit 
more  than  5,000  young  Americans. 

ROD  ADAM 
Annapolis,  Mc 
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TEN  MOVES  AHEAD 

1.  LINUX  AND  SOLARIS™  OS 
APPLICATIONS  RUN  SIDE-BY-SIDE 

2.  CHOICE  OF  SYSTEMS  - 

CDADre  A  mil  nriTCDnMTM  ikitci 


2.  CHOICE  OF  SYSTEMS  - 
SPARC®,  AMD  OPTERON™,  INTEL 

3.  RUNS  ON  OVER  250  SYSTEMS  FROM 
OTHER  MANUFACTURERS 

4.  APPLICATIONS  RUN  UP  TO  30  TIMES  FASTER 

5.  MILITARY-GRADE  SECURITY, 
VIRUS-FREE  FOR  THE  LAST  20  YEARS 

6.  GUARANTEED  COMPATIBILITY* 


8.  SYSTEMS  AND  DATA  FIX  THEMSELVES 

9.  REVOLUTIONARY  NEW  FAILSAFE  FILE 
SYSTEM  FOR  DATA  PROTECTION 

10.  SCALES  FROM  1-WAY  TO  100-WAY 


MOVE  AHEAD  TODAY  AT 
SUN.COM/SOLARIS10 


The  Network  is  the  Computer™ 


O  30W  SUN  MICROSYSTEMS  INC  ALL  RIGHTS  RESERVED  SUN  SUN  MICROSYSTEMS.  THE  SUN  LOGO.  SOLARIS  AND  THE  NETWORK  IS  THE  COMPUTER  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  SUN  MICROSrSTEMS,  INC  IN  THE  UNITED  STATES  ANOOTHER 

COUNTRIES  ALL  SPARC  TRAD€MAPKS  ARE  USED  UNDER  LICENSE  AND  AH  TRADEMARKS  OR  REGISTERED  TRADEMARKS  Of  SPARC  INTERNATIONAL.  INC  IN  THE  UNfTED  STATES  ANU  OTHER  COUNTRIES 
•  SEE  SOLARIS  APPLICATION  GUARANTEE  PROGRAM  FOR  MORE  DETAILS 


Xerox  color  multi-function  systems  can  U 
set  them  off,  all  from  one  launching  p. 

Xerox  color  is  a  blast.  And  Xerox  color  multi-function  prints,  copies,  scans,  faxes  and  e-mails,  you  get  color 

systems  are  here  to  bring  remarkable  power  to  everyone  truly  productive.  And  by  also  providing  those  funct; 
in  your  office.  By  putting  color  into  one  system  that  in  black  and  white,  you'll  meet  all  your  document : 


xerox.com/color  1-800-ASK-XEROX  ext.  COLOR 

©  2005  XEROX  CORPORATION.  All  rights  reserved  XEROX*  and  Xerox  Color.  It  makes  business  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries. 


he  things  you  do  in  the  office  in  color  and 
ox  Color.  It  makes  business  sense. 


e  convenient  place.  Better  yet,  the  cost 
;ness  is  spectacular.  Xerox  color  expertise 
ly  at  work  in  thousands  of  companies, 


Xerox  color  printers 
&  multi-function  systems 


helping  offices  everywhere  reach  new  levels 
of  productivity.  Put  it  to  work  in  your  office,  and 
see  how  easily  it  can  expand  your  horizons. 


XEROX 


Technology    Document  Management     Consulting  Services 


ieone'8  getting  out  for  a  breath  of  fresh  air 


act  and  Comment 

r  Steve  Forbes,  editor-in-chief 

fith  all  thy  getting  get  understanding' 


Bring  Back  Democracy  to  America 


JREAT  blight  of  our  democracy  today  is  that  most 
lgressional  and  state  legislative  elections  are  noncompetitive, 
anks  to  sophisticated  computer  technology,  politicians  can 
,v  draw  district  lines  that  virtually  guarantee  the  reelection  of 
umbents  or  preserve  seats  for  particular  parties.  The  districts 
;n  resemble  a  Jackson  Pollock  painting  or  a  bowl  of  spaghetti 
own  on  the  wall.  Towns  are  carved  up 
3  numerous  pieces.  Houses  in  the  same 
ghborhood  can  find  themselves  with 
"erent  legislative  representatives.  Most  of 
se  races  today  have  all  the  suspense 
:hose  in  the  former  Soviet  Union. 
Governor  Arnold  Schwarzenegger  re- 
itly  proposed  that  in  California  the 
:>onsibility  for  drawing  congressional  and 
:e  legislative  districts  be  removed  from 
politicians  and  given  to  a  panel  of  non- 
tisan  retired  judges.  Lines  would  be  sen- 
y  set  again  for  compactness  and  would 
p  communities  in  the  same  district.  Politicians  would  actually 
:  realistic  electoral  contests  once  more. 
Of  America's  435  congressional  districts,  only  about  35  had 
1  contests  this  past  November — about  a  third  of  what  we  had  in 
•2.  After  the  1990  census,  districts  in  New  Jersey  were  con- 
lcted  so  that  every  incumbent  member  of  Congress  was  guar- 


In  his  State  of  the  State  message  the 
Governator  shocked  pols  by  proposing  that 
they  have  real  elections  again. 


anteed  reelection.  The  same  thing  happened  in  California:  In  the 
last  election  not  one  California  house  seat  changed  party  hands.  In 
2002  the  only  switch  came  when  Representative  Gary  Condit  was 
undone  by  the  scandal  surrounding  the  murder  of  one  of  his 
interns,  with  whom  he  subsequently  admitted  having  had  an  affair. 
Today  in  the  U.S.  only  Iowa,  Arizona  and,  to  a  lesser  extent, 
the  state  of  Washington  make  honest  efforts 
to  draw  honest  nonpartisan  districts.  What 
politicos  have  wrought  is  also  an  argument 
for  term  limits.  In  this  modern  day,  incum- 
bents have  huge  advantages — ready  access  to 
the  media,  taxpayer- financed  political  mail- 
ings sent  out  under  the  guise  of  constituent- 
information  newsletters,  taxpayer-financed 
"constituent  offices"  that  are  really  disguised 
political  headquarters  and  contributions  from 
special  interests.  Forcing  politicos  to  repot 
themselves  every  few  years  would  be  a  good 
thing.  Critics  claim  that  we  would  be  deprived 
of  experienced  legislators.  Not  really.  For  much  of  this  republic's 
existence,  most  of  those  who  served  in  Congress  sat  there  for  only 
a  handful  of  years.  California  already  has  term  limits.  Now  it  needs 
Arnold's  reform  to  have  honest,  competitive  legislative  districts. 

Monopoly  is  bad  for  business,  and  competition  is  good.  The 
same  holds  true  for  politics. 


Argentina  and  Tony  Soprano— Perfect  Together 


3ENTINA  RECENTLY  REMINDED  THE  WORLD  WHY  ITS  ECO- 
nic  prospects  are  bleak;  why  as  a  country  it  continues  to  fall 
lind  the  rest  of  the  world;  and  why  half  the  population  lives 
poverty,  with  little  possibility  of  improving  its  lot  in  life.  The 
ernment  has  declared  that  it's  going  to  shaft  private  bond- 
ders.  Argentina  defaulted  on  some  $80  billion  of  dollar- 
lominated  debt  three  years  ago.  Add  in  the  unpaid  interest 
1  these  obligations  come  to  more  than  $100  billion. 
After  stiffing  bondholders  for  over  three  years,  the  govern- 
nt  is  now  making  them  an  offer  that  they  should  indignantly 
ise:  It  will  pay  bondholders  about  30  cents  on  the  dollar. 
;entina  is,  in  effect,  giving  the  rest  of  the  world  its  middle  fin- 
,  The  country  is  quite  capable  of  restructuring  this  debt  in 
h  a  way  that  bondholders  eventually  could  be  made  whole — 
ilmost  whole — in  the  years  ahead. 

This  is  lawlessness,  pure  and  simple.  The  government  figures 
an  stiff  these  creditors  and  get  away  with  it.  What  govern- 
nt  officials  don't  understand  is  that  the  rule  of  law  is  essential 
future  prosperity.  Investors  will  be  loath  to  make  the  kind  of 


commitments  they  would  normally  make  in  Argentina  because 
of  fears  that  the  government  will  arbitrarily  change  the  rules 
some  day  and  stick  them  with  losses. 

Argentina's  treatment  of  these  bondholders  is  symptomatic 
of  the  country's  malaise.  Domestic  crime  is  rampant,  having 
increased  exponentially  after  the  economic  crisis  of  2000-01. 
The  courts  are  corrupt,  and  many  politicians  are  on  the  take.  By 
trampling  property  rights,  especially  of  individuals,  the  govern- 
ment has  made  it  clear  that  anything  goes,  that  those  who  have 
the  power  can  wield  it  without  restraint. 

Sadly,  Argentina's  attitude  is  not  new,  which  is  why,  although 
a  century  ago  Argentina  was  one  of  the  most  prosperous  coun- 
tries on  Earth,  today  it  would  be  lucky  to  make  the  top  60.  Sure, 
its  economy  has  recently  enjoyed  a  brief  spurt  of  growth,  thanks 
to  a  global  commodities  boom  and  the  government's  not 
servicing  its  debts.  But  this  is  no  more  than  the  equivalent 
of  a  dead-cat  bounce.  Already  the  pace  of  growth  is  slowing. 
Needed  investments  in  the  economy  are  not  being  made, 
and  the  situation  looks  to  get  worse.  Inflation  is  stirring  again, 
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Fact  and  Comment 


and  Argentina's  president  is  now  hinting  that  if  prices  do  go  up, 
controls  will  be  clamped  on. 

The  International  Monetary  Fund  deserves  its  share  of  dis- 
credit for  pushing  antigrowth,  pro-inflation,  pro-big-tax  pre- 


scriptions on  Argentina.  But  Argentina's  government  desen 
most  of  the  opprobrium  for  its  thuggish  behavior. 

Bondholders  can  cry  over  their  losses.  But  Argentineans  shoii 
be  crying  over  the  great  potential  that's  been  gratuitously  losl 


Thank  You,  Poland-Not 


POLAND  IS  A  EUROPEAN  NATION  THAT  HAS  STEADFASTLY  SUP- 
ported  us  in  Iraq.  It  has  almost  2,000  troops  there.  Before  the  war 
and  after,  Warsaw  underwent  withering  criticism  from  France  and 
Germany  over  its  stout  support  for  us  in  combating  Islamic  fascism. 

And  how  have  we  thanked  Poland?  By  giving  it  the  diplo- 
matic equivalent  of  the  back  of  our  hand  concerning  a  problem 
that  means  a  lot  to  a  country  whose  citizens  have  millions  of  rel- 
atives in  the  U.S.  We  refuse  to  make  Poland  part  of  our  special 
Visa  Waiver  Program.  The  VWP  enables  most  citizens  of  27 
countries  to  travel  to  the  U.S.  for  tourism  or  business  purposes 
for  90  days  or  less  without  obtaining  a  visa.  Poland  is  not  one  of 
those  27  nations.  Incredibly,  France  and  Germany  are. 


Poles  who  wish  to  visit  the  U.S.  must  go  through  our  labo 
ous  visa  hoops.  To  add  insult  to  injury,  we  require  visa  app 
cants  there  (and  elsewhere)  to  pony  up  $100  with  their  v 
application.  That  $100  is  nonrefundable — if  your  application 
not  accepted,  too  bad.  Uncle  Sam  keeps  the  money. 

It  isn't  as  if  Poland  were  a  hotbed  of  terrorism.  It's  one  of  t 
few  nations  in  the  world  where  our  top  diplomats  can  trai 
without  an  armada  of  security.  The  country  is  solidly  pro-Ame 
ican.  In  fact,  it  was  the  only  nation  in  Europe,  among  tho 
polled  about  our  presidential  election,  that  would  have  elect 
George  Bush  over  John  Kerry. 

Is  this  any  way  to  treat  a  stalwart  ally? 


We'll  Tell  You  How  to  Spend  Your  Money 


LAST  YEAR  IN  A  COMPLICATED  TAX  BILL  CONGRESS  DID  SOME- 
thing  sensible.  It  allowed  companies — for  one  year  only — to 
return  profits  from  overseas  subsidiaries  to  the  U.S.  at  a  superlow 
5.25%  tax  rate.  Normally,  repatriated  profits  would  face  the  max- 
imum 35%  corporate  levy.  American  companies  have  upwards 
of  $600  billion  in  offshore  profits.  Lawmakers  figured  this  5.25% 
rate  would  induce  some  $200  billion  or  more  to  come  back  to 
our  shores  to  be  put  to  work  here,  strengthening  our  economy. 

The  U.S.  has  the  developed  world's  second-highest  profits 
tax  (Japan  has  the  highest).  Other  countries  don't  tax  their  com- 
panies' profits  that  are  earned  outside  their  borders.  The  U.S.  is 
about  the  only  nation  that  does.  Our  stance  has  been  self-defeat- 
ing, as  the  $600  billion  amply  demonstrates.  Hence  the  idea  for 
this  tax  holiday — why  let  foreigners  have  the  benefit  of  this  cap- 
ital instead  of  the  U.S.? 

Alas,  our  Treasury  Department  is  now  doing  its  level  best  to 


muck  up  this  repatriation  of  our  overseas  profits.  Recently  t 
department  outlined  rules  for  companies  that  want  to  bri 
some  of  this  money  home.  Bureaucrats  have  decreed  that  con 
panies  cannot  use  the  money  to  pay  dividends,  repurchase  stot 
make  portfolio  investments  or  pay  executives. 

Of  course,  money  is  fungible.  There  is  no  computer  tag  ■ 
each  dollar  bill.  Thus,  cash  set  aside  for  dividends  could,  in  effe 
now  be  used  for  other  purposes.  Which  leads  one  to  ask  why  t 
Treasury  is  issuing  these  restrictive,  silly  rules  in  the  first  pla» 
Why  not  let  the  affected  businesses  make  their  own  decisior 
They're  all  subject  to  U.S.  law.  Most  are  publicly  held  compani 
that  are  under  the  microscope  of  countless  organizations  ai 
institutional  and  individual  investors. 

The  Treasury  is  guilty  of  bureaucratic  pettiness.  It  opposed  t 
tax  holiday  provision  and  is  now  trying  to  hobble  it  with  red  tap 
Secretary  John  Snow  should  overrule  his  bumptious  bureaucral 


An  American  Model 


THE  U.S.  LOST  A  GREAT  ENTREPRENEUR  WHEN  JAY  VAN  ANDEL 
died  at  the  age  of  80  this  past  December.  He  was  cofounder  of 
Amway,  a  company  that  began  in  his  base- 
ment and  is  today  a  $6  billion,  globe- 
girdling  behemoth.  Amway  is  one  of  the 
world's  largest  direct-sales  companies,  with 
approximately  3  million  distributors  world- 
wide selling  a  wide  variety  of  products.  It  is 
also  a  formidable  manufacturer  of  many  of 
those  items.  Van  Andel  and  his  business 
partner,  Richard  DeVos,  had  tried  several 
ventures  before  founding  Amway.  As  true 
entrepreneurs,  they  learned  early  on  how 
difficult  achieving  success  can  be. 


Van  Andel  was  also  a  noteworthy  philanthropist.  One  of  h 
legacies  is  the  Van  Andel  Research  Institute,  which  helps  finan 
research  in  a  range  of  health  issues,  incluc 
ing  cancer.  He  also  contributed  generous 
to  a  number  of  civic  projects.  He  was  a  suj 
porter  of  think  tanks,  such  as  the  Herita^ 
Foundation  (on  whose  board  I  sit),  th 
have  helped  make  conservatism  such  a  po 
itive,  dynamic  force  in  our  country  today. 

Whether  in  business  or  philanthrop 
Van  Andel  understood  that  the  primar 
goal  was  to  serve  the  needs  and  wants  c 
other  people.  He  exemplified  the  best  c 
America. 
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Aetna's  MedQuery™ Service 


Sharing  information. 
It's  how  we  help  doctors 
improve  the  quality  and 
safety  of  care. 

Now  Aetna  is  working  with  doctors  in 
new  ways  to  help  improve  the  quality 
care  your  employees  receive.  Aetna's 
MedQuery  service  analyzes  our  members' 
medical  and  pharmacy  data  to  identify 
any  potential  prescription  drug  conflicts, 
or  adverse  drug-to-disease  interactions. 
If  appropriate,  MedQuery  contacts  the 
doctors  who  can  then  notify  their  patients 
and  take  action.  It's  another  innovative 
way  Aetna  uses  information  to  support 
doctors,  helping  them  to  improve  the 
quality  and  safety  of  the  medical  care 
they  provide.  To  find  out  more,  call  your 
broker,  Aetna  representative,  or  visit  us 
today  at  aetna.com. 


©2004  Aetna  Inc.     Plans  are  offered  by  Aetna  Life  Insurance  Company.  MedQuery 
powered  by  ActiveHealth  Management:  Not  available  in  all  areas.  Not  for  all  medical 
conditions.  Participation  may  depend  on  company  plan  design. 
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We  want  you  to  know 


K  Aetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


YOU'RE  NOT  THE  ONLY  ONE  WE'RE 
CONCERNED  ABOUT. 


^u —  m 

4 


-■  ~  ^ou'  y°ur  passengers,  other  drivers 
.-.^ .^M^GrtgMM^i  anc'  pedestrians.  These  are  the 
&5s^>'^!^HH6  ''vin^'  breathing  reasons  why  we 

jit———  t    are  committed  to  building  some  of 

the  safest  vehicles  on  the  road.  This  is  why  our  Advanced 
Compatibility  Engineering"  body  structure  on  the  5-star- 
safety-rated  Acura  RL  can  help  protect  you  and  those  in 
your  car,  and  those  in  other  cars  as  well.  This  is  also  why  we 
developed  the  world's  first  crash  simulator  that  replicates 
real-world  crash  motions.  Tests  that  go  beyond  industry 
standards  and  into  the  realm  of  what  can  happen  to  real 
people  in  a  real  accident. 

These  are  some  of  the  motivating  forces  behind  our 
performance  technologies  like  Vehicle  Stability  Assist.  One 
of  many  systems  designed  to  help  you  avoid  accidents 
through  enhanced  control  and  handling. 

The  innovations  don't  stop  there.  In  fact,  they  will  always 
continue.  And  until  every  distracted,  sleepy,  aggressive, 
inexperienced  driver  on  the  road  no  longer  exists,  your 
safety  will  remain  our  number  one  priority. 


SAFETY    THROUGH  INNOVATION. 


©ACURA 


It  looks  impossible  till  you  do  it,  and  then  you  find  it  is  possible. 

—EVELYN  UNDERHILL 


Struggling  for  Attention  The  massive  effort  to  help 

tsunami  victims  demonstrates  what's  possible — and  throws  into 
sharp  contrast  the  inadequate  global  response  to  mass  killings 
in  Sudan's  Darfur  region.  Since  early  2003,  tens  of  thousands 
have  been  slain,  and  almost  2  million  made  homeless,  in  attacks 
by  marauding  militia.  Just  last  year,  the  United  Nations  called 
Darfur  the  world's  "worst  humanitarian  disaster." 

Darfur  has  had  little  help,  just  some  toothless  UN  threats  of 
sanctions  against  the  Sudanese  government  that's  permitting 
the  violence,  and  a  few  peacekeepers  from  other  African  coun- 
tries who  haven't  been  effective.  The  killings  have  continued. 
Militias  have  chased  out  aid  agencies  and  stopped  the  food  assis- 
tance upon  which  refugees  depend.  It's  hardly  a  first  in  Africa.  A 
decade  ago  in  Rwanda,  half  a  million  people  died  in  a  genocide 
as  the  world  stood  by. 

Sending  relief  to  tsunami-ravaged  areas  certainly  is  easier 
than  interrupting  armed  combat.  But  that  doesn't  quite  explain 
why  one  elicits  tears  and  the  other  indifference. 

— USA  Today 

Argentina's  Fall  into  Disrepute  In  an  interview 

with  the  Argentine  newspaper  Ambito  Financiero  in  November, 
UCLA  economics  professor  Sebastian  Edwards  expressed  con- 
cern about  [Argentina's]  ability  to  clean  up  its  shady  reputation. 
"Growth  in  the  medium-term  doesn't  look  very  good,"  Mr. 
Edwards  said.  "If  Argentina  doesn't  achieve  strong  investment 
increases  and  especially  foreign  investment,  its  medium-term 
growth  will  be  pathetic.  And  increased  investment  requires  seri- 
ousness in  the  rules  of  the  game  and  in  judicial  security.  None 
of  this  now  exists."  In  other  words,  it  is  not  only  the  resolution  of 
the  debt  that  threatens  to  undermine  Argentina's  future  as  a 


serious  country  but  more  importantly  the  terrible  precedent  s^ 
by  a  government  that  during  its  debt  crisis  brazenly  confiscate 
property  and  remains  unrepentant.  Mr.  Edwards  asserted  tha 
"The  world  sees  the  country  governed  by  a  rebellious,  capricioii 
and  badly  mannered  adolescent.  It  is  a  negative  image  that  wj 
corrode  the  credibility  and  the  reputation  of  the  country." 

[President  Nestor]  Kirchner  and  his  Peronist  politic) 
machine  have  tried  to  counter  this  bad  image  by  boasting  of  a 
economic  "recovery"  as  if  it  was  the  result  of  some  uniqu 
Argentine  skill.  Never  mind  the  fact  that  nonpayment  on  $80  bii 
lion  of  debt  would  make  anyone  feel  suddenly  rich. 

—MARY  ANASTASIA  O'GRADY,  Wall  Street  Jourm 

To  Err  Is  Human  A  young  apprentice  applied  to  a  mad 
ter  carpenter  for  a  job.  The  older  man  asked  him,  "Do  you  kno1 
your  trade?"  "Yes,  sir!"  the  young  man  replied  proudly.  "Ha\i 
you  ever  made  a  mistake?"  the  older  man  inquired.  "No,  sir!"  tH 
young  man  answered,  feeling  certain  he  would  get  the  job.  "The! 
there's  no  way  I'm  going  to  hire  you,"  said  the  master  carpenta 
"because  when  you  make  one,  you  won't  know  how  to  fix  it." 

—FRED  ROGERS,  The  World  According  to  Mister  Rogei 

Model  of  Reform  Redistricting  as  this  country  prac 
tices  it  contributes  to  the  polarization  and  coarsening  of  politic; 
because  incumbents  have  to  worry  more  about  their  extrem 
flanks  than  about  the  center,  and  it  erodes  political  accountabl 
ity.  If  California  can  reform  its  incumbent-protection  system, 
will  offer  a  tremendous  model  for  the  rest  of  the  country. 

— Washington  Po. 

Leading  by  Example  Russia  under  President  Vladim: 
Putin  continues  to  migrate  away  from  democratic  reform  an 
toward  a  Czarist-style  authoritarianism.  Poland  can  help  cur 
that  re-emerging  authoritarianism  in  Russia's  sphere  of  influ 
ence.  Not  only  has  Warsaw  become  a  fast-growing  business  hut 
the  whole  country  also  serves  as  a  living,  breathing  example  c 
what  a  free  and  democratic  Slavic  people  can  achieve.  Polan 
has  aggressively  embraced  free-market  democracy  while  con 
tending  with  widespread  social  upheaval  and  an  unemploymer 
rate  that  has  hovered  just  below  20%  for  years.  To  reformer 
in  the  Belorussian  capital  of  Minsk  and  in  Kiev,  Ukraine 
trying  to  steer  their  countries  away  from  a  backward-lookin 
nationalism,  the  successful  transformation  of  Poland,  the  Czec. 
Republic  and  the  Baltic  states  is  a  critical  force  for  good. 

—PETER  SAVODNIK,  The  Hill,  in  Chicago  Trihun 

The  Good  Life  I  have  a  simple  philosophy.  Fill  what'; 
empty.  Empty  what's  full.  Scratch  where  it  itches. 

—ALICE  ROOSEVELT  LONGWORTH  I 
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No  one  gets  more  work  done  on  a  golf  course  than  The  PGA  of  America.  Which  is  why  the 
PGA  turns  to  Sprint  for  a  customized  network  to  help  seamlessly  connect  the  course  to  the 
rest  of  the  world.  The  Sprint  solution  is  a  fully  integrated  wireless  and  wireline  network  that 
enables  the  media  to  send  large  digital  files  quickly  and  keeps  business  professionals  connected 
to  their  offices  -  at  broadband  speeds.  All  this  and  Sprint  reduced  the  PGA's  network  setup 
costs  by  33%.  Conducting  business  as  usual  while  on  a  golf  course  -  now  that's  beautiful. 
With  Sprint,  business  is  beautiful.'" 

>  Visit  Sprint  cGm/beautif ul  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP 
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urrent  Events 


Caspar  W.  Weinberger,  chairman 


America's  Need  for  Real  Support  From  Abroad 


[E  FUTILITY  THAT  CHARACTERIZES  MANY  INTERNATIONAL 
gotiations  was  well  demonstrated  in  the  recent  attempt  to 
ip  Iran's  nuclear  weapons  program. 

Under  the  Nuclear  Nonproliferation  Treaty,  to  which  Iran  is  a 
natory,  countries  have  the  right  to  process  fuel  for  use  in  civilian 
clear  reactors.  But  the  same  process  also  can  be  used  to  produce 
;hly  enriched  fuel  for  nuclear  weapons.  Therefore,  treaty  signato- 
s  are  required  to  report  such  programs  to  the  International  Atomic 
ergy  Agency.  After  being  confronted  with  evidence  in  2002,  Iran 
mitted  to  18  years  of  covert  experiments  and  construction  in  its 
clear  program.  In  2003  an  agreement  between  Europe  and  Iran  in 
dch  Iran  committed  to  suspend  its  uranium  enrichment  activities 
)ke  down  within  months  over  what  those  "activities"  included. 

The  U.S.  has  become  increasingly  alarmed  by  Iran's  nuclear 
ivities  and  was  intent  on  making  a  push  at  the  IAEA's  Nov.  29 
:eting  for  the  agency  to  refer  Iran  to  the  UN  Security  Council  for 
failure  to  meet  IAEA  demands,  a  move  that  could  have  resulted  in 
vf  sanctions.  However,  on  Nov.  15  a  big  "breakthrough"  was 
uounced — Iran  had  reached  an  agreement  with  Great  Britain, 
rmany  and  France  to  suspend  its  uranium  enrichment  activities. 

iades  of  North  Korea? 

e  usual  weaseling  over  what  was  actually  agreed  to  began  right 
ay.  At  a  news  conference  Hassan  Rowhani,  Iran's  national  secu- 
f  chief  and  lead  negotiator,  said,  "Cessation  was  our  red  line.  In 
:  agreement  there  is  no  talk  of  cessation,  but  only  voluntary  sus- 
nsion."  The  Wall  Street  Journal  reported  that  suspension  was  only 
last  as  long  as  it  took  "to  work  out  a  permanent  accord  on  Iran's 
clear- fuel  cycle,  which  Foreign  Ministry  spokesman  Hamid  Reza 
efi  said  should  be  completed  'in  a  short  period  of  time.' "  So  the 
nians  were  seeing  the  agreement  as  short-term,  while  European 
icials  were  describing  it  as  just  the  start  of  a  negotiation  process. 

On  Nov.  24  Iran  demanded  the  right  to  operate  uranium 
richment  equipment  (20  centrifuges)  for  research  purposes, 
le  Europeans  rejected  the  demand,  saying  it  violated  the 
reement.  In  a  classic  understatement  Mohamed  ElBaradei, 
ad  of  the  IAEA,  said  that  Iran  was  failing  to  meet  its  pledge  to 
eze  its  uranium  enrichment  program  and  that  "a  confidence 
ficit  has  been  created."  Iran  eventually  withdrew  its  demand. 

The  New  York  Times  on  Nov.  30  reported  Mr.  Rowhani  as 
dng  that  Iran  would  "suspend  its  uranium  enrichment  activ- 
es for  only  a  few  months  while  negotiations  with  Europe  for  a 
iger-term  accord  continued,  but  would  never  wholly  abandon 
t  program.  The  negotiator  also  claimed  victory  for  Iran  in  the 
;pute  over  its  nuclear  effort,  saying  that  for  the  first  time  the 
iclear  monitoring  agency  of  the  UN  had  'recognized  Iran's 
;ht  to  peaceful  nuclear  activities.'  His  comments  came  a  day 


after  a  resolution  was  passed  by  the  IAEA  welcoming  the  coun- 
try's freeze  of  its  uranium  enrichment  activities." 

Talks  resumed  in  mid-December  between  Iran  and  the  Euro- 
peans. Longer  term,  Iran  is  looking  for  more  economic  aid  and 
wants  to  settle  unspecified  security  issues.  But  President  Bush  has 
made  it  clear  that  suspension  of  activities  that  could  lead  to 
nuclear  weapons  is  not  enough.  And  he  is  unlikely  to  offer 
improved  bilateral  relations  with  Iran  as  a  way  to  clinch  any  deal. 

Even  the  New  York  Times  correctly  pointed  out  that  Iran  had 
not  relinquished  "its  two-decade-long  effort  to  acquire  the  capacity 
to  make  nuclear  bomb  fuel  [and  that  it]  has  not  agreed  to  stop 
building  a  plutonium  separation  plant  that  would  provide  a  sec- 
ond route  to  nuclear  weapons  production."  In  the  same  editorial 
the  Times  went  on  to  call  for  an  "explicit  and  unambiguous  threat 
[if]  Iran  proves  unwilling  to  turn  its  temporary  suspension  into  a 
complete  and  verifiable  renunciation  of  all  uranium  and  pluto- 
nium enrichment  programs  capable  of  producing  nuclear  bomb 
fuel."  But  the  Times'  idea  of  a  threat  is  that  "Europe  must  be  pre- 
pared to  join  Washington  in  voting  for  Security  Council  sanctions." 

If  that's  an  explicit  and  unambiguous  threat,  I  would  suggest 
that  the  Times'  style  and  usage  book  needs  serious  reediting. 

Leading  Question 

Should  Mohamed  ElBaradei  be  reappointed  as  head  of  the  IAEA? 
He  has  nearly  completed  two  four-year  terms.  The  Bush  Admin- 
istration on  Dec.  13  said  the  customary  two-term  limit  should 
apply.  However,  the  usual  European  suspects  appear  to  be  lining 
up  in  support  of  a  third  term,  citing  ElBaradei's  being  "effective  in 
recent  negotiations  with  Iran."  No  matter  that  the  suspension 
may  not  quite  be  that,  or  that  it's  hardly  a  diplomatic  triumph  to 
get  Iran  to  agree  to  what  it  has  already  put  its  name  to  in  a  treaty. 

What  does  matter  is  that  ElBaradei  has  been  rather  consis- 
tently anti-American  or,  if  that's  too  undiplomatic  an  assess- 
ment, less  than  supportive  at  times  when  the  U.S.  has  most 
needed  help,  not  a  dispute.  Let's  hope  the  Administration 
remains  firm  in  its  decision  to  oppose  a  third  term. 

The  Americans  most  likely  to  support  ElBaradei  will  undoubt- 
edly be  those  same  Clinton  Administration  apparatchiks  who  met 
recently  to  "save"  Kofi  Annan.  Mr.  Annan — who  has  done  all  he  can 
to  secure  his  reelection  by  opposing  the  U.S.  and  who  has  presided 
over  corruption  and  been  unresponsive  to  charges  of  bad  moral 
conduct  by  UN  personnel — also  deserves  a  long  rest,  not  reelection. 

The  U.S.  needs  help  and  friends  in  the  international  arena.  How- 
ever, we  should  not  be  beguiled  into  supporting  or  failing  to  oppose 
those  who  have  demonstrated  continued  opposition  to  the  U.S.  and 
our  policies  or  those  who  have  never  supported  the  suitable  investi- 
gation of  charges  of  laxity  and  misconduct  in  UN  affairs.  F 
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How  to  light  up  a  foj^H^fesi^j 

Advance  Transformer,  a  leading  component  manufacturer 

for  lighting  systems,  had  legacy  IT  systems  that  no  longer 
kept  up  with  production  demands.  They  turned  to  HP  to 
better  manage' their  supply  chain-.  Now,  using  an  IT  Service 
Management  approach  with  HP  OpenView  software  and 
HP  BladeSystem  servers,  their  systems  automatically  solve 
problems  as  they  occur.  All  this  has  reduced  production 
time  from  28  to  5  days,  cut  inventory  levels  by  50%  and 
revealed  the  bright  side  of  change,  www.hp.com/adapt 

Solutions  for  the  adaptive  enterprise. 
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igital  Rules  

Rich  Karlgaard,  publisher 


Irrational  Act 


D  NOW  FOR  A  TOPIC  THAT  CHILLS  ANY  CONVERSATION: 
ing.  Yeow!  Take  a  dull  subject — only  life  insurance  is  as  bor- 
— and  combine  it  with  cloying  guilt.  That's  tithing.  In  the  red 
es  the  face  of  tithing  is  often  a  pompadour  on  Channel  46 
leching  you  to  wire  $  1 ,000  to  his  800  number.  The  money,  he 
ans,  will  return  to  you  tenfold,  in  divine  time,  perhaps  as  a  shiny 
/  Harley- Davidson.  In  the  blue  states  the  face  of  tithing  is  a 
ural  Resources  Defense  Council  Hollywood-style  shakedown. 
On  top  of  that,  tithing  is  . . .  but  wait  a  minute.  Along  comes 
iend — educated  and  rational — who  is  glad  to  tell  you  of  his 
eriencc  with  tithing.  He  grew  up  in  a  strict  church,  where 
are  to  cough  up  10%  of  the  paper-route  money  was  a  ticket 
perdition.  So  of  course  he  turned  against  tithing  and  the 
rch.  As  time  passed  he  moved  away,  earned  degrees  in  engi- 
ring  and  law  from  elite  colleges,  got  married,  started  a  fam- 
md  even  returned  to  church.  Yet  though  earning  a  princely 
ry,  he  and  his  wife  were  astonished  to  learn  they  couldn't 
:  a  dime  of  it. 

Now  in  early  middle  age,  my  friend  hears  yet  another  ser- 
n  about  tithing.  But  this  one  is  different.  It  makes  no  refer- 
es  to  perdition  or  Harleys.  Just  a  modest  promise:  Tithing 
liberate  the  tither  from  financial  worry.  That's  it.  You  might 
10%  poorer,  but  you'll  stop  worrying  about  it.  That  was  the 
i,  nothing  else.  The  minister  earned  extra  credibility  with  the 
gregants  that  morning  by  telling  them  not  to  give  all  their 
ney  to  the  church,  to  spread  it  around. 
That  day  my  friend  and  his  wife  pledged  to  tithe.  They 
■ted  to  give  away  10%  of  their  income,  every  paycheck, 
lost  immediately  a  mysterious  transformation  took  place. 
;y  found  they  were  able  to  save  10%  of  their  income.  At  last. 
:y  retired  their  house  mortgage  ahead  of  schedule,  too. 
My  friend  calls  it  the  10-10-80  rule.  Tithe,  save  and  spend 
Dusly,  in  that  order.  As  a  partner  in  a  professional  services 
n,  he  has  some  control  over  his  income.  It  has  gone  up  since 
began  to  tithe,  though  his  industry  is  flat.  My  friend  takes 
ns  to  avoid  calling  this  God's  bountiful  Harley.  He  will  say, 
vever,  that  absent  financial  worry  he  feels  more  creative  and 
rgetic  about  his  work.  Clients  evidently  like  his  attitude. 

ntrepreneurial  Risk  Is  Less  Terrifying" 

3ther  enthusiastic  tither  is  Greg  Gianforte,  the  founder,  chair- 
n  and  CEO  of  RightNow  Technologies.  Gianforte  started  this 
b  services  company  in  1997  in  the  spare  bedroom  of  his 
sman,  Mont,  home  and  has  grown  it  to  $40  million  in  sales. 
htNow  went  public  on  NASDAQ  last  year,  becoming  Mon- 
a's  first  tech  startup  to  do  so. 
Gianforte  is  quick  to  say  that  tithing  is  a  duty  of  his 


faith.  One  must  never  tithe  with  expectations  of  divine  reward. 
But,  funny,  Gianforte  says,  now  that  you  mention  it,  tithing  has 
brought  these  benefits: 

•  "The  decibel  level  in  my  life  has  gone  down.  I  think  that's 
because  every  possession  speaks  to  you.  Evci  )  thing  you  own 
wants  attention.  When  I  began  to  tithe,  I  found  a  freedom  from 
my  possessions.  I  don't  hold  on  to  things  as  tightly  anymore." 

•  "When  you  loosen  your  grip  on  possessions,  you  become  more 
willing  to  take  a  chance.  Entrepreneurial  risk  is  less  terrifying." 

•  "Tithing  requires  discipline,  but  thai  discipline  begins  to  show  up 
unexpectedly  in  other  areas  of  my  life.  When  I  began  to  tithe,  I  was 
able  to  rise  earlier  in  the  morning.  I  am  more  patient  with  people." 

•  "Tithing  puts  you  in  touch  with  people's  needs.  This  is  an 
excellent  habit  to  acquire  in  business.  I  guarantee  you,  if  you 
want  to  build  a  company,  you  have  to  be  in  touch  with  cus- 
tomers' needs." 

At  this  point  I  recalled  a  chat  I  once  had  with  Gianforte 
while  researching  my  book,  Life  2.0.  When  Gianforte  started 
RightNow,  the  first  thing  he  did,  with  no  employees  and  no  prod- 
uct to  sell,  was  print  up  a  data  sheet  and  mail  it  to  the  heads  of 
customer  service  at  hundreds  of  large  companies.  Then  he  got  on 
the  phone  and  asked  his  would-be  customers  what  they  liked  and 
didn't  like  about  the  data  sheet.  By  listening  to  their  needs,  ( ,i.in 
forte  was  cleverly  combining  R&D  and  selling — on  the  cheap. 
I  bring  this  up,  and  Gianforte  laughs. 

•  "When  you  tithe,  you  begin  to  see  your  role  as  a  steward  of 
resources.  You  don't  engage  in  wasteful  spending.  You  learn  to 
become  a  bootstrapper." 

Beyond  Supply  and  Demand 

What  do  we  learn  by  hearing  the  stories  of  my  friend  and  ( ireg 
Gianforte?  I'm  not  sure.  I  don't  think  their  stories  prove  the  ben- 
eficial effects  of  tithing  for  the  tither.  But  neither  can  anyone 
prove  why  capitalism  works.  Economists,  trapped  in  the  closed 
loop  of  supply  and  demand,  can  only  make  a  dismal  pseudo- 
scientific  hash  of  it.  Out  in  the  real  world  people  are  inspired  by 
ideas.  Some  arc  even  willing  to  suffer  irrational  odds  in  an  effort 
to  turn  their  ideas  into  innovations.  Most  fail,  but  even  the  fail- 
ures add  to  our  knowledge.  The  pursuit  of  innovation  by  entre- 
preneurs willing  to  give  before  they  get  creates  discontinuities 
that  shatter  the  predictable  loop  of  supply  and  demand.  Entropy 
and  monopoly  alike  are  defeated  by  innovation.  That  is  how 
capitalism  works.  It  starts  with  an  irrational  act  of  giving. 

Why  does  tithing  work?  Nobody  knows.  Only  that  it  does  for 
many.  (E-mail  your  thoughts  on  tithing  to  the  address  below.)  F 

F01"bCS  I  Visit  Fl'ctl  Karlgaard's  home  page  at  www.life2whcre.com 
MMBMancom  |  or  e-mail  him  at  publishcr'"»forbcs.com. 
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If  you  want  all  your  assets 

to  work  together, 

maybe  your  advisors  should,  too. 


Premier  Banking         Introducing  Premier  Banking  &  Investments.™ 
&  Investments      I    A  new  level  of  service. 

fell    I     I  ill!  I 

Imagine  a  banker  and  a  financial  advisor  working  together  toward  the  same 
goal.  Yours.  That's  the  idea  behind  Premier  Banking  and  Investments. 

Our  innovative  approach  joins  specialists  from  two  world-class  organizations, 
Bank  of  America  and  Banc  of  America 
Investment  Services,  Inc.®  This  dedicated 
team  brings  you  integrated  financial  advice 
and  comprehensive  planning  to  meet  your 
financial  goals. 

This  service  has  many  advantages.  Access  to  our  suite  of  flexible  banking 
products,  including  customized  credit.*  Personalized  investment  solutions  based 
on  your  individual  needs.  And  a  level  of  service  and  personal  attention  never  before 
available  at  this  asset  level. 

If  you  have  $100,000  with  Bank  of  America  and/or  Banc  of  America  Investment 
Services,  Inc.,  you  may  qualify  for  Premier  Banking  and  Investments.  To  set  up  an 
appointment,  call  866.222.6520,  visit  our  website  at  www.bankofamerica.com/premier 
or  visit  any  one  of  our  banking  centers. 

Bank  of  America^^Higher  Standards 


*  Credit  is  subject  to  approval,  Normal  credit  standards  apply. 

Premier  Banking  and  Investments  ™  is  offered  through  Bank  of  America  Premier  Banking"  and  Banc  of  America  Investment 
Services,  Inc.*  Banking  services/products  are  provided  by  Bank  of  America,  N.A.  (Member  FDIC).  Investment  products  such 
as  stocks,  bonds  and  mutual  funds  are  provided  by  Banc  of  America  Investment  Services,  Inc.,  and:   ■• 

Are  Not  FDIC  Insured  May  Lose  Value  Are  Not  Bank  Guaranteed 

Banc  of  America  Investment  Services,  Inc.  is  a  registered  broker-dealer,  member  NASD  and  SIPC  and  a  nortbank 
subsidiary  of  Bank  of  America,  N.A. 

:  CO)  2005  Bank  of  America  Corporation 
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Thrown  for  Another  Loss 


T 


Ihe  Internal  Revenue 
Service  says  the 
DeBartolo  family's 
NID  Corp.  overstated  meal, 
entertainment,  travel  and 
training  expenses  of  the 
San  Francisco  49ers  in  2000 
and  owes  another  $178,000 
in  taxes.  NID,  formerly  the 
Edward  J.  DeBartolo  Corp., 
is  in  U.S.  Tax  Court  fighting 
the  claim.  It  says  the  part- 
nership owning  the  team 
had  an  ordinary  loss  that 
year  of  $758,000.  The  feds 
calculate  $175,000  and  say  that  NID  also  deducted  the  same 
$320,000  interest  expense  twice.  That  same  year  Forbes  400 
member  Edward  J.  DeBartolo  Jr.  yielded  the  five-time  Super 
Bowl  champion  franchise  to  sister  Denise  DeBartolo  York  in  the 
wake  of  his  1998  felony  conviction  for  paying  now-jailed  ex- 
Louisiana  governor  Edwin  Edwards  $400,000  for  help  in  getting 
a  riverboat  casino  license.  — Janet  Novack 

A  Little  More  Monkey  Business,  Y'all? 

Heirs  of  Betty  Slick  Moorman,  whose  San  Antonio  family  cre- 
ated the  famous  Southwest  Foundation  for  Biomedical 
Research,  which  now  sports  the  world's  largest  collection  of 
baboons  for  experimental  purposes,  are  fighting  an  IRS  claim 
that  they  undervalued  her  estate  by  95%  and  still  owe  $15  mil- 
lion in  taxes.  Moorman  died  back  in  2000  at  age  82,  and  her 
estate  fixed  the  taxable  assets  at  just  $  1 .4  million.  But  the  feds  say 
she  held  on  to  too  many  benefits  after  moving  property  into  a 
family  entity  and  that  her  estate  for  tax  purposes  was  really  a  lot 
more,  $28.4  million.  — J.N.  and  William  P.  Barrett 


A  Buy  Signal  or  Internet  Discounting? 

One  of  the  1,366  seats  on  the  highly  regulated  but  privat 
owned  New  York  Stock  Exchange  just  sold  for  a  mere  $975,0 
That's  a  63%  drop  since  the  $2.65  million  peak  fetched 
1999 — before  the  tech-boom  halt  tanked  markets.  The  pr 
hasn't  been  in  this  low  range  since  1995,  which  proved  to  b 
good  year  for  longer-term  stock  buying.  Over  time  seat  value 
a  noted  financial  statistic  since  1868,  28  years  before  the  adv 
of  the  Dow  Jones  industrial  average — have  moved  with  stoc 
but  with  greater  volatility  and  time  lags.  — W.F 

Charity  Begins  at  the  Nicer  Home 

The  metropolitan  area  anchored  by  the  comfortable  univen 
town  of  Missoula,  Mont,  has  the  most  nonprofits  per  capita 
the  U.S.,  one  for  every  80  residents.  Number  two  is  golf  me 
Augusta,  Ga.,  one  for  every  139.  At  the  bottom:  the  poor  bon 
area  of  El  Paso,  Tex.  with  2,066  residents  for  every  nonprofit.  Th 
calculations  come  from  data  compiled  by  the  Chronicle  of  Pf 
anthropy  and  the  Urban  Institute's  Center  on  Nonprofits 
Philanthropy.  The  IRS  says  the  number  of  reporting  nonpro 
has  nearly  doubled  since  1990  to  785,000  today.  — David  Whe, 


Road  Rage 

A  Journal  of  Law  and  Economics  study  says  mandator 
car-insurance  laws  increase  traffic  fatalities.  After  studyin 
28  years  of  data  and  new  laws  for  all  states  through  I99£ 
economists  Alma  Cohen  and  Rajeev  Dehejia  write  that  death 
go  up  2%  for  each  percentage-point  drop  in  uninsured  mc 
torists.  One  reason:  Uncovered  motorists  "drive  more  carefully 
The  study  says  no-fault  systems,  in  which  drivers  have  limite 
rights  to  sue,  also  boost  the  death  rate  due  to  "reductions  in  th 
expected  financial  costs  of  accidents."       —  Tatiana  Serafi 


We  Can't  Wait  for  the  Sequels 


Some  corporate  honchos  author  books  whose  themes  later  seem,  uh,  a  bit  ironic.  —  Neil  Weinberg  and  W.P.B. 
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Ousted  as  boss  of  HoNinger  Int'l  amid 
allegations  he  freely  looted  assets  (2004) 
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Sunbeam  Corp.  accounting  fraud  (2002) 
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Where  14-billion  Web  addresses  and  emails  get  directed. 

Where  2.7-billion  phone  connections  get  routed. 
Where  3,000  global  enterprises  get  secured. 
Where  $100-million  in  online  commerce  gets  transacted. 
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eriSign: 

/here  it  all  comes  together: 


>ns  of  times  each  day,  the  world  interacts  with  a  company 
may  not  realize  is  there.  One  that  is  driving  dynamic 
sformations  at  the  very  core  of  commerce  and  com- 
ications.  VeriSign*  Through  our  Intelligent  Infrastructure 
ices,  we  enable  businesses  and  individuals  to  find,  connect, 
ire,  and  transact  across  today's  complex  Internet,  telecom, 
converged  networks. 


3,000  global  businesses  and  400,000  Web  sites.  And  we  handle 
over  30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  VeriSign  will  be  there,  deploying  the 
Intelligent  Infrastructure  Services  necessary  for  everything  from 
RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile 
and  rich,  media  content  distribution. 


operate  the  systems  that  manage  .com  and  .net,  handling  Whether  you're  a  telecom  carrier  looking  to  rapidly  deploy  new 

illion  Web  addresses  and  emails  every  day.  We  run  one  of  the  services;  a  Fortune  500  enterprise  needing  comprehensive, 

;st  telecom  signaling  networks  in  the  world,  enabling  services  proactive  security  services;  or  an  e-commerce  leader  wanting 

i  as  cellular  roaming,  text  messaging,  caller  ID,  and  multi-  to  securely  process  payments  and  reduce  fraud,  we  can  help, 

ia  messaging.  We  manage  network  and  user  security  for  over  We're  VeriSign.  Where  it  all  comes  together.™ 
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On  My  Mind  

By  Thomas  P.  Stossel,  M.D.,  co-director  of  the  hematology  division  at  brigham  &  Women's  hospital  in  Boston 

and  American  Cancer  Society  professor  of  medicine  at  Harvard  Medical  School. 

Free  the  Scientists! 

Conflict-of-interest  rules  purport  to  cure  a  problem  that  doesn't  exist— 

and  are  stifling  medical  progress. 


FOR  THREE  DECADES  I  HAVE  TREATED  PATIENTS  WITH  BLOOD 
diseases  and  run  a  medical  research  laboratory  funded  mostly  by 
government  grants.  My  career  has  been  rewarding,  but  now,  as  I 
work  with  companies  to  translate  my  research  into  clinically  use- 
ful products,  I  find  that  academic  institutions,  leaders  of  presti- 
gious medical  journals  and  even  government  agencies  consider 
such  commercial  contact  to  be  deeply  troubling. 

Last  year  the  National  Institutes  of  Health  tightened  restric- 
tions on  scientists'  freedom  to  consult  with  pharmaceutical  com- 
panies. Harvard  Medical  School, 
where  1  am  a  professor,  also  limits 
my  ability  to  work  with  drug 
companies.  If  I  have  more  than  a 
token  financial  interest  in  a  com- 
pany, I  can't  let  that  company 
sponsor  my  scientific  work.  The 
theory  behind  the  rules  is  that  a 
financial  interest  causes  an  acade- 
mic scientist  to  lose  objectivity 
and  report  biased  results.  In  the 
real  world,  however,  these  restric- 
tions address  nearly  nonexistent 
scientific  corruption  and  ulti- 
mately impede  medical  progress 
by  depriving  pharmaceutical 
companies  of  access  to  biomedical 
scholars. 

Academic-industry  relation- 
ships have  been  overwhelmingly 
beneficial.  The  biotechnology  in- 
dustry, founded  by  entrepreneur- 
ial academics  in  the  early  1 980s,  in- 
troduced highly  effective  products 
like  vaccines,  hormones  and  anti- 
cancer drugs.  Companies  like  Amgen,  Biogen  Idee,  Chiron  and 
Genentech,  which  emerged  from  this  synergy  between  universi- 
ties and  business,  contribute  enormously  to  our  economy. 

A  1998  paper  in  the  New  England  Journal  of  Medicine  is  often 
invoked  as  proof  that  financial  interests  cause  bias.  But  the  arti- 
cle's data  did  not  support  its  conclusion  that  the  medical  profes- 
sion needed  more  rules.  The  journal  reported  that  cardiologists 
consulting  for  companies  were  less  critical  of  a  controversial 
medication,  a  calcium  channel  blocker,  than  other  academics. 
But  the  cardiologists'  views  were  identical  whether  consulting 
for  the  drug's  manufacturer  or  for  firms  making  competing 
products.  And  the  drug  in  question  remains  in  wide  use. 


"Despite  growth  in  projects  between 
universities  and  industry,  the  incidence  of 
falsification  of  research  has  barely  changed. 


The  death  of  18-year-old  Jesse  Gelsinger  is  the  definj 
event  used  to  justify  restrictions  on  research.  Researche 
financial  relationships  with  a  sponsoring  company  dominal 
the  publicity  surrounding  his  1999  death  during  a  gene  them 
experiment  gone  awry  at  the  University  of  Pennsylvania.  But 
evidence  suggested  that  financial  interests  caused  the  trage« 
Plenty  of  deaths  have  resulted  from  clinical  experiments  w 
no  commercial  ties. 

Despite  enormous  growth  in  joint  projects  between  univ» 
sities  and  industry,  the  incider) 
of  fabrication  or  falsification 
research  results  reported  to  NIB 
Office  of  Research  Integrity 
barely  changed  over  the  i 
decade.  None  of  the  reporti 
cases  has  involved  researche: 
commercial  relationships. 

How  did  financial  conflict- 
interest  rules  get  to  be  such  a 
deal?  One  reason  is  that  the  gat 
keepers  of  the  medical  literatu 
believe  it  is.  Editors  of  hig: 
profile  medical  journals  vilify  ti 
pharmaceutical  industry,  provi< 
forums  for  antibusiness  critic 
tout  theoretical  evils  of  conflk 
of-interest   and  promote 
idealized  view  of  research.  TI 
ideological  commentaries  appe 
side  by  side  with  peer-review* 
scientific  reports,  thus  carryir 
the  weight  of  objective  truth 
reporters  and  to  the  public. 
To  be  sure,  it  is  reasonable 
require  disclosure  of  corporate  sponsorship  by  investigators  ar 
institutional  monitoring  of  collaborations.  But  academic  admi 
istrators  and  government  officials  respond  to  rare  incidents 
misconduct  and  to  the  barrage  of  criticism  that  follows  by  rusJ 
ing  to  pile  on  restrictions.  Their  argument  is  that  the  mere  a{ 
pearance  of  a  conflict  undermines  the  public  trust.  This  moralisi 
panders  to  a  natural  impulse  to  feel  superior  to  businesspeop 
and  bullies  the  entrepreneurial  minority  among  academics. 

The  public  wants  trustworthy  science,  and  it  can  get  th; 
without  new  ethical  rules.  Even  more,  it  wants  results — liv« 
saved — and  it  can't  get  those  if  commercial  sponsorship 
research  is  made  difficult,  or  impossible. 
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Our  3,200  sales  agents  are 
independent,  but  that 
doesn't  mean  they're  on 
their  own.  With  Citrix, 
they  have  secure  access 
to  critical  applications  — 
from  anywhere.  Our 
access  strategy  will  also 
cut  our  IT  support  costs 
by  20%." 

Charlton  Monsanto 
Senior  Vice  President  and  CIO 
Prudential  Fox  &  Roach  REALTORS 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

Prudential  Fox  &  Roach  REALTORS,  one  of  the 
largest  full-service  realty  firms  in  the  U.S.,  needed  to 
keep  up  with  the  IT  needs  of  900  full-time  employees 
and  3,200  independent  sales  agents  in  70  different 
offices.  Support  technicians  were  constantly  on  the 
road  racing  to  fix  problems,  and  application  downtime 
was  slowing  down  agents  -  and  sales.  So  Prudential 
Fox  &  Roach  did  what  99%  of  the  Fortune  500  have 
already  done.  They  turned  to  Citrix"  and  developed 
an  access  strategy.  Now  they  can  deploy  and  manage 
applications  centrally  and  far  more  cost-effectively. 
Agents  get  secure,  easy,  and  instant  access  to  essential 
information  —  anywhere,  anytime,  from  any  device. 
It's  called  the  on-demand  enterprise.  And  it's  helping 
Prudential  Fox  &  Roach  —  and  over  1 20,000  other 
customers  —  save  money  and  reduce  IT  complexity. 
To  learn  what  Citrix  can  do  for  your  business,  call 
888-820-7918  or  visit  www.citrbc.com. 


CITRIX 


O2004  Cftnx  Systems.  Int  All  u)hls  it-^vrd  '  Jtrn  i>,  ,i  micliiinl  luilern.ul. 
of  Crtnx  Systems.  Inc.  in  the  U  S  and  other  countries  All  other  tr.-uiern.irks 
and  registered  trademarks  are  the  property  ol  their  respective  owners, 
Prudential  Fox  &  Roach  REALTORS  is  an  IndeperxJentty  Owned  and 
Operated  Merntx*  ol  Prulmkil  hHil  h^le  Atfilutir.  Ii  u. 
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Follow-Through   

Checkup:  Our  yearly  look  back  at  past  medical  stories 
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NOVEMBER  11,  2002 

Bitter  Pill 

In  December  AstraZeneca  issued  stun- 
ning news  about  ils  promising  lung 
i  iik  ci  ih  ii-',.  Iressa.  A  k'sl  ol  I  ,692  lung 
cancer  patients  found  that  those  who 
look  Iressa  lived  no  longer  than  those 
who  got  a  dummy  pill.  Overall,  patients 
on  Iressa  survived  5.6  months  versus  5.1 
months  lor  placebo  patients,  a  difference 
that  was  not  statistically  significant.  Now 
the  drug  is  in  jeopardy  of  being  removed 
Iron)  the  market.  AstraZeneca  has 
stopped  promoting  Iressa  in  the  U.S. 
while  it  negotiates  with  regulators.  Trials 
in  other  types  of  cancer  are  under  way 
and  could  rescue  the  compound  from 
oblivion. 

Making  matters  more  confusing, 
Genentech's  very  similar  drug,  Tarceva, 
was  approved  in  November  2004  after  it 
was  shown  to  extend  lung  cancer 
patients'  lives  by  two  months  in  a  731- 
patient  trial.  One  theory  of  the  divergent 
results  is  that  AstraZeneca  may  have  used 
too  low  a  dose  of  Iressa.  AstraZeneca 
shares  have  dropped  8.8%  since  it 
announced  the  trial  results.  Meanwhile, 
researchers  are  working  on  a  gene  test  to 
predict  which  patients  would  be  helped 
by  the  drugs. 

— Robert  Langreth 


More  bad  news  on  possible  cancer 
drugs  we've  profiled:  In  May  2004 
the  f  ood  &  Drug  Administration 
rejected  Genasense,  a  drug  that  prompted 
cancer  cells  to  commit  suicide  in  lab  tests. 
In  a  final  stage  test  in  711  melanoma 
patients,  the  drug,  made  by  tiny  Berkeley 
I  [eights,  N.J.  biotech  firm  Genta,  failed  to 
increase  survival  time.  But  it  did  boost 
the  rate  of  serious  side  effects.  In  Novem- 
ber partner  Sanofi-Aventis  terminated  its 
co-development  agreement  with  Genta. 
Though  (ienta  is  still  testing  Genasense 
for  leukemia,  prostate  cancer  and  lung 
cancer,  the  company  recently  laid  off  45% 
of  its  staff.  Genta's  shares,  as  high  as 
$16.65  in  early  2004,  are  now  at  $  1 .5 1 . 

—R.L. 

JUNE  21,  2004 


Heartsick 


In  January  two  studies  in  the  New 
England  Journal  of  Medicine  underlined 
the  link  between  heart  disease  and 
inflammation  that  we  detailed  in  a  cover 


FLASHBACKS 


story  last  year.  The  studies  found  ths 
high  level  of  C-reactive  protein  <(M 
blood  marker  of  inflammation,  isi 
strong  a  predictor  of  future  heart  attai 
or  worsening  heart  disease  as  is  a  h 
cholesterol  level,  at  least  for  those  aire, 
sick  with  arterial  disease. 

But  what  to  do  about  high  CRP  lei 
remains  murky,  especially  for  heah 
people  who  don't  already  have  heart  c 
ease.  New  anti-inflammation  drugs 
development  for  heart  patients  have 
to  show  a  clear  effect  on  CRP,  and  so 
have  run  into  delays.  In  January  Athe 
genics  increased  the  si7.e  of  its  definit 
final-stage  test  of  an  anti-inflammatc 
drug  from  4,000  to  6,000  patients,  wh 
will  delay  completion  of  the  trial  by  th 
months.       — R.L.  and  Matthew  Heq 

SEPTEMBER  1,  2003 

Bloody  Shame 

Scientists  at  AstraZeneca  thought  tl 
had  invented  the  first  new  bloo 
thinning  pill  in  50  years,  Kxanta.  E 
in  October  the  FDA  rejected  the  drug  afl 
seeing  evidence  that  Exanta  can  cause  li\ 
failure.  AstraZeneca  is  working  on  n< 
blood  thinners.  — R. 


85  YEARS  AGO  IN  FORBES  FEBRUARY  7, 1920 

Just  Do  It  Thousands  of  America's  business  and  professional  men  break  down  every 
year  from  some  heart,  brain  or  kidney  complication.  All  that  is  necessary  to  keep  a  man 
past  or  in  middle  life  in  good  mental  and  physical  condition  is  the  daily  use  of  all  the  large 
muscles  of  the  trunk  and  limbs  in  a  systematic  course  of  body  flexions  and  extensions.  Ifl 
these  big  muscle  movements,  lasting  from  10  to  20  minutes,  can  be  taken  in  connection 
with  some  mild  form  of  play,  or  with  some  game  or  sport  which  is  enjoyable,  the  value  of 
the  exercise  will  be  much  enhanced. 

IS  YEARS  AGO  IN  FORBES  JANUARY  8. 1990 

The  Cost  of  Health  For  health  care  service  companies,  it's  taken  five  long,  I 

bloody  years  to  adjust  to  the  government's  war  on  Medicare  spending.  Now  at  least  they 
are  learning  to  eke  out  a  profit.  But  sadly,  the  biggest  factor  behind  the  industry's  stabi- 
lization has  been  its  ability  to  recover  losses  on  Medicare  business  by  boosting  charges 
to  private  patients.  Last  year,  with  hospital  costs  up  some  8%  and  Medicare  payment 
rates  up  3.3%,  hospital  chains  made  up  the  difference— and  then  some— by  raising  fees 
to  private  patients  more  than  20%,  for  the  second  year  in  a  row. 
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RE  YOU  BEATING  DOWN  SUPPLIERS  ON  PRICE  UNTIL  THEY  CAN'T  GET  UP? 

ure,  hitting  suppliers  for  a  lower  price  can  drive  savings.  But  quality  may  be  more 
nportant  than  price.  Or  service  may  be  more  important  than  both.  When  you 
love  beyond  a  one-size-fits-all  approach  to  sourcing,  that's  Spend  Management, 
nd  that's  Ariba.  We  can  help  implement  strategies  that  evolve  your  supplier 
jlationships  and  transform  your  business.  To  get  your  complimentary  copy  of 
ur  helpful  guide,  "Seven  Habits  of  Effective  Sourcing  Organizations,"  please 
all  us  at  1-866-772-7422  or  visit  www.ariba.com/source. 


Ariba  Impacts: 

Direct  Materials 
Services 
Facilities 
Capital  Goods 
IT  Equipment 
MRO  Goods 
Outsourcing 
and  more... 
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THE  RATE  GAME 


Fool's  Paradise 

Interest  rates  are  low,  and  America  is  awash  in  money. 
What  happens  when  the  tap  turns  off?  |  By  Bernard  Condon 


JERRY  A.  GRUNDHOFER,  THE  CHIEF 
executive  of  U.S.  Bancorp,  is 
playing  a  dangerous  game.  Ris- 
ing interest  rates  are  digging 
into  the  returns  of  mortgage 
bonds  held  by  the  Minneapolis  bank, 
and  Grundhofer  is  refusing  to  sell.  His 
bet:  Profits  from  corporate  lending  will 


pick  up  enough  to  compensate  for  what 
he  hopes  is  a  gradual  drop  in  profits 
from  the  bonds. 

By  now  you  might  have  expected 
banks  to  have  forsworn  interest-rate  bets, 
given  Fed  Chairman  Alan  Greenspan's 
ample  warnings  that  the  Fed  would  con- 
tinue raising  short-term  rates  from  their 


46-year  low  last  year.  But  there's  little  si 
of  that.  In  fact,  all  manner  of  financ 
companies,  speculators  and  hedge  fun 
are  playing  the  interest-rate  game,  be 
rowing  short-term  at  low  rates  in  order 
lend  the  money  long-term  at  higher  rat 
On  Wall  Street  this  speculative  game 
called  the  "carry  trade."  It's  a  great  way 
coin  money — until  short-term  rates  ris 
The  potential  hit  to  earnings  caust 
by  a  rise  in  short-term  rates  could 
more  than  a  blip.  Financial  compani 
account  for  30%  of  U.S.  corporate  prof 
now,  up  from  18%  a  decade  ago,  accon 
ing  to  a  Commerce  Department  repoi 
There's  no  way  to  know  how  much 
that  financial-sector  profit  comes  fro 
the  spread  between  short-term  and  Ion 
term  rates;  indeed,  sometimes  the  con 
panies  themselves  seem  not  to  know  ho 
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ich  of  a  rate  bet  is  built  into  their  bot- 
n  lines.  (Witness  the  accounting  mess 
Fannie  Mae.)  The  circumstantial  evi- 
lce,  though,  is  that  yield  spreads  are 
cial  to  corporate  profitability. 
"We've  never  seen  U.S.  companies  so 
>endent  on  the  steepness  of  the  yield 
"ve,"  says  Leo  M.  Tilman,  chief  institu- 
lal  strategist  at  Bear  Stearns.  "If  short 
es  rise  fast,  I  doubt  many  companies 
1  be  able  to  deliver  the  level  of  earnings 
estors  are  expecting." 
Manufacturers  with  big  financial  sub- 
iaries  are  also  vulnerable  to  rate  rises, 
terpillar  got  21%  of  its  net  income 
m  its  financial  unit  in  the  third  quar- 
The  financing  units  of  Deere  &  Co. 
1  General  Electric  contributed  22% 
1  44%,  respectively,  to  their  earnings 
:  year.  Ford  wouldn't  have  made  any 
ney  pretax  for  the  two  years  through 
)3  if  not  for  its  financing  arm. 
Banks  used  cheap  borrowed  money 
recent  weeks  to  buy  up  more  mort- 
;e  bonds,  according  to  RBS  Greenwich 
pital.  Their  holdings  of  such  dicey 
nds,  bundles  of  loans  whose  prices 
immet  if  rates  rise  fast,  stand  at 
\5  billion,  up  90%  in  five  years. 
To  see  the  squeeze  at  U.S.  Bancorp, 
ich  has  19%  of  its  earning  assets  in 
irtgage  bonds,  check  out  its  net  inter- 
margin:  still  a  healthy  4.20%  but 
«vn  22  basis  points  in  the  past  year, 
hough  it  insists  it  will  hold  on  to  its 
irtgage  bonds,  the  bank  says  it  is 
wly  replacing  fixed  ones  with  safer 
is  paying  it  variable  rates. 

Mail  company  Pitney  Bowes, 
which  gets  a  third  of  its  rev- 
enue from  financing,  said  it 
has  prepared  for  higher  rates 
by  setting  70%  of  its  debt  at 
fixed  rates,  up  from  its  typical 
50%.  If  short  rates  moved  up 
100  basis  points,  it  esti- 
mates it  would  lose 
only  $10  million 
now,  or  1%  of  last 


Profit  Pushers 

Percent  of  total  U.S.  corporate 
earnings  trjat  come  from  financial 
companies. 


Nice,  for  Now 

Percent  of  net  income  these 
companies  earned  from  their 
financing  units  in  the  third  quarter. 


157%' 


125% 
55% 


25%2 


21% 


14%3 


'Pretax  income.  2Fourth  quarter  ended  Oct.  31, 
2004.  'Income  before  interest  and  taxes. 
Source:  Company  reports. 


year's  pretax  earnings. 

If  only  the  rest  of  corporate  America 
were  acting  as  prudently.  Fifty-three  per- 
cent of  corporate  bonds  issued  last 
year — $365  billion  worth — were  floating 
rate  (meaning,  in  effect,  short-term;  the 
rate  is  reset  quarterly  or  even  daily). 
Some  borrowers,  to  be  sure,  are  hedging 
with  derivatives  like  rate  swaps,  in  effect 
converting  their  short-term  debt  into 
safer  long-term  debt.  But  just  as  many 
are  doing  the  reverse,  says  Morgan  Stan- 
ley. With  the  reverse  swap,  a  corporate 
borrower  converts  long-term  into  short- 
term  debt,  lowering  its  interest  cost  today 
but  running  the  risk  of  higher  costs 


tomorrow.  The  temptation  is  great  to  get 
costs  down  today  and  let  tomorrow  take 
care  of  itself. 

Former  Merrill  Lynch  junk  bond 
strategist  Martin  Fridson  says  he's  worried 
that  the  carry  trade  has  led  to  excess  in  the 
junk  market,  too.  He  says  that  hedge 
funds,  never  big  players  in  junk  before,  set 
off  the  current  junk  rally  after  Greenspan 
made  11  rate  cuts  in  2001.  Hedge  funds 
buying  junk  can  survive  the  paltry  spread 
over  Treasurys — down  775  basis  points 
since  October  2002 — if  they  can  buy  more 
bonds  with  borrowed  money  at  2%  to 
make  up  the  difference.  Survive,  that  is, 
unless  the  bonds  default  or  the  short-term 
borrowings  cost  a  lot  more  than  2%. 

"The  Sword  of  Damocles  is  that 
hedge  funds  could  leave  the  market  en 
masse,"  says  Fridson,  now  publisher  of 
the  newsletter  Leverage  World.  "Of  course, 
they  could  leave  in  an  orderly  way — but 
that  usually  doesn't  happen." 

The  difficulty  with  breaking  the  carry 
trade  habit  is  that  you  have  to  take  a  sure 
hit  now  to  avoid  the  possibility  of  a  bigger 
one  later.  Last  December,  Fifth  Third 
Bancorp  announced  it  was  unloading 
mortgage  bonds  and  repositioning  its 
balance  sheet  for  higher  rates,  at  a  cost  of 
$340  million  pretax.  Shares  of  the  Cincin- 
nati bank  fell  1 1%  in  three  days. 

Linda  Lowell,  managing  director  at 
RBS  Greenwich  Capital,  thinks  banks  are 
going  out  on  a  limb.  In  summer  2003 
many  mortgage-bondholders  watching 
prices  tumble  started  selling,  driving 
prices  even  lower.  The  selling  was  so  great 
that  the  yield  on  the  ten-year  Treasury, 
which  rises  as  mortgage  bond  prices  fall, 
climbed  faster  than  it  did  in  the  last  great 
run-up,  in  1994.  The  panic  subsided 
because  they  had  a  ready  buyer  in  two 
big  mortgage  bond  players:  Fannie  Mae 
and  Freddie  Mac.  Those  two  are  now 
under  political  pressure  to  limit  their 
mortgage  buying. 

Lowell  wonders  who  will  act  as  safety 
net  next  time  around.  F 
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SEMICONDUCTORS 

Super  Cell 

A  sneak  preview  of  a  powerful  new  chip  suggests  it  won't 
disappoint  By  Benjamin  Fulford  and  David  Whelan 


CABLE  GUYS 


ONE  OF  THE  MOST  GOSSIPED- 
about  and  eagerly  awaited  tech- 
nologies of  2005  is  a  powerful 
microprocessor  called  Cell. 
Produced  by  a  consortium  of  Sony, 
Toshiba  and  IBM,  Cell  will  be  the  brains 
of  the  next-generation  Sony  Play- 
Station 3,  due  out  in  2006.  If  its 
builders'  advance  hype  is  right,  Cell 
promises  a  new  era  of  graphics-rich 
computers,  as  well  as  TV  sets  and  home 
theaters  capable  of  processing  and 
moving  large  volumes  of  high 
definition  content.  "Cell  will 
make  possible  a  transformation 
in  entertainment  like  that 
from  novels  to  movies,"  says 
Ken  Kutaragi,  president  of 
Sony  Computer  Entertain- 
ment. Technical  details  will 
be  released  Feb.  6  at  a  con- 
ference in  San  Francisco. 

We've  managed  to  glean 
some  inside  tidbits.  A  single 
Cell  chip  is  expected  to  be 
capable  of  surpassing  250  bil- 
lion floating  point  operations, 
or  250  gigaflops,  per  second, 
rivaling  the  best  mid-1990s  supei  com- 
puter. In  flops,  it  is  six  times  as  fast  as 
Nvidia's  new  graphics  chip. 

"It  is  so  fast  there  is  no  point  talk- 
ing about  the  number,"  says  a  Cell 
engineer  who  spoke  with  FORBES  on 
the  condition  of  anonymity.  "The 
beauty  is  in  its  flexibility."  Cell,  he  says, 
will  be  able  to  link  millions  of  people 
into  a  vibrant,  lifelike  virtual  commu- 
nity on  a  scale  never  seen  before. 

Each  Cell  chip  will  have  between 
eight  and  ten  separate  processing  cores 
on  one  piece  of  silicon  (a  final  decision 
is  pending),  compared  to  two  for  the 
latest  Pentium  chips. 

Intel  is  watching  Cell  warily,  but 
Intel  spokesman  Howard  High  says 
that  while  the  chip  may  be  successful  in 


videogame  consoles,  he  doubts  it 
would  reverberate  beyond  into  the 
realm  of  PC  computers.  "The  Japanese 
tend  to  shoot  high  in  terms  of  their 
goals.  So  far  they  haven't  had  a  success- 
ful general-purpose  microprocessor," 
says  High. 

The  Cell  chip  will  go  into  produc- 
tion by  midyear  at  IBM's  East  Fishkill, 
N.Y.  wafer  factory.  Sony  and  IBM  have 
announced  plans  for  a  workstation 
combining  multiple  Cells  that,  acting  in 
concert,  will  reach  16  trillion  flops, 
ranking  alongside  the  world's  top  ten 
supercomputers.  It  will  be  aimed  at 
engineers  and  Hollywood  anima- 
tors. This  figure  is  "probably  a  p.r. 
exaggeration,"  the  Cell  engineer 
says,  but  future  workstations  con- 
taining racks  of  32  chips  will  be 
able  to  attain  this  speed.  Toshiba 
has  plans  for  a  Cell-based  hi-def 
TV  set  in  2006. 

Cell's  big  public  debut  will  likely 
wow  conference  attendees  with  very 
fast  graphics  and  multimedia  appli- 
cations on  a  prototype  computer. 
"You  couldn't  imagine  how  fast  it 
will  be,"  says  the  inside  engineer.  "It 
will  be  able  to  make  movie-quality 
graphics  without  any  of  the  tricky  engi- 
neering stuff  needed  to  produce  such 
quality,"  he  says. 

One  surprise,  says  the  engineer, 
would  be  if  Cell  lives  up  to  the  rumor 
going  around  the  development  team 
that  the  consortium  is  on  its  way  to 
production  using  advanced  65- 
nanometer  technology,  in  which  tran- 
sistors are  squeezed  even  closer 
together  than  the  90-nanometer  pro- 
duction process  that  Intel  uses  and  that 
the  Cell  consortium  has  claimed  to 
have  been  using  so  far.  The  denser  a 
chip's  transistors,  the  more  powerful 
the  chip  can  be.  "For  Intel,  it  would  be 
a  big  shock,"  promises  the  engineer.  F 


Allen  at  a  football 
game  in  November 
(he  owns  the 
Seahawks);  in 
hairier  days  with 
pal  Gates  in  1983. 


Founders 
Face  Off 

Bill  Gates  and  Paul  Allen  are  in  a 
rare  head-to-head  fight  for  a  fat 
Comcast  deal. 
By  Dorothy  Pomerantz 

SINCE  LEAVING  MICROSOFT  IN  19& 
Paul  Allen  has  pretty  much  stave1 
out  of  cofounder  Bill  Gates'  wa^ 
Aside  from  buying  into  cable  com 
panies  and  funding  a  small,  unsuccessfr 
foray  into  educational  software,  Allen  ha 
focused  his  investments  on  things  Microso) 
doesn't  invest  in — like  sports  teams,  musii 
museums  and  the  film  industry. 

Now,  for  the  first  time,  Allen  is  comi 
peting  directly  with  Gates  for  the  sam 
business:  set-top-box  software  that  let 
cable  companies  offer  digital  video  record 
ing,  video  on  demand  and,  eventuall) 
shopping. 

To  corner  the  market,  one  of  the  tw< 
billionaires  will  first  have  to  win  over  Com 
cast,  which  is  currently  offering  Microsoft' 
Foundation  Edition  software  and  testin; 
the  Moxi  box,  made  by  Allen's  company 
Digeo.  With  21  million  customers,  as  goe 
Comcast  so  goes  the  rest  of  the  industry 
The  cable  giant  says  it's  committed  to  buy 
ing  from  more  than  one  vendor,  but  indus 
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estern  Mutual  Life  Insura/iCe  Co. .  Mi'yv; 


INSURANCE 


There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com  for  more  information. 


W  Northwestern  Mutual 

FINANCIAL  NETWORK® 

It's  time  for  a  Quiet  Conversation?" 


The  Northv 
Insurance  < 


tual  Financial  Network5,  is  a  marketing  name  for  the  sales  and  distribution  arm  of  The  Northwestern  Mutual  Lift 
Milwaukee,  Wl,  and  its  affiliates.  Securities  offered  through  Northwestern  Mutual  Investment  Services,  LLC 
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If  Microsoft  is  to  be  a  serious  cable  player, 
Bill  Gates  needs  Foundation  tojsucceed, 


try  watchers  believe  Comcast  will  chose 
one  company  to  be  its  preferred  vendor. 

A  win  over  Gates  would  give  Allen  a 
way  to  overcome  his  reputation  as  an 
accidental  billionaire.  In  the  past  decade 
his  cable  investments  in  two  near-flops, 
Charter  Communications  and  RCN, 
together  cost  him  a  reported  $8  billion. 
Since  2000  his  fortune  has  shrunk  44%  to 
$20  billion,  while  the  crash  sliced  only 
24%  off  Gates'  bankroll,  leaving  him  with 
$48  billion. 

Gates  badly  needs  a  win  in  cable,  too. 


Microsoft  has  blown  through  $600  mil- 
lion on  various  failed  attempts  at  interac- 
tive television  such  as  WebTV  and  Ulti- 
mateTV.  If  Microsoft  is  to  be  a  serious 
player  in  the  cable  world,  Gates  needs 
Foundation  to  succeed. 

Comcast  has  agreed  to  buy  up  to 
5  million  copies  of  Foundation  for  its  set- 
tops.  So  far  it  is  offering  the  software  to 
1  million  homes  in  Washington,  Micro- 
soft's home  base.  The  company  has 
ordered  40,000  Moxi  boxes  and  will  test 
them  in  two  undisclosed  markets. 


Yet  Comcast  could  spoil  the  pla 
of  both.  Last  month  it  announced  it 
buying  the  North  American  business 
Liberate  Technologies  in  a  joint  ventui 
with  Cox  Communications  for  $82  mi 
lion.  Liberate's  software  is  similar 
Foundation  and  Moxi,  and  Comcist  w 
be  able  to  deploy  it  on  its  own,  possih 
much  more  cheaply. 

In  the  case  of  a  total  billionaire  freezi 
out,  Allen  might  still  come  out  oka 
Digeo  has  sold  235,000  Moxi  boxes 
Allen's  Charter  (9  million  subscriber 
and  Adelphia  Cable  (5  million  subsl 
which  Allen  is  rumored  to  be  considerir 
buying.  Microsoft  has  yet  to  annoum 
any  other  markets  for  Foundation. 


What  Now? 

An  ex-Harvard  prof  claims  two  recruiters 
copied  his  how-to  book.  How  can  you 
tell?  By  Carrie  Coolidge 


YOU 'HE 
,\  CHARGE- 


■  no'" ,s 


MICHAEL  WATKINS 

The  First  90  Days 
Right  from  the  Start 

JAMES  CITRIN 
AND  THOMAS  NEFF 

You're  in  Charge- 
Now  What? 

•  Common  Traps  for  the 
New  Leader 

•  Avoiding  the  Top  Traps 
for  New  Leaders 

•  Attempting  to  do 
too  much 

•  Savior 
syndrome 

•  Managing 
expectations 

•  Setting  unrealistic 
expectations 

•  Coming  in  with 
the  answer 

•  Being 
a  know-it-all 

•  Being  captured 
by  the  wrong  people 

•  Misreading  the  true 
sources  of  power 

•  Falling  prey  to 
successor  syndrome 

•  Dissing  your 
predecessor 

MANAGEMENT  ADVICE  IS  A  BOOK  CATEGORY  THAT  INVOLV! 
the  recycling,  repackaging  and  regurgitation  of  bromides.  Ho 
many  different  ways  can  you  say  "Get  close  to  the  customer"?  S 
now  here  comes  what  has  to  be  a  first:  An  author  of  a  how-\ 
book  claiming  his  material  was  ripped  off  by  another. 

The  book  in  question  is  You're  in  Charge — Now  What?,  written  by  tvv 
of  the  nation's  most  sought-after  executive  recruiters,  Thomas  J.  Neff  an 
James  M.  Citrin  of  search  firm  Spencer  Stuart.  Published  recently  hi 
Crown,  the  book  got  gushy  publicity — a  seven-page  excerpt  in  the  Jan.  2j 
Fortune  and  favorable  book  reviews  in  Time  and  the  Wall  Street  Journal.  Ii 
January  Citrin  chatted  with  Todays  Katie  Couric  about  how  new  execi 
tives  need  to  hit  the  ground  running. 

Michael  Watkins,  a  former  Harvard  Business  School  professo 
observed  all  this  with  gritted  teeth.  He  says  he  has  found  "extensive  para! 
lels"  between  You're  in  Charge  and  two  management  books  he  wrote  whil 
at  Harvard:  The  First  90  Days:  Critical  Success  Strategies  for  New  Leaders  a 
All  Lex'els  (2003)  and  Right  from  the  Start:  Taking  Charge  in  a  New  Leaden 
ship  Role  (1999),  which  he  co-wrote.  Watkins  says  he's  exploring  a  copy 
right  infringement  suit.  An  associate  professor  specializing  in  leadershi] 
and  negotiation  from  1996  to  2004,  he  is  now  a  management  consultan 
with  Genesis  Advisers,  near  Boston. 

Outrageous,  says  Citrin,  who  insists  he  didn't  even  see  Watkins'  Firs 
90  Days  until  after  finishing  You're  in  Charge.  "I  found  it  to  be  very  differ 
ent  than  our  book  and  very  academic,"  he  says.  What  really  ticks  off  Nef 
and  Citrin  is  that  Watkins  wrote  a  complaining  letter  to  book-jacke 
endorsers,  including  Time  Warner  Chief  Executive  Richard  Parsons.  Nov 
the  two  headhunters  are  consulting  lawyers  about  possible  defamatioi 
charges. 

Watkins  would  likely  have  a  tough  case  if  he  proceeds.  You  can  copy 
right  a  sentence  but  not  the  ideas  it  represents.  He  may  be  having  regret 
now  anyway.  Near  our  deadline  Watkins  said  he  was  under  "threat  of  legai 
action"  from  Crown  and  asked  to  retract  his  claims.  Seems  Watkin: 
skipped  over  the  media-advice  section  in  You're  in  Charge  that  advises 
"Don't  try  to  come  across  as  smarter  than  you  are.  You  could  get  lucky— 
or  you  could  be  terribly  embarrassed." 
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Our  proving  grounds  are  actually  oceans 


A  car  is  only  as  good  as  its  engine.  Which  is  why,  at  GM,  we  challenge  engines  in 
ways  normal  driving  can't.  In  fact,  some  of  our  most  demanding  tests  of  engine 
durability  happen  at  a  place  where  you  can't  drive  a  car  at  all. 

They  happen  at  sea,  where  nearly  all  of  the  gasoline  stern  drive  and  inboard  boats 
in  the  United  States  feature  a  GM-powered  marine  engine  under  the  hatch.  Marine 
engines  are  built  starting  from  some  of  the  very  same  base  engines  found  in  our  cars 
and  trucks.  On  the  water,  where  there  are  no  towing  services  or  mechanics,  durability 
is  critical.  Cutting  through  pounding  waves  alone  requires  up  to  fifteen  times  the 
horsepower  needed  to  power  an  automobile  at  the  same  speed  on  a  level  road. 
It's  the  equivalent  of  driving  a  truck  with  a  1  5,000-pound  trailer  up  a  steep  1 0%  grade. 
It's  a  harsh  environment  for  any  engine,  which  is  exactly  why  we  do  it. 

There's  also  the  GM  dock  test,  where  we  run  an  engine  full-throttle  for  275  hours. 
Thanks  to  the  variety  of  durability  testing  we  do,  we're  able  to  design  a  host  of  engines 
that  require  minimal  maintenance  —  only  fluids  and  filters  for  the  first  100,000  miles. 
An  example  of  engineering  efficiency  that  leads  to  long-term  durability. 

And  on  land,  our  engines  pass  the  test  in  situations  where  reliability  is  often  a  matter 
of  life  or  death.  GM  engines  in  industrial  applications  run  emergency  generators 
and  backup  systems  for  FAA  air  traffic  control,  critical  care  nursing  facilities  and 
wireless  telecommunications  towers.  When  the  power  goes  out,  we  stay  on. 

We're  building  engines  people  count  on.  In  cars.  In  trucks.  And  in  vehicles  where  miles 
per  hour  are  measured  in  knots  and  the  traffic  signals  flash  from  lighthouses. 


GM 


gm.com 

CHEVROLET    PONTIAC     BUICK    CADILLAC    CMC     OLDSMOBILE     SATURN     HUMMER  SAAB 

©700S  GM  Coro.  All  riahts  reserved.  The  marks  of  General  Motors  and  its  divisions  are  registered  trademarks  of  General  Motors 
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ADVERTISING 

Super  Pricey 

A  Super  Bowl  ad  now  costs  $2.4  million.  Never  mind 
whether  it's  worth  it.  Let's  party  By  Allison  Fass 

EVER  HEARD  OF  GODADDY.COM?  "PEOPLE  SIMPLY  DON'T 
know  we  exist,"  complains  Bob  R.  Parsons,  president  of 
the  Internet  domain-name  sign-up  service.  So  GoDaddy 
is  spending  $3.4  million — more  than  its  entire  ad  budget 
last  year — to  produce  and  air  a  single  30-second  commercial  in 
Super  Bowl  XXXIX.  Something  about  a  fake  hearing  on  "broad- 


pitches  and  laden  with  ads  that  are  heavy  on  "creative"  a 
skimpy  on  message.  The  price  of  a  30-second  spot  has  m< 
than  doubled  since  1995,  hitting  a  record  $2.4  million  tl 
year — $300,000  more  than  at  the  dot-com  peak  in  2000.  Nei 
mind  that  the  audience  hasn't  grown  at  all,  languishing 
90  million  viewers  at  any  given  moment  in  the  game.  Maj 
players  bailed  out  years  ago — Coke,  Nike,  Master  Lot 
Dropouts  this  year  include  Staples,  Monster  and  IBM.  One  sp 
in  2003,  featuring  a  fictional  linebacker  blindsiding  office  wod 
ers,  was  the  most-watched  ad  by  TiVo  users — yet  38%  of  vie 
ers  guessed  it  was  for  McDonald's,  a  USA  Today  survey  four 
the  ad  was  for  Reebok. 

Some  detractors  say  the  real  point  of  advertising  in  the  Sup) 
Bowl  is  for  ad  agencies  to  promote  themselves  and  for  sponsc 
to  throw  a  good  party.  "The  money  is  spent  not  to  s| 
stuff  but  to  win"  ad  awards,  says  consultant  Mark  Steven 
author  of  the  self-explanatory  book  Your  Marketing  Sua 
He  calls  the  day-after  ritual  of  assessing  which  ads  we 
best  "the  Stupid  Bowl." 

Yet  each  year  the  Super  Bowl  lures  a  passel  of  new  pa 
ers,  lured  by  free  publicity,  a  shot  at  one  of  the  few  massi 
TV  audiences  left,  and  a  zap-free  zone:  98%  of  the  viewe 
last  year  watched — not  zapped — the  ads  in  the  Supj 
Bowl,  says  Initiative  Media.  Ameriquest,  the  mortgai 
lender,  is  a  first-timer  and  will  sponsor  the  halftime  sho 


XXIX:  Spot  price  $1.15  million, 
exceeding  $1  million  for  the  first  time 


XIX:  Spot  price  $525,000, 
exceeding  $500,000  for 
the  first  time 


New  rule:  Skimpy  models  must  now  preview  their  ad  routines  for  the 
FCC.  Or  so  suggests  GoDaddy s  costly  Super  Bowl  commercial. 

cast  censorship"  and  a  bodacious  brunette  shaking  it  for  the 
cameras — marketers  calls  this  brand-building. 

But  Parsons,  like  dozens  of  other  sponsors  in  the  Feb.  6  ad 
blitz  that  also  includes  some  football,  has  no  idea  whether  the 
pricey  spot  will  do  what  ads  are  supposed  to  do:  Boost  sales. 
Little  evidence  proves  it,  and  the 
big  spenders  in  the  Big  Game, 
airing  this  year  on  Fox,  don't 
even  bother  trying  to  measure  a 
direct  return.  "Within  a  week 
we  could  get  our  money  back. 
Or  we  could  never  get  it  back," 
he  says. 

The  Super  Bowl  is  the  great- 
est ad  showcase  on  TV,  spawning  the  ten  most-watched  shows 
and  expected  to  draw  130  million  U.S.  viewers  in  four  crowded 
hours.  The  right  spots  can  reverberate  for  years — Apple's  1984 
ad,  with  a  woman  hurling  a  sledgehammer  into  a  Big  Brother 
screen;  Coke's  classic,  with  Mean  Joe  Greene  handing  his  sweaty 
jersey  to  an  awestruck  boy. 

But  the  Super  Bowl  is  richly  priced,  cluttered  with  too  many 


U3Q0 


'67 


ITTT 
70 


Average  number  of  viewers 

Sources.  Nielsen  Media  Research:  Nielsen  Monitor-Plus. 

Tl 
04 


TT 


75 


'80 


'85 


ITT 
"90 


'95 


•00 


this  year;  other  rookies  include  CareerBuilder.com  and  CIE 
Vision  contact  lenses.  After  long  absences  McDonald's  ar 
Olympus  are  back.  So  is  Lincoln  (cars),  which  is  joinir 
Miller  Lite  and  Best  Buy  to  sponsor  the  party  celebrating  tl 
Sports  Illustrated  swimsuit  issue  the  night  before  the  gam 
Some  2,000  guests  will  be  able  to  gawk  at  a  few  A-list  acto 
and  supermodels.  Tabasco,  the  137-year-old  hot  sauce  froi 
Mcllhenny  Co.,  hasn't  been  on  the  Super  Bowl  since  1998,  bi 
folks  still  bring  up  its  last  spot,  showing  a  mosquito  comical 
blowing  up  after  biting  a  Tabasco  eater.  "We  can't  go  to  a  mee 
ing  without  people  bringing  it  up,"  says  Mcllhenny  Vice  Pres 
dent  Martin  Manion.  Fox  ad  chief  Jon  C.  Nesvig  counters:  "V 
should  charge  residuals  each  year." 
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THE  O'REILLY 
DEFENSE 

When  Fox  News  Network  producer  Andrea  Mackris 
threatened  host  Bill  O'Reilly  with  a  harassment  suit, 
his  lawyer,  Ronald  M.  Green,  charged  extortion,  say- 
ing her  demands  were  "blackmail,  pure  and  simple." 
Shortly  after,  the  parties  settled  out  of  court.  Since 
the  settlement  a  number  of  celebrities  and  a  prose- 
cutor in  Cincinnati  have  imitated  O'Reilly  by  using  a 
claim  of  extortion  to  try  to  thwart  accusers.  The 
cases  are  pending.  Judges  generally  don't  look 
kindly  on  these  counterattacks,  but  the  climate  is 
changing,  says  Philip  M.  Berkowitz,  a  New  York 
lawyer  who  specializes  in  sexual  harassment  com- 
plaints. He  also  suspects  celebs  are  fed  up,  and  the 
accusations  don't  shock  as  they  used  to.  Says  he, 
"People  are  realizing,  'I  can  fight  this.'"  The  celebs: 


In  December  rapper 
SNOOP  DOGffs  lawyers 
claimed  extortion  by  an 
unidentified  female  fan 
whose  lawyers  wanted 
$5  million  or  she  would 
blab  to  the  National 
Enquirer  about  an 
alleged  assault, 
according  to  the 
rapper's  court  filing. 


In  November  BURT 
REYNOLDS  sued  an  ex- 
girlfriend  who  had  threat- 
ened to  file  suit  in  a 
California  court  charging 
physical  and  verbal  abuse 
and  demanding  lifetime 
support  for  herself  and 
her  mother,  50%  interest 
in  Reynolds'  home  and 
other  damages. 


Comedian  BILL  MAHEH 
facing  a  $9  million  palin 
suit  from  ex-girlfriend  C 
Johnsen,  filed  his  own 
complaint  in  November.! 
said  that  Johnsen  was 
trying  to  "extort  ridiculol 
sums  of  money"  and  tha 
was  "merely  the  latest 
victim  of  her  unscrupuld 
schemes."  —TomasKa 


MERGERS 


Johnson  &  Johnson 


What  Windfall? 

is  buying  medical  device  maker  Guidant  with  J&J 
stock.  Too  bad  Guidant  investors  get  slapped  with 
the  tax  bill  By  Elizabeth  MacDonald 


■  T'S  WINDFALL  TIME  AGAIN  ON  WALL 
I  Street,  as  joyful  shareholders  learn 

■  their  companies  are  about  to  be 

■  bought.  With  mergers  back  in  vogue, 
investors  are  collecting  nice  takeover  pre- 
miums to  surrender  their  shares.  That's 
especially  sweet  when  an  acquirer  pays 
them  with  its  own  stock,  making  the 
buyout  boodle  tax-deferred. 

The  tidings,  however,  aren't  so 
happy  for  shareholders  of  iaj^§ 
Guidant,  maker  of  pacemakers 
and  defibrillators.  Guidant  is 
being  bought  by  giant  Johnson  & 
Johnson,  which  sees  a  nice  mesh  with  its 
heart  products,  like  stents.  J&j's  $24  bil- 
lion final  price,  one  of  the  largest  deals 
lately,  gives  Guidant  investors  a  mere  7% 
premium  from  its  Dec.  15  announce- 
ment (though  this  is  up  a  good  bit  from 
the  summer  $50  price  when  merger 
rumors  started). 

But  the  real  heart  stopper  for  Guidant 
shareholders  is  that  they  will  owe  taxes  on 
the  stock  portion  of  the  buyout  price. 


Johnson  &  Johnson  emerges  as  a  win- 
ner from  this  maneuver  because  it  may 
end  up  lightening  J&j's  tax  burden  in 
coming  years. 

Johnson  &  Johnson  is  paying 
Guidant's  investors  $76  per  share — 60% 
in  J&J  stock  and  40%  in  cash.  Usually,  in 
a  stock-cash  deal  structured  like  this  the 
target's  investors  get  to  defer  taxes  on  the 
stock  portion  until  they  sell  the  stock. 
That's  provided,  of  course,  that  a  mini- 
mum 80%  of  the  deal  is  in  stock.  By 


limiting  the  stock  to  60' 
t      J&J  is  making  Guidani 
shareholders  pay  capi 
gains  taxes,  at  a  15%  rate,  rig 
away. 

Why  stick  it  to  thei 
According  to  Lehman  Bi 
thers  tax  expert  Robs 
Willens,  the  move  sal 
guards   J&j's  bottom 
should  it  ever  divest  Guidant  in  tj 
future.  By  making  the  deal  taxable 
Guidant's  shareholders  immediate 
J&J  gets  a  $24  billion  tax  basis  in  Guidan 
stock.  Should  J&J  sell  Guidant  som 
day  for,  say,  $30  billion,  it  wou 
have  just  $6  billion  in  taxable  gai 
to  report.  If  J&J  had  structured  t 
deal  as  a  tax-deferred  merg' 
the  acquirer  would  be  saddL 
with  Guidant's  much  lower  $5 
billion  book  value  as  the  tax  basis.  So 
would  be  forced  to  pay  taxes  on  $26.6  b 
lion  in  gains. 

"  Acquirers  normally  construct  sto< 
deals  to  avoid  a  tax  burden  on  targ 
shareholders,  who  after  all  must  appro 
the  merger  by  vote.  Neither  J&J  n< 
Guidant  will  comment.  While  Guidani 
biggest  holders,  like  Barclays  Glob 
Investors,  aren't  talking  about  the  de; 
Lehman's  Willens  says  he's  heard  grun 
bling  from  some  Guidant  investors. 
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MAN'S  BEST  FRIEND 

Another  reason  to  pay  bills  automatically  with  your  Visa  card.  ; 

A  lot  can  happen  to  your  mail,  so  why  not  use  your  Visa  check  card  or  credit  card  to 
pay  important  bills  automatically?  Simply  schedule  payments  for  monthly  bills  like 
phone,  cable/satellite  and  gym  membership  dues.  Bills  are  securely  paid  on  time 
every  month,  while  the  need  for  writing  checks,  finding  stamps,  addressing  envelopes 
and  scolding  your  pet  is  virtually  eliminated.  To  get  started,  go  to  visa.com/billpay. 


it's  everywhere 
you  , want  to  be. 


froni 


EASY  MONEY 

Free  Riders 

Which  merger  deals  draw  lawsuits?  The  ones 
that  are  sure  to  generate  big  fees,  of 
course  By  Daniel  Fisher 

A FLORIDA     JUDGE  ONCE 
likened  lawyers  in  a 
securities  class  action 
to  "squeegee  boys," 
those  urban  entrepreneurs 
who  splash  soapy  water  on  a 
driver's  windshield  and  then 
demand  money  to  wipe  it  off. 

Now  a  detailed  study  of  law- 
suits in  Delaware  Chancery  Court 
suggests  the  judge  was  onto  some- 
thing— at  least  when  it  comes  to  the 
lucrative  practice  of  suing  over  the  terms 
of  mergers  and  acquisitions.  Lawyers  tend 
to  file  such  suits  as  soon  as  a  deal  is 
announced  and  then  wait  to  see  if  the  price 
rises.  If  it  does,  they  claim  credit  and  demand  a  fee.  If  it  doesn't, 
they  quiedy  drop  the  suit. 

The  pattern  led  the  study's  authors,  University  of  Arizona 
law  professor  Elliott  Weiss  and  New  York  University  econo- 
mist Lawrence  White,  to  conclude  that  in  many  cases  lawyers 
are  "exploiting  their  'license  to  litigate'  primarily  to  enrich 
themselves." 

Weiss  and  White  looked  at  564  mergers  of  publicly  traded 
Delaware  companies  between  1999  and  2001.  All  of  the  deals 
were  worth  $100  million  or  more,  but  the  104  that  drew  lawsuits 
had  a  striking  pattern:  They  were  among  the  largest,  often 
involved  all-cash  offers  and  in  more  than  half  the  cases  the 
acquiring  company  owned  stock  in  the  firm  it  was  buying. 


Why  do  these  deals  attract  so  much  litigation?  Delaware  1 
subjects  cash  takeovers  and  buyouts  by  controlling  sharehold) 
to  much" tougher  scrutiny  than  most  stock-swap  mergers.  1 
target  company  must  prove  the  deal  is  fair  to  all  sharehokk 
The  best  way  to  prove  fairness  is  to  appoint  a  special  commit 
of  independent  directors  to  review  the  offer 
negotiate  a  better  deal.  Knowing  this,  acqu 
ers  make  their  initial  bid  a  little  lower  to  lea 
room  for  a  higher  final  price. 
A  typical  recent  example  is  the  announi 
ment  last  August  that  Cox  Enterprises  woil 
buy  the  38%  of  C 
Communications 
didn't  already  o\n 
Lawyers  had  lobb 
six  suits  at  the 
billion  deal  by  no< 
of  the  day  it 
announced,  saying  it  was  unfair  aj 
coercive.  Never  mind  that  Cox  h 
agreed,  in  advance,  to  let  a  special  cor 
mittee  negotiate  the  final  price,  which  ul 
mately  rose  from  $32  a  share  to  $34.73 
share.  The  lawyers  claimed  that  they,  not  the  spec: 
committee,  drove  the  price  up,  and  are  seeking  a  $5  million  sli 
of  the  increase.  Franklin  Mutual  Advisors  has  sued  to  block  t 
fee,  saying  the  lawyers  had  "little  if  any  impact." 

Weiss  found  that  plaintiff  lawyers,  supposedly  the  zealoi 
representatives  of  shareholders,  didn't  challenge  a  single  reneg 
tiated  price.  Nonetheless,  according  to  the  study,  they  soug 
and  got  fees  averaging  $1,800  an  hour  in  the  cases  where  tl 
price  rose.  Fees  in  the  48  setded  cases  ranged  from  $25,000 
$14.9  million  for  a  total  of  $93  million. 

Securities  lawyers  argue  they  keep  the  process  hones 
Answers  White:  "Talented  men  and  women  on  both  sides  of  tl 
legal  table — there's  got  to  be  something  more  valuable  for  the 
to  do  with  their  time." 


Hope  or  hype?  Former  BMS  chief 
exec  Cha 


DRUG  SUITS 


Puff  Daddies 


How  much  can  a  company  brag  about  a 
drug  before  it's  released  to  the  public?  Bristol-Myers  Squibb  will  find  01 
in  a  class  action  seeking  billions  in  damages  By  Mary  Ellen  Egan 


PHARMACEUTICAL  COMPANIES  ROU- 
tinely  get  sued  for  drugs  later  found 
to  injure  patients.  But  Bristol-Myers 
Squibb  is  being  sued  in  an  unusual 
class  action  over  a  high  blood  pressure  drug 
that  never  made  it  to  market.  The  issue:  Did 
executives  pump  up  the  company's  stock  by 
touting  the  drug  as  a  blockbuster,  even  while 


they  knew  clinical  trials  were  going  poorl 
When  Bristol-Myers  eventually  dropped  tf. 
drug,  its  stock  plummeted  29%,  taking  $2. 
billion  out  of  its  market  capitalization.  Tij 
company  says  its  comments  merel 
amounted  to  "puffery" — and  thus  aren 
actionable. 

In  1998  the  company  began  testing 
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Ve  take  a  forward-looking  approach 
to  investing.  Because  you  want 
something  to  look  forward  to. 


Introducing  One  Choice  Portfolios. 


Very  Conservative     •  Conservative  •  Moderate  •  Aggressive        •  Very  Aggressive 

I  •  Stocks  j  •  Bonds  •  Cash 


merican  Century  Investments,  we  combine  45  years  of  active  money-management 
rience  with  our  forward-looking  market  insight  to  help  you  reach  your  goals.  With  One 
ce  Portfolios,  our  portfolio  managers  regularly  adjust  asset  classes  and  weightings  to 
lasize  investments  they  believe  will  provide  the  most  favorable  outlook  for  achieving  your 
:olio  objectives.  You'll  also  be  automatically  invested  in  large,  small  and  mid-cap  stocks, 
is  and  money-market  funds,  as  well  as  in  a  variety  of  fund  styles,  such  as  growth  and  value, 
mding  upon  the  portfolio  you  choose,  you'll  have  exposure  to  various  market  sectors,  all 
in  one  fund  and  with  only  one  minimum  investment.  All  you  need  to  do  is  determine 
h  portfolio  is  right  for  you,  and  we'll  do  the  rest.  So,  isn't  it  time  you  moved  forward,  too? 


American  Century 
Investments" 

Genuine.  Results. 


ill  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


hould  consider  a  fund's  investment  objectives,  risks,  and  charges  and  expenses  carefully  before  you  invest.  Contact  us  or  your  invest- 
professional  for  a  prospectus,  which  contains  this  and  other  information  about  the  fund,  and  should  be  read  carefully  before  investing. 

srformance  is  no  guarantee  of  future  results.  Investment  return  and  principal  value  will  fluctuate,  and  it  is  possible  to  lose  money  by  investing.  The  performance  of  the 
os  is  dependent  on  the  performance  of  their  underlying  American  Century  funds  and  will  assume  the  risks  associated  with  these  funds.  The  risks  will  vary  according  to 
ortfolio's  asset  allocation,  and  the  risk  level  assigned  to  each  portfolio  is  intended  to  reflect  the  relative  short-term  price  volatility  among  the  funds.  There  is  also  a  risk 
5  manager's  evaluations  and  assumptions  regarding  the  underlying  funds  may  differ  from  actual  market  conditions.  American  Century  Investment  Services,  Inc.,  distributor. 


4  American  Century  Services  Corporation 


JMfront 

novel  ACE  (angiotension-converting  enzyme)  inhibitor  called         The  FDA  wasn't  so  gung  ho.  Between  Feb.  1 1  and  Apr. 

Vanlev  to  treat  high  blood  pressure.  Problems  with  Vanlev  2000  the  agency  discussed  its  concerns  about  the  drug  s  safe 

arose  almost  immediately.  Shortly  after  taking  the  drug,  2%  of  on  five  separate  occasions,  according  to  Dubbs.  But  on  Apr.  ] 

the  4,866  hypertension  patients  experienced  swelling  of  the  then  chief  executive  Charles  Heimbold  described  Vanlev  as 

face,  tongue  and  throat,  according  to  Food  &  Drug  Adminis-  $3  billion  peak  sales  drug  to  the  Financial  Times.  Just  six  daf 

tration  documents.  That  was  a  higher  incidence  rate  than  later  BMS  announced  that  it  was  withdrawing  Vanlev's  appliq 

experienced  by  patients  on  other  ACE  inhibitors,  says  plaintiffs  tion  from  the  FDA. 

attorney  Thomas  Dubbs  of  New  York's  Goodkind  Labaton         Dubbs  says  Bristol-Myers  executives  might  have  hyp 

Rudoff  &  Sucharow  LLP. 

But  there  was  a  more    "|f  Bristol-Myers  had  said  we  have  these  trials  and 

troubling  complication: 

Four  patients  had  such       we're  hopeful,  they  wouldn't  be  in  this  mess." 

severe  reactions  that  they 

had  to  be  intubated,  according  to  FDA  documents.  the  drug  because  they  faced  a  dwindling  pipeline  and  loon 

The  suit  alleges  that,  despite  the  negative  data,  on  at  least  ing  drug  patent  expirations.  "If  they  had  said  we  have  the 

nine  occasions  during  the  clinical  trial  period — January  1998  trials  and  we're  hopeful,  they  wouldn't  be  in  this  mess 

through  November  1999 — BMS  execs  and  its  paid  consultants  says  Dubbs. 

heaped  praises  on  the  drug.  American  jurisprudence  defines  puffery  as  vague  expre 

In  November  1999,  for  instance,  Peter  Ringrose,  president  of  sions  of  corporate  optimism  and  expectations  about  prospec 

BMS'  Pharmaceutical  Research  Institute,  told  the  Financial  Times  Up  to  a  point  hyperbole  is  legally  permissible  because  "reaso 

that  "if  you  asked  a  cardiologist  what  the  ideal  drug  would  do,  able"  investors  are  supposed  to  know  better  than  to  rely  c 

Vanlev  pretty  much  ticks  all  the  boxes."  vaguely  optimistic  pronouncements. 


De-vine  Trage 

The  maker  of  a  new 
documentary  that 
bemoans  the  state  of 
winemaking  predicts 
we're  headed  to  oblivion. 
In  a  decanter  perhaps? 
By  DirkSmillie 

FILMMAKER  JONATHAN  NOSSITER'S  CHEEKY  NEW  WINE  DOCUMENTARY, 
Mondovino,  has  infuriated  oenophiles  in  Paris  and  London.  The  film,  which 
opens  in  the  U.S.  on  Mar.  23,  skewers  globaJization  of  the  wine  trade  and  defends 
small  wine  producers.  Shot  across  three  continents,  Mondovino  pillories  the 
abandonment  of  centuries-old  winemaking  traditions  for  more  "accessible"  styles  that 
are  highly  oaked,  micro-oxygenated  and  bursting  with  flavor. 

Nossiter,  43,  who  worked  for  15  years  as  a  sommelier,  won  the  Sundance  Grand 
Jury  Prize  in  1997  for  a  dark  comedy  called  Sunday.  He  spoke  with  FORBES  from  his 
home  in  Rio  de  Janeiro. 


FORBES:  You've  said  the  wine  world  is 
shrouded  in  a  kind  of  omerta,  or  vow  of 
silence.  What  does  Mondovino  reveal? 
Nossiter:  That  there's  a  war  going  on  over  the 
soul  of  wine.  Like  Vichy  France,  there  are 
collaborators  and  there  is  the  Resistance. 
There  are  corporate  and  marketing  forces 
that  want  to  create  formulaic  wine  and 
homogenize  taste.  Others  see  wine  as  an 
expression  of  originality  and  cultural  identity. 


Wine  is  both  agriculture  and  high  culture. 

FORBES:  The  film  marks  1982  as  a  turning 
point  for  wine.  Why? 

Nossiter:  In  1982  Bordeaux  had  a  hot,  Cali- 
fornia-like summer  that  produced  light, 
sweet  wines.  Robert  Parker,  a  disaffected 
lawyer  who  was  still  just  discovering  wine, 
jumped  on  the  bandwagon  and  used  his 
newsletter  to  proclaim  that  these  wines  were 


the  best  ever  made.  The  Bordelaise  saw  ha 
much  money  could  be  made  from  that  easi 
to-drink  vintage.  This  new  style  of  wine 
becoming  the  global  standard. 

FORBES:  In  the  film  an  official  at  the  Freno 
Ministry  of  Finance  accuses  critic  Robei 
Parker  of  encouraging  winemakers  to  docti 
their  wine  and  commit  fraud.  Is  Parki 
guilty? 

Nossiter:  I  think  Parker  is  honest  and  judge 
wines  with  true  conviction.  But  the  systei 
that's  in  place  today  is  a  result  of  Parker 
power.  What  kind  of  an  economic  systei 
allows  one  man  to  have  so  much  influence 
One  Parker  score  can  affect  the  livelihooc 
of  thousands  and  affect  millions  in  sales. 

FORBES:  Does  globalization  of  wine  haw 
any  virtues? 

Nossiter:  Yes.  There's  never  been  as  muc 
great  wine  available  to  as  many  people  a 
there  is  today.  Technology  has  let  sma 
wineries  advance  their  own  unique  terroii 
But  if  homogenization  is  allowed  to  procee 
without  limit,  we're  heading  to  oblivion. 

FORBES:  Oblivion?  Come  now. 
Nossiter:  The  standardization  of  taste  mean 
that  someday  you'll  spend  $10  or  $500  fc 
wine  that  is  fundamentally  the  same,  bu 
with  a  different  label.  Personally,  I  think  we'r 
in  terrible  danger.  In  five  years  we'll  all  bi 
drinking  the  same  chardonnay  blend.  I 
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rRUNK  FITS  FOUR  GOLF  BAGS.  NOT  ONLY  HEATED  SEATS— A  HEATED  STEERING  WHEEL  AS  WELL.  AND  BOAST  ABOUT 
HISATYOURNEXT  SOIREE  — MIRROR-MATCHED  BURL  WALNUT  VENEERS,  INLAID  WITH  PERUVIAN  BOXWOOD* 


AGUARUSA.COM/GREED 


THE  ALL-NEW  LONG  WHEELBASE  Xj8  i 


TECHNOLOGY 


Shake  'Em  Up 

Kevin  Goodwin  has  a  cheap  handheld  ultrasound  device. 
Can  he  take  down  GE  and  Siemens?  By  Andy  Stone 


LAWRENCE  MELNIKER,  AN  EMERGENCY  PHYSICIAN  AT  NEW 
York  Methodist  Hospital  in  Brooklyn,  is  Kevin  Goodwin's 
kind  of  foot  soldier.  In  an  average  week  Dr.  Melniker  sees 
25  elderly  patients  complaining  of  what  appear  to  be  kid- 
ney stones.  But  in  8%  of  the  cases  a  powerful,  tearing  sen- 
sation in  the  side  indicates  a  far  more  lethal  condition:  abdominal 
aortic  aneurysm,  a  weakening  in  the  wall  of  the  main  artery  running 
down  the  abdomen.  If  not  repaired  immediately,  the  artery  can 
burst.  To  make  a  positive  diagnosis,  Melniker  used  to  wheel  sus- 
pect patients  to  a  radiologist,  who  used  a  washing-machine-size, 
$200,000  ultrasound  console  for  a  time-consuming  scan.  The  crit- 
ically ill  often  waited  two  hours  to  be  sent  to  the  operating  room. 

No  longer.  By  using  a  $40,000  laptop-size  machine  made  by 
Goodwin's  SonoSite,  of  Bothell,  Wash.,  Melniker  does  scans  on  the 
fly  and  sends  patients  immediately  to  the  OR,  reducing  risk  of  fur- 
ther injury,  the  costs  of  a  radiologist's  time  and  the  length  of  a  hos- 
pital stay.  Ultrasound  is  hardly  new  (it  was  invented  back  in  1957), 
but  SonoSite  is  starting  to  change  the  process  of  diagnosis  by  reach- 
ing out  to  new  users.  Among  them:  pulmonary  specialists  (who 
can  spot  fluid  buildup  around  the  lungs  or  heart),  nephrologists 
(who  can  monitor  blood  and  urine  flow  in  the  kidneys)  and  GPs 
(who  can  detect  thickening  of  the  arteries).  Cheap  ultrasound  "is 
not  just  a  niche,"  says  Goodwin,  "but  a  broad  disruptive  play." 

"Disruptive"  as  in  packing  a  wallop  into  a  small,  inexpensive 
device  that  may  one  day  usurp  existing,  bigger,  more  costly  tech- 
nology. Think  PCs  overthrowing  mainframes. 

That's  die  big  idea,  anyway.  But  big-box  makers  GE,  Philips  and 
Siemens  aren't  quaking  yet;  they  still  control  95%  of  the  $3.5  billion- 
a-year  market.  Goodwin  has  sold  only  17,000  devices  since  1999, 
first  breaking  into  the  black  in  the  third  quarter  last  year  (it  earned 
an  estimated  $3  million  for  all  of  2004  on  revenue  of  $1 14  million ). 

It's  taken  a  while  to  ignite  this  revolution.  SonoSite's  compact, 
system-on-a-chip  imaging  technology  was  developed  by  ATL 
Ultrasound  in  die  mid-1990s  to  help  treat  U.S.  soldiers  on  the  front 


lines.  A  leading  maker  of  large  machines,  ATL, 
bought  by  Philips  in  1998,  put  Goodwin,  then  a 
head  of  its  overseas  business,  in  charge  of 
SonoSite  when  it  was  spun  off  later  that  year. 
Goodwin  identified  specialists  most  likely  to 
grab  his  handheld  devices,  including  ER  docs 
and  cardiologists.  His  research  suggested  the 
machines  would  sell  themselves.  So  he  selected 
a  mass-market  distributor  of  physician  office 
products,  PSS  World  Medical,  to  handle  sales. 

Big  mistake.  PSS  sales  reps  sold  everything 
from  bandages  to  glucose  monitors  but  couldn't 
address  doctors'  concerns  about  SonoSite's  ma- 
chines (early  ones  couldn't  provide  the  detailed 
scans  the  behemoths  did).  PSS  sold  only  $2  mil- 
lion worth  of  SonoSite  equipment  before  Good- 
win dropped  them  after  six  months. 

Next  he  hired  a  direct-sales  force  of  28  clin- 
ical sonographers,  believing  those  who  used 
ultrasound  could  peddle  the  equipment.  But  as 
skilled  as  they  were  at  explaining  SonoSite's  de- 
vices, many  couldn't  close  deals.  Direct  sales 
jumped  to  $8  million,  but  Goodwin  replaced 
his  underperforming  sonographers  with  expe- 
rienced medical  sales  reps.  By  the  end  of  the  year  he  had  reorganize 
sales  into  50  territories  but  hadn't  managed  to  find  enough  ne 
reps  (over  the  years  up  to  20%  of  territories  were  unmanned ).  "V 
left  a  lot  of  business  on  the  table,"  he  says. 

And  failed  to  capitalize  on  the  introduction  of  the  $15,0(l 
pocket-size  iLook  in  2002.  The  new  model  was  perfect  for  nurs« 
who  could  use  it  to  guide  the  insertion  of  catheters  into  arteri 
hidden  deep  in  a  patient's  neck  and  chest.  But  SonoSite's  salesfo 
didn't  want  to  move  stuff  that  didn't  bring  in  large  commission 
The  iLook  accounted  for  only  5%  of  sales  through  last  Septemtw 


58     FORBES"  February  14,  2005 


en  Goodwin  signed  up  Boston  Scientifk's  catheter  sales  force 
lush  his  entire  line  to  vascular  surgeons  and  directors  of  nursing, 
e  move  made  sense  in  light  of  a  recent  American  Society  of 
esthesiologists  report  that  one  in  four  injuries  caused  by  incor- 
dy  placed  catheters  could  be  avoided  with  the  help  of  ultrasound. 
There  have  been  problems  overseas,  too,  where  Goodwin  ex- 
Is  to  get  45%  of  sales  this  year.  In  Japan  SonoSite  selected  Olym- 
s'  endoscopy  unit  as  its  distributor.  But  when  Olympus'  core 
)duct  came  under  pressure  in  2003,  its  sales  force  neglected  to 
>ve  SonoSite  systems,  and  revenue  fell  90%  to  $1 .6  million.  Sales 


rebounded  partially  last  year,  but  Goodwin  has  chosen  a  different 
distributor  to  sell  his  top-of-the-line  Titan. 

Goodwin  is  now  poised  to  get  it  right.  Last  summer  he  hired 
Edison  Russell,  former  vice  president  of  sales  at  Immunex  (a  unit  of 
Amgen),  to  once  again  refocus  domestic  marketing.  The  sales  staff 
now  talks  up  "evidence-based"  cases,  emphasizing  SonoSite's  ef- 
fectiveness in  cutting  costs  and  improving  patient  outcomes.  A  new 
$50,000  device  is  due  out  this  spring  and  promises  to  deliver  detailed 
images  on  a  par  with  the  big-box  ultrasounds.  Could  this  be  the 
"soul  of  a  disruptive  machine"?  F 
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Pharma 

Garret  FitzGerald  saw  the  Cox-2 
debacle  coming.  Now  he  sees  the 
drugs'  salvation  |  By  Matthew  Herper 

I  HE  NEWS  THAT  BLOCKBUSTER  ARTHRITIS 
drugs  Vioxx  and  Celebrex  may  cause  heart 
attacks  shocked  consumers  and  decimated 
the  shares  of  their  respective  makers,  Merck 
and  Pfizer.  If  only  people  had  listened  six 
years  ago  to  pharmacologist  Garret  FitzGerald.  When 
he  began  presenting  work  that  warned  of  the  problems 
with  these  drugs,  nobody  paid  much  attention. 

They  do  now.  FitzGerald,  whose  soft  Irish  brogue 
has  become  a  contrarian  voice  in  pharma,  now  con- 
tends that  while  these  so-called  Cox-2-inhibitor  drugs 
are  dangerous  to  some,  they  should  remain  on  the 
market.  (Merck's  Vioxx  was  pulled  in  September.)  If 
we  learn  more  about  them,  he  says,  we'll  get  safer  pain 
pills  in  the  future  and  better  treatments  for  heart  dis- 
ease and  osteoporosis. 

A  handful  of  drug  companies,  including  Merck, 
Ono  Pharmaceutical  and  France's  Servier,  are  now 
working  with  FitzGerald,  the  chairman  of  pharmacol- 
ogy at  the  University  of  Pennsylvania,  to  unearth  suc- 
cessors to  the  now-disgraced  Cox-2  class  of  painkillers. 

What  ruined  the  Cox-2s,  says  FitzGerald,  is  their  lack  of 
specificity.  Cox-2  inhibitors,  developed  with  much  hype  in  the 
mid-1990s,  block  an  enzyme  called  cyclooxygenase-2,  in  so 
doing  shutting  off  a  wide-reaching  cascade  of  biochemical  sig- 
nals that  take  the  form  of  fats  called  prostaglandins.  But  the 
body  needs  those  prostaglandins.  One,  called  prostacyclin,  pro- 
tects the  heart. 

If  drug  developers  could  better  target  their  inhibitors  farther 
down  the  prostaglandin  chain,  they  might  produce  powerful 
drugs  that  could  fight  pain  and  avoid  unknown,  possibly  fatal, 
side  effects.  Says  FitzGerald,  "This  sorry  episode  has  really  high- 
lighted how  unfixed  the  development  process  is." 

One  possible  inflammation  target  is  a  fat  called 
prostaglandin  E2.  Another  possible  drug  target  is  the 
prostaglandin  thromboxane.  Block  it  and  you  may  reduce 
clotting  around  heart-  threatening  cholesterol  plaques.  Mean- 
while, some  signaling  fats  from  the  same  family  work  like 
hormones  to  build  bone  mass,  a  key  to  treating  osteoporosis. 
This  research  could  also  lead  to  urine  and  blood  tests  that 
would  measure  prostaglandin  levels  and  predict  those  who 
would  benefit  from  drugs  like  Celebrex  and  those  for  whom 


the  drugs  might  cause  heart  attacks. 

"We  have  to  find  a  way  to  use  these  drugs  chronically  in  peo 
pie  at  low  cardiovascular  risk  but  high  risk  of  stomach  problem 
They're  going  to  be  a  nice  case  of  individualized  medicine 
FitzGerald  says. 

FitzGerald,  who  is  one  of  the  world's  best  guides  to  tH 
intricacies  of  prostaglandins,  began  calling  for  more  scrutir 
of  Celebrex  and  Vioxx  after  doing  studies  on  them  in  human 
that  were  funded  by  the  drugmakers  themselves.  In  1999  r 
published  results  in  the  Proceedings  of  the  National  Academy 
Sciences  that  pointed  out  how  blocking  the  enzyme  Cox- 
prevented  the  production  of  prostacyclin.  The  likely  result,  Y 
warned,  would  be  heart  attacks.  He  published  16  more  pape: 
on  the  subject  over  the  next  several  years,  advancing  the  topic. 

"Right  from  the  get-go,"  FitzGerald  says,  "we  were  able  I 
propose  that  this  wasn't  something  funny  about  one  drug.  It  wa 
a  property  that  was  likely  to  be  shared  by  both." 

Merck  and  Pfizer  refused  to  fund  his  further  research  an 
continued  pushing  Cox-2s  on  tens  of  millions  of  peopli 
Merck  is  belatedly  back  in  his  camp  now.  If  the  drugmakei 
are  lucky,  FitzGerald's  research  could  help  lead  to  a  ne' 
generation  of  tailored  cures. 
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rhe  Rate  Dodger 

flation  is  understated,  and  bonds  will  suffer  when  the  market  wises  up,  says 
arrett  Thornburg.  But  there's  a  way  to  combat  that  problem  |  By  John  H.  Christy 


■fek  UINOUS  RATE  HIKES?  INFLA- 

I  tion  jumps?  The  bond  mar- 
T  ket     has     pretty  much 
I  dismissed  the  threats.  Fixed- 
^lincome  manager  Garrett 
ornburg  has  not. 

Thornburg,  59,  left  a  Wall  Street  job 
years  ago  and  set  up  shop  in  Santa 
,  N.M.  A  feathered  Navajo  ceremo- 
il  garment  hangs  on  his  office  wall 
e  an  enormous  halo.  From  this  perch 
looks  down  on  bond  bulls  back  East 
occupants  of  a  fool's  paradise. 
The  Federal  Reserve,  sighs  Thorn- 
rg,  "is  really  behind  the  eight  ball." 
id  the  bond  market?  "Totally  clue- 
s."  He  believes  interest  rates  are  too 
v  because  inflation,  officially  2.2% 
er  the  past  12  months,  is  under- 
ited  by  at  least  a  full  percentage 
int.  To  stay  ahead,  he  says,  the  Fed 
ould  have  raised  rates  two  points 
^her  by  now. 

Thornburg  Investment  Manage- 
:nt,  which  is  controlled  by  Thorn- 
rg,  oversees  $12  6  billion  in  assets,  $3 
lion  of  which  is  invested  in  bonds. 
•  cannot  go  all  the  way  to  cash,  since 
i  customers  pay  him  to  manage  bond 
rtfolios,  though  he  does  lean  toward 
i  short  end  of  the  maturity  spectrum, 
lat  has  hurt  his  performance  in 
:ent  years  but,  he  is  sure,  will  save  his 
ck  in  the  coming  bond  market  crash. 

To  Thornburg,  ten-year  Treasurys, 
lich  yield  4.2%,  are  overpriced, 
lat's  partly  because  foreign  buying 
otably  by  Asian  central  banks  aiming 
prop  up  their  export  economies)  is 
?ping  prices  artificially  high  and  also 


Santa  Fe's  Thornburg  believes  that  the  bond  bulls  back  East  are  clueless 
about  the  coming  crunch  in  interest  rates. 


FORBES"  February  14,  2005  63 


With  SAS,  the  leader  in  business  analytics  software.. 


sas9 


Make  breakthrough  decisions. 
And  make  an  impact. 

Go  beyond  business  intelligence  with  SAS*  the  one  software  that  delivers  accurate  information  t 
everyone.  So  you  can  drive  profits,  reduce  costs,  manage  risk  and  transform  the  way  you  do  busines 
Now  that  SAS*9  has  arrived,  you  can  take  advantage  of  our  proven  predictive  analytics  through  a  singl 
scalable  platform  that  spans  the  enterprise.  And  interact  with  SAS  by  choosing  the  custom-tailore 
interface  that  fits  the  way  you  work.  Give  us  a  call  at  1  866  270  5739  for  a  free  demonstration  of  today 
SAS.  Or  visit  our  Web  site  for  a  quick  interactive  tour. 

www.sas.com/breakthrougl 


The  Power  to  Know* 


SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countnes.  ®  indicates  USA  registration. 
Other  brand  and  product  names  are  trademarks  of  their  respective  companies.  ©  2004  SAS  Institute  Inc  A)1  nqhts  reserved  2761 30US. 0404 


 & 


the  bond  market  doesn't  believe 
a  real  inflation  threat.  While  the 
;ed  short  rates  five  times  in  2004, 
year  Treasury  yields  close  to  what 
:  last  year's  start.  Eventually,  how- 
lg  rates  will  move  up  in  line  with 
ites.  "They  have,  every  time,"  says 
urg. 

n  the  reckoning  will  come  as  the 
larket  wakes  up  and  realizes  the 
ler  Price  Index  is  too  low,  punishing 
rices,  he  predicts.  This  reckoning 
;  a  1970s-style  catastrophe,  yet  it  will 
enough  to  hurt  plenty, 
irnburg,  echoing 
bond  guru  William 
>elieves  one  reason  the 
inflation  number  is 
wn  is  a  statistical  cor- 
in  putting  the  CPI  to- 
alled  "hedonic  adjust- 
'  Say  a  new  computer 
:ra  power  and  memory 
100  more  than  last 
lodel.  That  computer 
teless  might,  for  CPI 
:s,  show  a  price  decline, 
e  add-on  goodies  sup- 
are  worth  much  more 
:  retail  increase.  Nonsense,  Thom- 
as: "It  still  just  does  what  a  corn- 
supposed  to,  and  if  you're  paying 
r  it,  that's  inflation." 
ally  bogus,  says  Thornburg,  is  the 
of  excluding  food  and  energy 
om  the  so-called  core  CPI,  the  one 
e  looks  at.  "Yeah,  they're  volatile, 
vhat?"  Thornburg  says  of  energy 
d.  "People  need  to  drive  to  work, 
y  need  to  eat." 

irnburg  also  finds  that  housing 
hich  make  up  22%  of  the  CPI,  are 
ounted  in  the  index.  They  are 
n  how  much  a  homeowner  sup- 
would  pay  to  rent  his  house  if  he 
tenant.  While  U.S.  home  prices 
13%  in  2004,  the  CPI  housing 
lent  went  up  just  2.4%. 
irnburg  left  New  York,  where  he 
>ear  Stearns  investment  banker, 
he  loves  Santa  Fe,  with  its  skiing 
athwestern  charms.  One  initial 
de  was  the  raised  eyebrows  of 
:tive  clients  when  they  heard  his 
.  "Everyone  expected  me  to  show 


up  at  meetings  wearing  a  poncho  and 
carrying  pottery,"  he  says.  "I  wore  a 
three-piece  Brooks  Brothers  suit  in  those 
days  to  convince  them  I  was  serious." 

Thornburg's  results  reflect  his  prefer- 
ence for  bonds  with  short  maturities. 
Three  Thornburg  tax-exempt  bond  funds 
earn  A  grades  for  performance  in  down 
markets  on  the  FORBES  mutual  fund  rat- 
ing system  but  score  D  or  F  when  bonds 
do  well.  The  largest,  $1.4  billion  (assets) 
Thornburg  Limited-Term  Muni,  trails  the 
Lehman  Brothers  muni  index  by  2.8  per- 


Infiation-Resistant  Stocks 


om  bonds,  Thornburg  is  on  the  lookout  fo 
mpanies  with  pricing  power.  They  won't  get  slammed. 

PRICE  LATEST  2005 

I  52-WEEK    12-MONTH  ESTIMATED 


centage  points  annually  over  the  past  five 
years.  Nonetheless,  if  that  predicted  crash 
arrives,  you  will  wish  you  were  in  a  short- 
maturity  fund. 

The  Thornburg  funds  are  a  bit  costly, 
with  annual  expense  ratios  near  0.9% 
and  1.5%  front-end  loads.  But  you  can 
imitate  them  at  fairly  low  cost,  at  least  if 
you  are  buying  taxable  Treasury  bonds. 
Just  construct  a  "ladder"  of  maturities  so 
that  in  every  year  a  portion  of  your  port- 
folio comes  due  and  can  be  reinvested  at 
whatever  rates  prevail.  Say  you  have 
$100,000  to  invest  in  bonds.  Put  $10,000 
in  a  one-year  bond,  another  $10,000  in  a 
bond  maturing  in  two  years,  another 
$10,000  in  a  three-year  bond  and  so 
forth  until  the  last  $10,000  is  invested  in 
a  ten-year  bond. 

At  the  end  of  the  first  year  your  one- 
year  bond  matures  and  your  original  ten- 
year  bond  now  has  nine  years  left  until 
maturity.  You  use  the  proceeds  of  your 


maturing  one-year  bond  to  buy  a  new 
ten-year  bond.  When  rates  climb,  you  are 
locking  in  higher  and  higher  income 
returns,  year  after  year. 

You  can  adapt  this  basic  laddering 
strategy  by  varying  credit  quality  and  ma- 
turity however  you  wish.  If  you  are  trying 
this  with  muni  bonds,  it  would  be  a  good 
idea  to  have  at  least  $1  million  to  invest, 
since  bid-ask  spreads  are  wide  on  small 
muni  trades,  and  you  also  need  some  di- 
versification among  issuers  to  lower  the 
risk  of  a  catastrophic  loss  in  a  default.  With 
less  than  $1  million  in  tax- 
exempts,  use  a  fund. 

You  don't  have  to  stretch 
your  ladder  out  to  ten  years. 
Go  out  five  years  if  you  are 
worried  about  rates.  That  is 
exactly  what  Thornburg  has 
been  doing  lately.  A  five-year 
AA-rated  muni  yields  2.9% 
these  days;  a  five-year  Trea- 
sury, 3.7%. 

In  any  case,  steer  clear  of 
the  long  end  of  the  yield 
curve,  Thornburg  advises. 
"You  go  from  10  years  to  30 
years  and  all  you  get  is  an  extra 
half  point"  of  yield  for  all  types  of  bonds, 
he  says.  "You  just  don't  get  paid  for  the 
extra  risk.  We  think  it's  dumb." 

In  addition  to  fixed-income  securi- 
ties, Thornburg  has  an  array  of  stocks  he 
likes  for  his  equity  funds  (see  table).  His 
picks  for  us  have,  among  other  things, 
something  many  U.S.  businesses  lack 
nowadays:  pricing  power,  a  big  plus  in  an 
inflationary  time. 

For  instance,  drugmaker  Pfizer's 
customers  won't  flee  if  their  cholesterol- 
fighting  Lipitor  pills  jump  5%  in  price. 
"But  if  a  new  Ford  pickup  costs  5%  more," 
he  notes,  many  would-be  buyers  will  stay 
away  from  the  sales  lot.  Another  of  his 
inflation- resistant  stocks  is  Bank  of  New 
York,  less  affected  by  interest-rate  swings 
than  other  banks — it  is  one  of  just  two  big 
custodians  for  investment  securities  (the 
other  is  State  Street).  Duopolies  can  raise 
prices  easily.  Should  inflation  hit  the  way 
he  thinks  it  will,  that's  a  comfort.  SF 
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S  Beyond  the  Balance 


DEPENDABILITY 


Earnings  from  a  company's  operations  are  of  higher  quality  th 
earnings  from  stock  market  investments  or  from  selling  off  bu 
units.  The  companies  at  left  received  the  highest  percentage  i 
reported  earnings  from  their  main  operations  during  the  latesi 
year;  the  companies  at  right,  the  lowest  percentage. 

Normalized1  Earnings  as  %  of  Reported  Earnings 


HERSHEY  FOODS 

100% 


LENNAR 

100 

STANDARD  PACIFIC 

100 

RYDER  SYSTEM 

99 

HARMAN  INTERNATIONAL 

97 


SOUTHWEST  AIRI 

49% 

UNION  PACIFII 
65 

DELL 
68 

GENERAL  MOTG 

73 

HONEYWELL 
INTERNATIONA 

77 


'Earnings  adjusted  for  restructuring  charges,  investment  income,  stock  options  anoj 
fluctuations.  Source:  RateFinancials. 


A  QUESTION 
OF  QUALITY 

It's  not  how  much  money  a  company  is  making  that  coun 
how  it  makes  its  money.  The  earnings  quality  scores  from 
Financials  aim  to  evaluate  how  closely  reported  earnings 
the  cash  that  the  companies'  businesses  are  generating 
how  well  their  balance  sheets  reflect  the  true  economic  p 
of  the  companies.  The  companies  listed  on  the  left  have 
earnings  quality  (they  are  generating  a  lot  of  sustainable 
from  their  operations),  while  the  companies  on  the  right 
been  boosting  their  reported  earnings  with  such  tricks  as 
pensed  stock  options,  low  tax  rates,  asset  sales,  off-balan 
sheet  financing  and  deferred  maintenance  of  the  pension 
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CAPITAL  ONE 


ny's  cash  cycle  is  a  big  component  of  its  earnings  quality.  The 
j  company  can  turn  over  its  inventory,  the  faster  it  collects  its 
es,  or  the  longer  it  can  stretch  out  its  payables,  the  greater  its 
!  cash  flow.  The  companies  at  left  have  shown  the  biggest 
lent  in  turning  their  cash  cycle  the  past  two  fiscal  years.  The 
3S  at  right  have  shown  the  largest  erosion. 


Cycle1  Improvement 


Cash  Cycle1  Erosion 


DEERE 

53  DAYS 

QLOGIC 
44 

rHROP  GRUMMAN 

38 

ECTRONIC  ARTS 

24 

BATH  &  BEYOND 

15 


RYLAND  GROUP 
20  DAYS 


ENGELHARD 
18 

RYDER  SYSTEM 
15 

CAMPBELL  SOUP 
11 

SAFEWAY 
5 


eceivable  days  outstanding,  plus  inventory  days,  minus  payable  days. 
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Copycats 

What  do  you  do  if  that  great  fund  you  want  just  closed 
to  new  investors?  Find  one  that's  similar.  Here's  how. 

By  William  Heuslein 


SOME  OF  THE  BEST  FUNDS  HAVE 
slammed  their  doors.  The  ven- 
erated Sequoia  Fund  hasn't 
accepted  new  customers  since 
1982.  Vanguard  Primecap  and 
Vanguard  Capital  Opportunity  funds, 
with  records  that  rival  Sequoia's,  aren't 
taking  new  accounts  and  are  limiting 
existing  clients  to  annual  additions  of 
$25,000.  Among  the  133  domestic  equity 
funds  that  aren't  taking  new  investors  are 
56  that  get  A  or  A+  grades  from  FORBES 
in  up  and/or  down  markets.  It  is,  of 
course,  the  best-performing  funds  that 
are  most  likely  to  turn  away  customers. 
Having  too  much  money  would  hamper 
their  style,  they  fear,  especially  if  they 
invest  in  smaller  companies. 

What  should  you  do  if  there's  a  pad- 
lock on  the  fund  you  want?  First,  look 
for  a  back  entrance.  Some  funds  closed 
to  the  public  are  nonetheless  still  avail- 
able on  the  401  (k)  menus  of  certain 
employers.  The  excellent  T.  Rowe  Price 
Mid-Cap  Growth  Fund,  for  example 
(FORBES'  up  and  down  grades:  A  and  B), 
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is  available  via  750  employer  plans. 

Other  funds  give  a  grandfather 
exemption  to  immediate  relatives  of 
existing  shareholders.  This  entranceway 
is  of  course  not  available  in  funds  that  are 
refusing  new  deposits  even  from  existing 
holders,  but  it  works  for  the  three  closed 
Longleaf  Partners  funds. 

Yet  another  method:  Buy  the  existing 

Me  and  My  Shadow 


position  of  a  shareholder  who  wan 
Indeed,  a  gray  market  developed 
1990s  for  shares  of  Sequoia.  Some 
sors,  including  Sequoia's,  have  tol 
such  exchanges.  Charles  Schwab's 
Source  fund  supermarket  pern| 
departing  customer  to  hand  over 
of  a  closed  fund  to  a  new  customer. 

Yet  another  option,  plausible 
fund  with  very  low  turnover,  like  So 
Just  take  a  look  at  its  portfolio,  pub 
quarterly,  and  ape  it.  Ten  year 
Sequoia's  five  largest  positions  w 
shares  of  Berkshire  Hathaway,  Fr 
Mac,  Progressive  Corp.,  Hasbro  anc 
Third  Bancorp.  Had  you  bought 
amounts  of  each  at  the  time  anc 
without  bothering  to  update  or  reb 
the  portfolio,  you  would  now  be  s 
on  a  16.6%  compound  annual  re 
compared  with  16%  for  the 
Disadvantage:  You  make  your  n] 
weeks  or  months  after  the  stock  fj 
you  are  imitating.  Advantage:  You 
pay  management  fees. 

If  all  else  fails,  you  might  be  al 
find  an  open  fund  similar  to  a  lock^ 
star.  Morningstar's  "Similar  Funds 
(available  online  with  the  Web  site' 
mium  membership  of  $125  per 
helps  you  locate  a  good  substitutej 
screen  produces  a  list  of  funds  moslj 
ilar  to  the  closed  one,  showing 
scores:  portfolio  similarity,  perfornl 
similarity  and  overall  similarity,  whi<j 
combination  of  the  first  two  score 
generally  the  most  useful  of  the  thra 

The  portfolio  similarity  score  is 


Check  out  these  pairings  of  padlocked  funds  and  some  close  matches,  according  ti 
Morningstar's  similarity  screen.  The  closer  the  replica  is  to  a  score  of  10,  the  better. 


CLOSED  FUND' 
SUBSTITUTE  FUND 

3-YEAR 
RETURN1 

ANNUAL  EXPENSES 
PER  $100 

MORNINGS! 
SIMILARITY  SC 

Dodge  &  Cox  Balanced 

11.4% 

$0.54 

Vanguard  Wellington 

7.7 

0.36 

6.3 

Dodge  &  Cox  Stock 

12.8 

T.  Rowe  Price  Equity  Income 

8.4 

0.78 

6.3 

Royce  Low-Priced  Stock 

Fidelity  Small  Cap  Stock 

10.8 

1.10 

9.0 

Vanguard  Capital  Opportunity 

Primecap  Odyssey  Aggressive  Growth 

NA 

1.25 

NA 

Performance  through  Jan.  18.  'Annualized.  20verall  similarity  score:  Combination  of  portfolio  and  performance  similarity  si 
Scores  range  from  0  to  10,  with  10  being  the  highest.  NA:  Fund  launched  November  2004.  Sources:  Morningslar:  Upper.  I 
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A  global  financial  firm  that  works  with  you  like  a  two-person 
organization?  At  UBS,  this  is  what  our  business  is  all  about.  It's  an 
advisor  who  actually  takes  the  time  to  understand  your  needs  and  goals. 
It's  confident  decision-making,  governed  by  unfashionable  concepts  like 
thoroughness,  thoughtfulness,  intelligence  and  rigor.  It's  having  ready 
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& 


on  each  fund's  current  makeup,  and  obvi- 
ously that  can  change  over  time.  The  per- 
formance score  is  based  on  similarity  of 
monthly  moves  over  the  past  three  years. 
Using  the  Morningstar  screen,  you  should 
also  key  in  other  search  criteria,  such  as 
expense  ratios  less  than  the  category  aver- 
age, absence  of  load  fees  and,  yes,  avail- 
ability to  newcomers. 

Using  both  the  Morningstar  similarity 
screen  and  the  FORBES  performance  grades, 
we  have  assembled  a  list  of  good  closed 
funds  with  body  doubles  that  are  open  to 
you  (see  table,  p.  72).  For  instance,  while 
Dodge  &  Cox  closed  its  popular  Stock 
Fund  and  Balanced  Fund  last  year,  T.  Rowe 
Price  Equity  Income  and  Van- 
guard Wellington,  respectively, 
are  two  fine  replacements. 

The  Royce  Low-Priced 
Stock  Fund,  a  small-cap  portfo- 
lio that  has  enjoyed  a  scorching  record  (a 
17.6%  annualized  total  return  over  ten 
years),  was  closed  to  new  investors  in 
October.  The  closest  match,  says  the  Morn- 
ingstar screener,  is  Fidelity  Small  Cap  Stock 
Fund.  Royce  gets  an  A  in  down  markets; 
the  Fidelity  fund,  started  in  March  1998, 
hasn't  been  around  long  enough  to  be 
rated  by  FORBES.  While  it  trails  the  Royce 
offering  over  five  years  (9.6%  to  Royce's 
14.5%),  the  Fidelity  fund  comes  out  ahead 

Fees  


over  three  years  ( 10.8%  to  9.5%). 

Morningstar  scores  the  similarity  of 
monthly  returns  between  these  two  at  9.6 
out  of  a  possible  10;  the  overall  similarity 
score  is  9.  This,  despite  their  holding  very 
different  stock.  Royce  does  well  with  gold 
(Meridian  Cold,  up  30%  last  year)  and  en- 
ergy (Unit  Corp.,  an  oil  driller,  up  62%), 
while  Fidelity  scores  in  health  care  (disease 
specialist  American  Healthways,  up  38%) 
and  transport  (EGL,  a  global  freight-trans- 
portation company,  up  70%)  and  IT  dis- 
tribution (Ingram  Micro,  up  31%).  A  plus 
for  the  Fidelity  fund  is  that  it  charges  less 
than  the  Royce  one,  $1.10  per  $100  of 
assets  annually  versus  Royce's  $  1 .49. 


tilt,  but  its  favorites  are  blue  chips.  Befon 
was  closed,  Longleaf  made  multi 
appearances  on  our  Honor  Roll;  Am« 
stock  is  too  young  to  be  eligible  for  that 
Ameristock  was  launched  in  summer  1 
Longleaf  in  1987. 

Of  the  two,  Longleaf  has  the  super! 
record,  1 1.4%  annually  over  five  yea 
which  bests  Ameristock's  5%.  Longlea; 
also  notable  for  earning  in  recent  ye) 
stunning  A+  grades  from  us  for  dow 
market  performance;  Ameristock  turn 
in  an  A  showing.  You'll  pay  a  bit  more 
Longleaf  (91  cents  a  year  per  $100)  th 
for  Ameristock  (77  cents). 

Some  possible  substitutes  are  of  sii 


A  good  way  to  find  a  fund  similar  to  a  great  one 
closed  to  new  money  is  to  use  the  Morningstar  too 


Finding  a  perfect  stand-in  is  sometimes 
impossible.  Closed  Longleaf  Partners,  a 
deep-value  fund  that  likes  such  troubled 
stocks  as  Level  3  Communications,  Philips 
Electronics  and  Aon,  has  its  nearest  match 
in  Ameristock  Fund,  whose  Morningstar 
overall  similarity  score  is  just  5.6.  Ameri- 
stock has  a  mere  1 5%  of  its  holdings  in  the 
information  sector  (software,  hardware, 
media,  telecom),  compared  with  37%  for 
Longleaf.  Ameristock  also  has  a  deep-value 


Bogled  Backwards 


recent  vintage  that  you  have  to  go  on  fait 
Consider  the  case  of  growth-oriented  Va| 
guard  Primecap  and  Vanguard  Capit 
Opportunity,  each  of  which  bolted  t] 
door  in  March  2004.  Primecap  Manafl 
ment,  which  runs  these  two  Vanguai 
funds,  inaugurated  three  new  Primea 
Odyssey  portfolios  in  November  20Q 
Growth,  Aggressive  Growth  and  Stoi 
funds.  Then  a  month  later  a  similar  fun 
called  Vanguard  Primecap  Core,  debut< 
for  the  Vanguard  house. 

They  are  all  very  close  in  terms  of  pr 
losophy.  In  pairings  Primecap  Odyss< 
Growth  goes  with  Vanguard  Primeca| 
Primecap  Odyssey  Aggressive  Growl 
matches  up  with  Vanguard  Capital  Oppoi 
tunity,  and  Primecap  Odyssey  Stock  wij 
fellow  newbie  Vanguard  Primecap  Core.; 

Warning:  A  hot  fund's  closing  may  be 
blessing  since  it's  often  a  signal  that  an  asst 
class  is  peaking.  Ask  investors  who  climbe 
aboard  right  before  Janus  closed  many  t 
its  sexy,  huge-returning  portfolios  durifl 
the  late  1990s  and  in  the  first  half  of  20ffl 
In- late  2000  tech-heavy  Janus  funds  ra 
into  trouble.  In  a  1999  study  Morningsta 
found  that  a  fund's  closure  often  herald 
the  start  of  weaker  relative  performance,  i 
least  in  the  short  term.  A  daunting  75%  o 
the  closed  funds  in  the  study  saw  decline 
in  the  three  years  after  shutting  their  doon 
So  be  sure  when  looking  for  a  replica  tha 
it  has  staying  power.  • 


In  1993  Vanguard  founder  John  Bogle  pressed  his  investors  and  the  Securities  & 
Exchange  Commission  to  let  his  company  change  the  fees  charged  by  its  funds 
without  seeking  shareholder  approval.  Bogle  thought  it  silly  to  waste  money  on  a 
proxy  just  to  lower  expenses,  and  all  involved  agreed.  Turns  out  the  exemption 
cuts  both  ways.  The  company  cited  the  decree  when  it  gave  the  managers  of 
Vanguard's  $27  billion  Primecap  fund  a  $12  million  raise  without  asking  share- 
holders for  an  opinion. 

Most  shareholders  will  now  pay  50  cents  in  total  expenses  for  every  $100 
invested  in  the  fund,  up  from  46  cents.  But  shareholders  can't  complain  too  much. 
That's  a  third  of  the  industry  average:  And  the  percentage  fee  paid  to  the  Primecap 
managers  (0.22%)  is  still  half  what  it  was  ten  years  ago.  Primecap  has  handily 
crushed  the  S&P  500  over  the  last  decade,  beating  it  by  3.7  percentage  points  a  year. 
Vanguard  estimates  that  a  proxy  on  the  recent  fee  increase  would  have  cost 
$1  million. 

What's  noteworthy  is  the  precedent.  Bogle's  innovation,  since  adopted  by  other 
fund  companies,  could  lead  to  more  fee  increases  without  shareholder  approval. 
Bogle  isn't  talking  publicly.  —Michael  Maiello 
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The  ultimate  trading  machine. 
Buckle  up. 


Power  E*TRADE  has  all  the  trading  tools 
you  need  to  be  the  ultimate  trader. 


Fast,  totally  customizable 
trading  platform  with 
streaming  news  and  charts. 


Flat  $9.99  stock  and  options 
trades  plus  options  contract 
fees  as  low  as  $1.25.' 


Industry's  only  speed 
guarantee  to  include  all 
exchange-traded  funds. 


Sign  up  today  and  get  up  to  $500  in  commission-free  trades.2 


FINANCIAL 


www.getpoweretrade.com  1-800-731-5226 


etails  and  important  additional  information  about  Power  E*TRADE  qualifications  and  this  offer,  please  visit  www.getpoweretrade.com. 

led  Power  E*TRADE  customers  pay  a  flat  $9.99  commission  for  all  stock  and  options  trades  plus  an  additional  $1.25  per  contract  over  49  for  a  single  order  or 
oer  contract  under  50  for  all  options  trades,  through  the  end  of  the  calendar  quarter. 

mt  holder  will  receive  a  commission-free  trade,  up  to  a  maximum  of  50  commission-free  trades  (equivalent  to  $500  in  commission-free  trades  at  a  value  of  $9.99 
de),  for  each  qualified  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account. 

TRADE  FINANCIAL  family  of  companies  provides  financial  services  that  include  brokerage,  banking,  and  lending.  Securities  products  and  services  are  offered 
rRADE  Securities  LLC,  Member  NASD/SIPC. 

l  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system  performance,  and  other  factors. 

I  E*TRADE  FINANCIAL  Corp.  All  rights  reserved. 
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HEN  THE  HUMMER  H3  ROLLS  OUT  THIS 
spring,  it  will  feature  some  distinctive 


llff 

Hft   SBBi  mm  touches  from  an  unusual  source  of  inspira- 

™».  mB ill  mm  t,on:  a  bunch  of  everyday  drivers.  General 
fHflf  iRjV    Motors,  under  pressure  to  create  a  midprice 

aHf  blockbuster  sport  utility  with  the  look  of  a 

mwm  W  macho  Hummer,  relied  on  input  from  481 
people  summoned  to  a  building  on  an  empty  fairground  in  south- 
ern California  in  June  2001 .  Visitors  were  asked  to  critique  six  early 
renderings  of  the  SUV.  They  came  in  five  groups  over  three  days.  As 
they  reacted  to  sketches  of  the  exterior  and  interior,  four  GM  de- 
signers listened  from  behind  a  curtain,  scrawling  changes  on  paper. 
"We  wanted  to  see  how  much  we  could  stretch  our  design,"  says  Jon 
B.  Albert,  a  design  manager  at  GM. 

Too  much,  according  to  the  critics,  who  were  selected  because 
they  already  owned  a  Jeep  Cherokee,  a  Chevro- 
let Blazer  or  the  like  and  expressed  interest  in 
the  Hummer.  The  front  of  the  vehicle,  they 
thought,  looked  too  "cute"  for  a  take-no-pris- 
oners military  truck.  Some  said  its  grille  re- 
sembled a  Jeep's — a  red  flag  for  GM,  which  was 
being  sued  by  DaimlerChrysler  for  knocking 
off  the  Jeep's  signature  grille  on  the  H2.  The 
designers  prepared  revisions  for  each  new 
group.  "A  process  that  now  takes  several  days 
could  have  taken  several  months,"  says  A.  Jim 
Lochrie,  GM's  director  of  market  research. 

When  the  H3  hits  the  market  at  upwards 


Whether  they 

are  selling  cars,  toys  or 
fast  food,  companies  are 
tapping  consumers  as 
never  before  to  help  them 
create  new  products. 

BY  MELANIE  WELLS 


of  $30,000,  buyers  will  see  some  of  the  changes  that  reflect  the  i 
teraction  between  consumers  and  designers  during  those  inten 
days.  Its  grille  has  shrunk  to  make  the  H3  look  more  solid — ai 
less  Jeep-like.  Headlights  are  flatter  to  help  the  sedan-size  vehic 
seem  more  imposing.  The  doors  have  some  detailing  to  appe 
less  nondescript  and  flat,  another  consumer  insight. 

No  telling  whether  customer  input  can  reverse  the  decline 
Hummer  H2  sales,  which,  says  J.D.  Power  &  Associates,  saggi 
28%  last  year.  But  it  made  believers  out  of  some  executives  wl 
distrusted  the  idea  of  meddling  by  consumers.  Now  GM  hop 
this  approach  can  eventually  shave  six  months  and  millions 
dollars  off  the  journey  from  drawing  board  to  dealership. 

Should  companies  let  a  bunch  of  amateurs  design  their  produci 
Up  to  a  point,  yes.  But  they're  doing  it,  letting  customers  put  in  the 
two  cents  on  cars,  insurance  products,  fast  food,  toys  and  appliana 
Maybe  it's  an  act  of  desperation,  but  they  ha 
concluded  that  instant  feedback  is  one  way 
cope  with  the  pressure  for  shorter  product  c 
cles  and  with  the  high  failure  rate  of  new  pro 
ucts.  Of  the  36,000-plus  new  products  that  w 
hit  the  shelves  in  the  U.S.  this  year,  80%  will  fa 
says  New  Product  News. 

Feedback- influenced  design  is  scarcely  ne 
as  seen  by  the  appearance  of  Charles  Dickei 
on  our  time  line  (see  p.  84).  But  it  has  nev 
been  so  easy,  thanks  to  the  Internet  and  to  tl 
rise  of  small  firms  that  act  as  midwives  to  tl 
process.  These  consultants  screen  responden 
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The  Customer  Is  King 
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and  develop  prototyping  software  that  lets  consumers  create  or 
modify  designs,  allowing  companies  to  sort  and  evaluate  the  data 
instantly.  Focus  group  meets  the  digital  age.  In  our  own  version 
of  this  consumer  game  we  asked  FORBES  subscribers,  selected 
from  our  e-mail  database,  to  pick  their  favorite  cover  design  from 
among  three  (reproduced  on  the  second  contents  page).  They 
selected  the  one  you  see.  Why  didn't  they  like  the  one  with  the 
Hummer,  preferred  by  the  editor  of  the  magazine?  Possibly  be- 
cause the  wording  was  a  little  cryptic.  (Note  to  editors:  Don't  get 
too  cute  with  cover  headlines.) 

Whirlpool  Corp.  wants  to  plug  into  an  online  community 
of  consumers  who,  using  their  PCs,  would  be  able  to  make 
changes  to  digitized  renderings  of  new 
designs  for  home  appliances  and  send  their 
suggestions  to  the  company.  Joan  Smith, 
president  of  Smith-Dahmer  Associates,  a 
St.  Joseph,  Mich,  consultancy  for 
Whirlpool,  expects  to  trim  research  time 


Building  a  more 
kid-friendly  toy:  RC2's 
Curt  Stoelting  with 
some  of  his  advisers. 


by  a  month  and  expenses  by  at  least  30%. 

Dannon  USA,  a  unit  of  Groupe  Danone  of  Paris,  turned  to  co 
sumers  in  August  2003.  Its  reduced-fat  Light  'n  Fit  yogurts  we 
getting  squeezed  by  rivals  offering  slimmer  fare.  Patricia  Pirro-Fel 
berg,  director  of  market  research  at  Dannon  in  White  Plains,  N. 
needed  a  quick  read  on  what  features  were  must-haves.  She  call 
in  Affinnova,  a  Waltham,  Mass.  technology  company,  which 
mailed  40,000  men  and  women  and  asked  them  to  click  on  a  II 
to  help  create  a  new  product  and  get  a  shot  at  winning  $10,000. 
got  an  11%  response  rate;  705  people  qualified  for  the  test.  (Da 
non  was  looking  for  diet-conscious  yogurt  eaters  who  were  i 
sponsible  for  grocery  shopping  in  their  household.)  Affinnova  pi 
sented  a  series  of  yogurt  containers  in  such 
way  that  respondents  could  evaluate  differe 
combinations  of  name,  package  design,  nut 
tional  labeling  and  size.  There  were  1 1 ,268  pc 
sible  combinations,  but  each  player  in  tl 
game  was  asked  to  choose  among  only  a  few. 
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re  inspired  by  the  human  side  of  data.  There's  more  to  GPS  navigation  systems  than  just  road 
i.  It's  the  freedom  to  find  exactly  what  you  want,  even  in  an  urban  jungle.  That's  why  durable 
chi  hard  disk  drives  are  perfect  for  the  automotive  industry,  and  hungry  drivers.  From  the 
Nest  Microdrive®  to  the  largest  SAN  solution,  Data  Storage  from  Hitachi. 


HITACHI 
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statistical  algorithm  recombined  features  to  highlight  frequently  se- 
lected elements.  The  test  changed  as  more  people  took  it,  and  the 
program  determined  the  most  popular  configurations. 

All  that  Web  activity  took  six  days.  By  the  end  of  the  project 
Affinnova  had  determined  that  the  new  yogurt  should  be  called 
Carb  Control,  come  in  a  red  container,  sold  in  a  four-pack  of 
4-ounce  cups  and  highlight  "80%  less  sugar"  and  "3  grams  of  carbs" 
for  the  dieters.  Pirro-Feldberg  had  the  new  product  on  store  shelves 
six  months  after  the  test  ran.  "The  product  took  off  very  quickly," 
she  says.  For  the  52  weeks  ending  Nov.  28  sales  hit  $70.5  million. 

Toymaker  RC2  Corp.  took  a  different  approach.  For  years  the 
Oak  Brook,  111.  company  made  miniature  Nascar  models  for  adults 

but  added  toys  for  children  and  infants  starting   

in  1 999.  To  learn  more  about  tots,  it  is  putting 
prototypes  into  the  hands  of  kids  and  their 
moms,  who  make  up  a  panel  of  advisers  man- 
aged by  Communispace  Corp.  of  Watertown, 
Mass.  This  year  women  like  34-year-old  Nidhi 


David  Andonian  sells 
software  that  turns 
consumers  into  new 


product  designers. 


Tandon  of  East  Brunswick,  N.J.  will  help  RC2  make  as  many  as  2! 
decisions  about  toys  and  retail  programs.  In  2004,  the  first  year  R 
worked  with  a  group  of  consumers,  they  vetted  25  new  produc 
They  helped  design  Click  Bricks,  to  arrive  on  store  shelves  in  Ju 
This  toy  consists  of  magnetized  building  blocks  for  boys.  Aftei 
group  of  150  women  electronically  critiqued  color  illustrations 
Click  Bricks  last  February,  the  company  used  their  ideas  to  bui 
3-D  prototypes,  which  were  sent  to  30  moms. 

That  group  had  sons  aged  2  to  4.  They  were  required  to  keej 
daily  diary  for  two  weeks,  detailing  when,  in  what  ways  and  he 
often  their  boys  played  with  the  plastic  blocks.  RC2  also  sent  di 
posable  cameras,  asking  the  women  to  take  and  send  pictures 
their  children  playing  with  the  toys.  The  cor 
pany  requested  suggestions  for  names,  pric 
and  packaging  ideas.  Tandon  thought  the  on 
ors  weren't  bright  enough.  "If  the  shades  a 
dull,"  she  says,  "parents  won't  pick  them  i 
in  the  store." 
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If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


How  much  do  you  think  FedEx  costs?  Guess  again.  We  have  dozens  of 
ways  to  help  your  small  business  save  money  on  shipping— including 
ground  service,  which  reaches  virtually  every  address  in  America. 
Visit  fedex.com  today.  Because  money  is  just  as  important  as  hugs. 


Ground 


Relax,  it's  FedEx. 


The  Customer  Is  King 


Speak,  Consumer! 


For  years  companies  have  encouraged  the  public  to  contribute  its  two  cents'  worth  in  the  interest  of  selling  more  products— 
and  nabbed  those  sometimes  clever  innovations  and  improvements  for  next  to  nothing.  A  sampling  throughout  the  ages. 

—Heidi  Brown 


Great  Expectations  (1860-61) 
Serializing  the  novel  in  his  weekly  maga- 
zine, Charles  Dickens  decided  to  change 
his  original  sad  ending  at  the  suggestion 
of  his  friend  Edward  Bulwer-Lytton. 
Some  critics  howled,  but  the  public  loved 
it:  There  were  four  printings  within  weeks 
of  the  book's  publication. 

Electric  radio  (1920s) 

Sears,  Roebuck  &  Co.  urged  supplier 
Galvin  Manufacturing  (later  Mo- 
torola) to  make  a  cheap,  efficient 
adapter  that  fed  electric  current  from 
a  wall  outlet,  obviating  the  need  to  buy 
a  new  radio  every  time  the  battery 
died.  Galvin  came  up  with  the  "battery 
eliminator,"  which  it  sold  to  Sears. 

Mountain  bikes  (1979) 

Bike  freaks  Joe  T.  Breeze,  Gary  Fisher 
and  Tom  Ritchey  put  balloon  tires  on  old 
Schwinn  one-speeds,  avoiding  blowouts 
and  the  jolts  of  rough  terrain.  Inspired, 
Specialized  Bicycles  Inc.  of  Morgan  Hill, 
Calif,  bought  a  few  later  versions,  then 
mass-produced  the  first  mountain  bike,  the  $750  StumpJumper. 


Scent-free  laundry  detergent  (1988) 

Responding  to  complaints  from  customers 
sensitive  to  perfumed  laundry  soap,  Procter  & 
Gamble  created  Cheer  Free,  the  first  widely 
available  detergent  without  fragrance.  Caught 


unawares,  the  company's  Lima,  Ohio  factory  went  on 
fast  cycle. 

"America's  Most  Wanted"  (1993) 
Not  the  TV  show,  but  a  painting 
by  Vitaly  Komar  and  Alexander 
Melamid,  inspired  by  a  poll  of 
1,001  Americans  asking  their 
views  of  "good"  art.  Result:  a 
landscape  with  George  Washington,  a  strolling  family,  deer  and 
a  bellowing  hippo. 

The  mri  with  a  comfort  zone  (2003) 
Barrow  Neurological  Institute  of 
Phoenix  modified  a  General 
Electric  MRI  machine  that  allows 
images  to  be  scanned  even 
when  a  patient  suffering  from, 
say,  Parkinson's  disease  is  mov- 
ing. Barrow  decided  not  to 
patent  the  method,  so  GE  picked  it  up— gratis— and  made  it 
available  as  an  option  in  all  models. 

WordLock  (2004) 

After  Staples  ran  a  contest  to  solicit  product  ideas,  8,300  peo- 
ple responded.  The  winner  was  Todd  Basche  of 
Los  Altos,  Calif.,  whose  small  metal  lock  uses 
letters,  instead  of  numbers,  for  easy-to-remem- 
ber  code  words.  The  $6  lock  will  be  out  in  the 
spring.  (Basche  gets  $25,000  plus  royalties.) 

Sources:  John  Hauser  and  Eric  von  Hippel  of  MIT  Sloan  School 
of  Management;  companies. 


RC2  made  those  changes — and  more.  It  added  more  shapes, 
textures  and  bricks,  all  mom  suggestions.  The  company  shaved 
eight  weeks  off  the  time  it  would  have  taken  to  do  conventional  re- 
search. "In  the  old  days — a  couple  of  years  ago — we  would  have 
built  this  before  we  tested  it,"  says  RC2  Chief  Executive  Curtis  W. 
Stoelting.  "We'd  have  pushed  the  product  out  there  without  as 
many  insights,  and  we  would  have  made  more  mistakes." 

But  is  the  customer  always  right?  GM  market  research  manager 
Jeffrey  Hartley  recalls  that  Jerry  P.  Palmer,  former  design  chief, 
thought  that  reaching  out  to  consumers  was  an  idiotic  idea.  "Why 
don't  you  just  put  a  f—  ing  crayon  in  their  hands?"  he  told  Hart- 
ley. Palmer  reluctantly  agreed  to  an  "exploratory"  project. 

Higher-ups  at  Unilever  weren't  thrilled  about  letting  young 
guys  vet  print  ads  for  Axe  body  spray  before  they  appeared  in 


magazines.  Esther  Lem,  a  vice  president  for  the  company's  d 
odorant  business,  routinely  draws  on  that  group  for  new  fragran 
ideas.  Unsurprisingly,  the  young  men  loved  a  raunchy  campaij 
featuring  a  hairy  armpit  as  its  central  character.  "I  heard  from  tl 
president  of  marketing  of  Unilever.  I  heard  from  the  COO,"  Let 
recalls.  "I  had  to  say,  'Okay,  you  need  to  stay  out  of  the  way.  Wh 
matters  to  me  is  what  the  guys  say' "  And  that  stuck. 

Sometimes,  though,  customers  take  you  in  a  completely  difffl 
ent  direction.  Taco  Bell,  a  division  of  Yum  Brands,  recently  turro 
to  fast-food  eaters  to  help  create  a  hot-selling  burrito — hopes  we 
high  for  a  "truly  healthy"  one.  Relying  on  Socratic  Technologies 
San  Francisco,  the  chain  sent  out  10,200  e-mails.  The  final  1,155  pa 
ticipants  chose  from  among  10  categories  of  fixings,  including 
kinds  of  chicken  and  1 1  sauces,  and  watched  as  an  animated  pr 
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100%  NO  LOAD 


Bond  funds  with  an  important  difference: 
They're  managed  by  T.  Rowe  Price. 


Morningstar  recently  called T.  Rowe  Price  "an  impressive  investment  organization"  and  said  our 
portfolio  managers  are  "meticulous  about  their  investments."1  Perhaps  that's  why  75%  of  our 
bond  funds  beat  their  1-,  5-,  and  10-year  Lipper  averages  as  of  12/31/04. 2  Our  bond  funds  are  led 
by  experienced  professionals,  and  investment  decisions  are  based  on  analysis  conducted  by 
our  own  independent  research  department.  And  we  keep  expenses  low  —  all  our  bond  funds  for 
individual  investors  are  100%  no  load  with  no  12b-1  fees  or  commissions  and  have  expense  ratios 
below  their  Lipper  averages.3  Results  will  vary  for  other  periods. 


We  offer  a  wide  range  of  bond  fund  investments  for  your  portfolio.  Here  are  just  a  few: 

As  of  date:  performance  figures  and  yields  12/31/04 

30-Day 


1  Year 

5  Years 

10  Years 

Yields 

Taxable  Bond  Funds 

GNMA  Fund  (PRGMX) 

3.80 

6.71 

6.99 

3.93% 

Lipper  GNMA  Funds  Average 

3.20 

6.24 

6.68 

Spectrum  Income  Fund  (RPSIX) 

8.05 

8.32 

8.67 

3.66% 

Lipper  General  Bond  Funds  Average 

4.27 

6.02 

7.53 

Short-Term  Bond  Fund  (PRWBX) 

1.49 

5.46 

5.56 

2.87% 

Lipper  Short  Investment- Grade  Debt  Funds  Average 

1.35 

4.57 

5.34 

Tax-Free  Bond  Funds 

Tax-Free  HighYield  Fund  (PRFHX)4 

6.64 

6.58 

6.39 

4.34% 

Lipper  HighYield  Municipal  Debt  Funds  Average 

6.10 

5.87 

5.78 

Tax-Free  Income  Fund  (PRTAX)4 

4.31 

7.02 

6.63 

3.39% 

Lipper  General  Municipal  Debt  Funds  Average 

3.70 

6.27 

6.06 

If  interest  rates  rise  significantly  from  current  levels,  bond  fund  total  returns  are  likely  to  decline  and  may  even 
turn  negative  in  the  short  term.  Current  performance  may  be  higher  or  lower  than  the  quoted  past  performance, 
which  cannot  guarantee  future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain 
or  loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us  or  visit  our  Web  site. 
Call  to  request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and 
other  information  that  you  should  read  and  consider  carefully  before  investing. 


Call  our  Investment  Guidance  Specialists  today. They  can  help  select  the  bond  fund  that's  right  for  your 
portfolio  and  even  open  your  account  right  over  the  phone. 


TROWEPRICE.COM/BONDFUNDS 


1-800-401  -4654 


T.RoweRice 


INVEST  WITH  CONFIDENCE 

Morningstar  10/7/04  and  10/27/04,  respectively.  'Based  on  cumulative  total  returns,  27  ol  36, 21  ol  25,  and  21  ol  24  bond  lunds  (including  all  share  classes  and  excluding  funds  used  in  insurance 
products)  outperformed  their  Lipper  averages  for  the  1  5-,  and  10-year  periods  ended  12/31/04,  respectively.  (Source  lor  data:  Lipper  Inc.)  'Based  on  the  fiscal  year-end  data  available  as  of  12/31/04. 
All  funds  excluding  institutional  and  bank  institutional  lunds  as  defined  by  Lipper,  more  than  six  months  old  are  included.  'Some  income  may  be  subject  to  stale  and  local  taxes  and,  for  the  lax-Free 
High  Yield  Fund,  the  federal  alternative  minimum  tax.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPBOND070738 


The  Customer  Is  King 


gram  assembled  and 
cooked  their  concoctions. 
Socratic  identified  the 
most  popular  combina- 
tions— did  people  who 
liked  chipode  chicken  also 
want  lettuce? — and  passed 
the  results  to  Taco  Bell  in  a 
few  weeks. 

The  dieticians  at  Taco 
Bell  got  a  litde  jolt.  Instead 
of  a  low-cal  item,  most  re- 
spondents clamored  for  a 
three-cheese-soaked  "in- 
dulgent" burrito,  and  they 
were  willing  to  pay  extra 
to  get  it.  "We  were  looking 
at  a  $2  burrito.  Our  find- 
ings suggest  we  might  get 
20  cents  more  for  it,"  says 
Debra  Kassarjian,  Taco 
Bell  director  of  consumer 
insights. 

Like  canaries  in  a 
mine  shaft,  consumers 
can  sometimes  head  off 
disaster  before  it  happens. 
State  Farm  Insurance  re- 
cendy  heard  back  from  its 
new  online  community 
about  the  idea  of  offering 
reduced  rates  for  safe  dri- 
vers who  were  willing  to 
have  "black  boxes"  in- 
stalled in  their  cars.  Cus- 
tomers were  wary  of  the 
devices,  which  would 
have  monitored  where 
and  how  they  drove.  "Our 
panel  did  not  like  that 
idea  at  all;  they  thought  it 
would  be  a  real  invasion 
of  their  privacy,"  says 
Nancy  Armstrong,  re- 
search administrator  at 
State  Farm. 

"Massive  consumer  in- 
sight is  more  important 
dian  ever,"  says  David  An- 
donian,  chief  executive  of 
Affinnova.  A  self-serving 


c 


I  hris  M.  Bradley,  founder  of  2ndEdison,  launched  Sikko  Snowboards  to 
make  a  bundle  off  kids  who  wanted  to  design  their  own  $50  snowboard 
'"skins"— vinyl  graphics  in  camouflage,  graffiti,  whatever— via  the  Web. 
The  business  took  off  last  year,  but  not  for  that  reason.  Snowboard- 
ers,  like  many  consumers,  weren't  interested  in  customizing;  to  date,  Sikko 
has  sold  only  a  few  such  skins.  Yet  some  10,000  snowboarding  fans,  typi- 
cally a  group  too  elusive  for  marketers,  at  times  have  spent  up  to  nine  hours 
on  Sikko's  site  discussing  their  hobbies  and  buying  habits  and  rating  skins 
created  by  designer  pros.  That  information  is  helping  Sikko  create  better- 
selling  designs.  It  has  also  given  Bradley  the  idea  for  another  business:  He's 
selling  access  to  and  information  about  Sikko's  audience— the  median  age 
of  the  group,  mostly  male,  is  23— to  technology  and  packaged-goods  com- 
panies eager  to  understand  (and  sell  more  to)  such  folks. 

They're  learning,  for  example,  that  Sikko  customers  prefer  to  buy  online 
instead  of  in  stores  and  why  most,  by  a  5-to-l  margin,  want  unknown  rene- 
gade brands.  This  group  is  also  price-sensitive,  but  eschews  big  brands 
like  3M  and  HP.  Bradley  says  that  60%  of  Sikko's  revenue  this  year  will  come 
from  companies  who  use  its  customers  for  market  research. 

Such  online  research  has  evolved  beyond  predicting  whether  green 
sneakers  will  prevail  over  purple  ones— or  if  customers  prefer  seat  warm- 
ers to  GPS  devices  in  cars.  General  Motors  is  gathering  data  from  the  30,000 
or  so  car  buyers  a  month  who  go  to  autochoiceadvisor.com  to  help.them  se- 
lect a  vehicle.  Among  the  issues:  finding  the  inflection  point  when  rising 
fuel  prices  affect  car  buyers'  priorities.  That  data  will  help  it  plan  incentives 
and  change  production  schedules— or  even  future  models.         —  M.  W. 


Marketing  Science 
Waltham,  Mass.  is  wo* 
ing  with  MIT's  Slos 
School  of  Manageme 
on  a  Web  tool  that  tur 
idea-generation  into 
challenging  game,  whe 
players  are  rewarded  fj 
building  on  the  sugge 
tions  of  others  and  eai 
points  that  translate  in 
cash  or  prizes.  The  pn 
gram  recently  help< 
Mark  Andy,  a  special 
printing  press  maker  j 
St.  Louis,  solicit  sugge 
tions  from  customs 
about  how  to  improvl 
for  example,  presses  fa 
shrink-wrapped  labels. 

One  fear:  Suppose 
respondent  tries  to  clail 
ownership  of  an  idd 
product  or  service  th; 
emerges  from  a  feedba<j 
session?  "Hire  a  goq 
lawyer  and  make  sui 
these  people  sign  agrej 
ments  about  intellecttu 
properties,"  advisj 
Olivier  Toubia,  assistaj| 
professor  at  Columb 
University's  businei 
school.  Most  companw 
already  do. 

But  don't  let  the  rt 
mote  threat  of  a  lawsd 
get  in  the  way  of  a  goo; 
idea.  Chris  M.  Bradle 
founder  of  2ndEdison, 
product  developmer 
company  in  San  Fran 
cisco,  says  he's  workini 
with  producer  Michao 
Hoff  on  a  TV  show  tha 
would  allow  the  audienc 
to  help  companies  com 
up  with  product  solu 
tions  for  everyday  prob 
lems.  Hollywood  is  sai 
to  be  dabbling  wit 


point,  to  be  sure,  yet  one  he  is  willing  to  qualify:  "There  are  some 
limitations." 

Feedback  fatigue  is  one.  Get  too  many  surveys  in  your  e-mail 
box  and  you  tune  out.  How  to  keep  the  masses  engaged?  Applied 


movies  that  let  fans  choose  the  ending,  much  as  the  TV  network 
let  viewers  weigh  in  on  the  fate  of  characters  in  series  such  as  NBu 
Law  &  Order.  If  Dickens  had  had  access  to  e-mail,  he  could  n< 
doubt  have  done  a  lot  more  with  reader  feedback,  too. 
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SB2a 


Meeting  your  daughter's  fia„c* 
_  "Whafs-His-Face" 


i  of  American  Airlines,  Inc. 


Return  of 
The  Kings 

Investors  who  stuck  with 
the  Internet  boom  are  starting 
to  make  big  money— finally. 
By  Erika  Brown 


THE  LAST  THING  THE 
world  needs  is  an- 
other story  about 
Google.  But  you  can- 
not talk  about  venture 
capital's  comeback 
performance  in  2004, 
or  print  a  list  of  technology's  top  50 
dealmakers,  without  talking  about 
Google. 

Google  singlehandedly  thrust 
venture  capitalists  back  into  the 
spotlight.  In  August  the  search- 
and-advertising  phenomenon  in 
Mountain  View,  Calif,  raised  $1.7 
billion  in  the  biggest  Internet 
public  offering  of  all  time.  Its 
market  capitalization  was  $25  bil- 
lion at  the  end  of  its  first  trading 
day.  It's  $53  billion  now. 

The  Google  factor  was  so  pow- 
erful it  pushed  all  of  the  company's 
venture  backers  onto  the  Midas  list, 
completely  skewing  a  ranking  that 
favors  long-term,  consistent  return- 
ers. John  Doerr  and  Michael  Moritz 
got  the  two  top  slots,  but  these  sea- 
soned vets  would  have  made  the  list 
easily  anyway.  Three  early  Google 
backers  widi  no  prior  Midas  men- 
tions— Andreas  von  Bechtolsheim, 
David  Cheriton  and  Ram  Shri- 
ram — went  into  the  top  ten. 

Google  will  likely  slant  the 


results  for  years  to  come  and  make 
for  an  impossible  act  to  follow.  But 
maybe  it  will  be  topped;  certain 
players  in  the  venture  business 
seem  to  hit  towering  home  runs 
every  half-decade  or  so.  "The  large 
successes  of  tomorrow  always  seem 
very  improbable  today.  It's  hap- 
pened to  most  successful  compa- 
nies that  emerged  from  Silicon 
Valley:  Sun,  Apple,  Yahoo,  Google," 
says  Michael  Moritz,  a  partner  at 
Sequoia  Capital  in  Menlo  Park, 
Calif,  who  backed  the  latter  two  of 
those,  as  well  as  PayPal. 

Contrary  to  some  predictions, 
Google  failed  to  usher  in  a  second 
tech  bubble,  with  a  massive  wave  of 
public  offerings.  Its  real  impact  was 
to  draw  attention  to  how  serious  and 
profitable  today's  dot-coms  have  be- 
come. Twenty-one  Internet-related 
companies  took  to  the  public  mar- 
kets last  year,  up  from  four  in  2002, 
and  nearly  all  are  solidly  growing 
and  profitable  concerns:  e-tailer  Blue 
Nile,  online  gaming  firm  Shanda  In- 
teractive and  Salesforce.com,  which 
delivers  customer-management  soft- 
ware over  the  Internet. 

The  money  raised  by  Internet 
stock  offerings  was  astounding: 
$3.2  billion  in  2004,  up  from 
$278  million  two  years  ago.  The 
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The 


Midas  List 


fire-sale  private  mergers  of  yore 
have  been  extinguished,  too. 
According  to  Thomson  Venture 
Economics  and  the  National  Ven- 
ture Capital  Association,  the  aver- 
age Internet  company  that  was 
bought  went  for  $132  million  last 
year,  nearly  five  times  as  high 
as  in  2002.  In  May  Symantec 
paid  $370  million  for  spam- 
catcher  Brightmail.  A  month  later 
Time  Warner's  AOL  division  paid 
$435  million  for  Advertising.com. 

Many  of  these  companies  could 
have  died.  VCs  spent  the  past  three 
years  sitting  around  boardroom  ta- 
bles hashing  out  which  boom-time 
investments  would  be  folded.  Back- 
ing online  businesses  meant  com- 
mitting to  at  least  a  few  more  years 
of  losing  money  and  working  really 
hard.  It  required  faith  and  the  sup- 
port of  partners  and  investors. 

"A  lot  of  us  were  right  even  in 
2000  about  the  ideas  that  were 
going  to  work.  We  just  got  the  tim- 
ing wrong,"  says  Tench  Coxe  of 
Sutter  Hill  Ventures  (number  17  on 
the  list). 

One  of  the  top  lech  new  issues 
of  2004  was  51  job,  a  job-listing 
Web  site  based  in  Shanghai  and 
modeled  after  Monster.com.  Chief 
Executive  Rick  Yan  says  he  pitched 
the  company  five  years  ago  to  30 
financiers,  unsuccessfully.  The  Chi- 
nese investors  were  leery  of  back- 
ing an  early-stage  company.  "The 
VCs  in  Palo  Alto  didn't  want  to  do  a 
deal  10,000  miles  away,"  says  Yan. 

But  in  February  2000  rising  VC 
star  David  Chao  of  DCM-Doll  Cap- 
ital Management  (number  58  on 
the  list)  invested  $14  million  for 
31%  of  Yan's  business.  Chao  figured 
people  in  rural  China  would  be 
looking  for  jobs  in  big  cities  and 
employers  would  prefer  to  run  an  ad 
once  online  rather  than  in  20  re- 
gional publications.  To  offset  limited 
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computer  adoption,  51  job  also  pub- 
lishes want-ad  newspapers  around 
the  country.  Since  51  job's  offering 
in  September,  its  stock  is  up  32%. 
DCM's  stake  is  worth  $200  million. 

VCs  are  just  glad  to  be  done  with 
the  bloody  practice  of  triage  and 
corporate  euthanasia.  "We  are  at  the 
end  of  one  cycle  and  the  beginning 
of  another,"  says  Mark  Heesen, 
president  of  the  National  Venture 
Capital  Association.  "VCs  are  finally 
done  struggling  with  the  changing 
management  and  business  plans  of 
later-stage  businesses.  Now  they  can 
do  the  things  they  love  best — the 
futuristic  science  stuff  of  discover- 
ing and  funding  new  technologies." 
For  VCs  ranked  51  through  100,  see 
forbes.com/midas. 


VC.  Sequoia  Capital.  50.  Erudite  Brit  got 
flak  in  1999  when  he  invested  in  a  bare- 
bones  search  engine  (Why  would  anyone 
need  another  Yahoo?).  Sequoia  got  10%  of 
Google,  the  biggest  stake  after  founders 
Larry  Page  and  Sergey  Brin.  Worth  $4.6 
billion  now.  The  former  journalist  tries  to 
pin  it  on  luck  and  the  support  of  his  part- 
ners, but  we  know  better— Moritz  "gets" 
consumers,  especially  when  they're  on  the 
Web.  Credit  him  with  Yahoo,  PayPal  and 
RedEnvelope.  Latest  bets  are  online  shoe- 
monger  Zappos  and  storage-hardware  firm 
Netezza.  Says  "evolution,  rather  than  big- 
bang  creationism,  is  the  only  way  to  build 
anything  sustainable.  It  doesn't  matter  if 
you're  selling  lamp  shades  or  salami."  What 
about  Etoys  and  Webvan?  That's  when 
amnesia  sets  in,  he  says.  2004  Rank:  32. 


Lawrence  Sonsini  

Lawyer.  Wilson,  Sonsini,  Goodrich  & 
Rosati.  63.  His  is  the  first  signature  on 
Google's  SI,  possibly  the  most  widely 
read  filing  in  SEC  history.  It  sealed  the 
deal— Sonsini  is  still  the  Valley's  reign- 
ing legal  eagle.  Handled  VMware's  $635 
million  sale  to  EMC,  Netscreen's  $3.5  bil- 
lion sale  to  Juniper.  Other  clients:  Agi- 
lent, Brocade,  Overture,  Seagate.  2004 
Rank:  5. 

Andreas  von 


Bechtolsheim  

Angel.  Sun  Microsystems.  49.  For 
handing  $200,000  to  Sergey  Brin  and 
Larry  Page,  "Andy"  scored  3.6  million 
Google  shares,  now  worth  $700  million, 
and  a  spot  on  The  Forbes  400  list. 
Dropped  out  of  Stanford  doctorate  pro- 
gram to  cofound  Sun  Microsystems. 
Backed  Brightmail,  bought  by  Symantec 
last  year  for  $370  million.  Now  back  at 
Sun  after  selling  his  startup  Kealia  to  his 
buddies  there  last  April.  2004  Rank: 
None. 

Michael  Grimes 


Banker.  Morgan  Stanley.  38.  Valley's 
top  new-issue  banker  ever  since  prose- 
cutors laid  hands  on  Frank  Quattrone's 
book-running  abilities.  Bonus  might  have 


been  bigger  if  Google  hadn't  gone  with 
the  Dutch  auction.  As  kinetic  as  Doerr 
but  sticks  to  the  public  markets.  Deals: 
Agilent,  Extreme,  SanDisk,  Seagate, 
VeriSign.  2004  Rank:  6. 

Ram  Shriram  

Angel/Adviser.  Sherpalo.  48.  Early 
investor,  board  member  at  Google. 
Worked  with  Midas  listers  one  and  two 
on  Elance  (Doerr),  Yodlee,  24/7  Cus- 
tomer and  Plaxo  (Moritz).  Founded 
shopbot  Junglee,  sold  it  to  Amazon. 
Likes  to  call  himself  a  Sherpa— helps 
entrepreneurs  climb  the  peaks  of  Mount 
Nasdaq.  Looking  for  university  research 
to  exploit.  2004  Rank:  None. 

David  Cheriton  

Angel/Adviser.  Stanford  University. 
53.  Helped  Google  founders  Brin  and 
Page  pitch  to  VCs.  Canadian  computer 
science  prof  once  felt  like  he  missed 
out— student  Andy  Bechtolsheim 
founded  Sun;  colleagues  James  Clark 
and  Leonard  Bosack  started  SGI  and 
Cisco.  Cofounded  Granite  Systems  with 
Bechtolsheim,  sold  to  Cisco.  Invested  in 
VMware.  Self-professed  sucker  for 
young  hotshots  with  new  ideas.  Wants 
to  nullify  software  bugs.  "People  make 
mistakes,  but  it  takes  a  computer  to  re- 
ally screw  things  up."  2004  Rank:  None. 


Promod  Haque 


VC.  Norwest  Venture  Partners.  56J 
Last  year's  number  one  dealmaker  had 
a  quiet  year.  His  specialty:  no-name  net- 
working companies  that  get  sold  for 
billions.  Old  hits:  Cerent,  CoSine.  New 
bets:  Amberpoint,  Veraz.  2004  Rank:  I. 

Vinod  Khosla  

VC.  Kleiner  Perkins  Caufield  &i 
Byers.  50.  Semiretired  now,  which 
means  he's  only  working  80  hours  a 
week.  Says  it  allows  him  to  work  on  "high 
impact"  stuff,  economic  and  social.  Eco- 
nomic: wants  to  build  protein  arrays  for 
low-cost  medicine.  Social:  microloans  in 
India.  Invested  in  Zettacore,  a  chip  com- 
pany—one of  a  few  nano  outfits  in  which 
he  has  faith.  2004  Rank:  2. 

3  J.  Peter  Wagner 

VC.  Accel  Partners.  39.  Public  offer- 
ings include  formerly  high-flying  equip- 
ment makers  Tellium,  Northpoint  and 
Redback.  New  hope:  Wi-Fi  antenna 
maker  Trapeze  Networks.  2004  Rank:  8. 


David  Strohm 


VC.  Greylock.  56.  Banking  on  science 
startups  AccelChip,  AtHoc  and  CoWare. 
Helpful  board  seat:  startup-swallower 
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It's  time  to  start  thinking  about  tomorrow's  technology. 
Your  customers  are.  So  let's  talk.  Ericsson  has  been  building 
for  the  next  generation  for  129  years.  Evolving  and 
supporting  communication  hardware  and  software.  Staying 
in  touch  with  developing  demands.  Ensuring  when  your 
customers  are  ready  to  move  on.  they'll  move  on  with  you. 
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16  Jay  C.  Hoag 


EMC,  which  he  joined  after  it  bought 
Legato  for  $1.3  billion.  StorageNetworks, 
which  went  public  in  2000  at  $8  billion, 
crash-  landed  in  2003.  2004  Rank:  3. 

12  Seth  Neiman  

VC.  Crosspoint  Venture  Partners. 
50.  Former  hits  Juniper,  Brocade  and 
Ipass  live  on.  His  venture  shop— once 
one  of  the  most  prestigious  around— has 
been  slowly  shuttering  since  the  bust. 
Could  he  be  looking  to  start  another 
firm?  2004  Rank:  10. 

13  David  Spreng 

VC.  Crescendo  Ventures.  43.  Min- 
neapolis investor  kept  up  with  his  coastal 
brethren  with  bubble  hits  like  Oplink  and 
CoSine.  Couldn't  resist  moving  to  Palo 
Alto,  Calif.  Sold  Indigo  Systems  to  Flir 
Systems  for  $190  million.  2004  Rank:  17. 

1  ^  Paul  Chamberlain 

Banker.  Morgan  Stanley.  41.  Morgan's 
Asia  guy,  who  works  from  its  shop  on 
Menlo  Park's  Sand  Hill  Road,  took  out  In- 
ternet jobber  5IJob.com  last  year;  han- 
dled new  issues  for  online  software  sell- 
ers Salesforce.com,  RightNow 
Technologies.  Also  does  M&A:  Docu- 
mentum/  EMC,  J.D.  Edwards/PeopleSoft. 
2004  Rank:  7. 

lb  Roger  Evans  

VC.  Greylock.  59.  Scored  with  online 
customer-service-software  shop  Right- 
Now,  based  in  Bozeman.  Mont.  Its  stock 
has  doubled  in  six  months.  In  the  rearview 
mirror:  Ascend,  Phone  com,  Northpoint, 
Copper  Mountain.  2004  Rank:  II. 


VC/Buyout.  Technology  Crossover 
Ventures.  46.  After  pulling  a  few  rabbits 
out  of  his  hat  during  the  downturn  (Al- 
tiris,  Netflix,  Expedia)  he's  back  with  the 
Inphonic  offering  in  November.  Will  climb 
higher  on  the  Midas  List  when  Eharmony 
and  TechTarget  come  out.  2004  Rank:  26. 

17  Tench  Coxe  

VC.  Sutter  Hill  Ventures.  47.  Sold  pay- 
ment processor  Lynk  Systems  for  $525 
million  to  Royal  Bank  of  Scotland.  Also 
getting  Web-enabled  Wildcard  Systems 
(smart  cards)  and  Quinn  Street  (direct 
marketing)  ready  for  exit.  Finance  in  his 
DNA:  Eponymous  ancestor  was  George 
Washington's  first  assistant  secretary  of 
the  Treasury.  2004  Rank:  19. 

U  Roland  Van  der  Meer 

VC.  ComVentures.  44.  Financed  Arbi- 
net-thexchange,  an  electronic  market- 
place for  bandwidth,  which  went  public 
in  December.  Lifted  weights  with  Broad- 
com founder  Henry  Nicholas.  Black  eye: 
defending  a  nasty  lawsuit  filed  by  dis- 
gruntled entrepreneur  over  the  2003  sale 
of  Nishan  Systems.  2004  Rank:  None. 

19  William  Ford  

VC.  General  Atlantic  Partners.  43. 
Dot-com  hits  Priceline  and  E-Trade  were 
the  hottest  entries  on  his  resume  until 
last  year.  His  private  stock  exchange 
Archipelago  is  up  50%  since  its  August 
offering.  2004  Rank:  28. 

20  Kevin  Compton   

VC.  Kleiner  Perkins  Caufield  & 
Byers.  46.  His  San  Jose  Sharks  hockey 
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Top  Ten  M&A  Deals  of  200 


TARGET/BUYER 


TOTAII 

VALUE  OF  FUNDI) 
DEAL  PREMER' 
(SMIL)  ($MIL 


Vinod  Khosla  Kleiner  Perkins  Caufield  &  Byers  HOT:  Bio- 
engineering  waste  into  ethanol.  Inkjets  that  can  print  out  circuitry 
with  "silicon  ink."  NOT:  Single-purpose  chips. 


Promod  Haque  Norwest  Venture  Partners  HOT:  Collaborative 
tools  for  making  distributed  software  development  easier.  NOT: 
Expensive  frame  relay  data  networks.  Companies  should  be  con- 
necting by  virtual  private  networks  over  the  Internet. 

Kevin  Compton  Kleiner  Perkins  Caufield  &  Byers  HOT: 
Computers  that  update  themselves.  RFID  is  probably  underhyped 
for  what  it  could  be.  NOT:  The  browser  is  over  a  decade  old.  We 
need  a  fresh  approach.  Firefox  is  a  great  start. 

Jay  Hoag  Technology  Crossover  Ventures  HOT:  Specialized  Web 
sites  where  IT  buyers  can  go  to  look  for  info;  like  trade  rags  but 
online.  NOT:  Antispam  software.  Me-too  dating  sites.  China.  The 
valuations  and  lack  of  regulation  scare  me. 

Daniel  Nova  Highland  Capital  Partners  HOT:  Digital  media  and 
advertising  NOT:  Nonmedical  nanotech.  We  believe  in  Moore's 
Law,  but  we're  still  waiting  to  see  how  the  business  models  evolve. 


Tench  Coxe  Suffer  Hill  Ventures  HOT:  Instant  messaging.  NOT: 
Social  networking  Web  sites.  How  can  you  have  a  million  people 
doing  something  and  still  not  make  any  money?  —  E.B. 


team  is  having  a  bad  year  with 
NHL  lockout  but  Volterra,  a  pow 
management  chip  company  he  help 
launch,  has  doubled  since  going  put 
in  July.  VeriSign  and  Citrix  still  flouri: 
ing.  Another  bright  spot  in  his  firm's  po 
folio:  an  implantable  heart  pump  tl 
never  wears  out.  2004  Rank:  16. 

II  Geoffrey  Yang 

VC.  Redpoint  Ventures.  44.  Lots 
platinum  hits  in  1999  and  2000  for  tl 
swaggering  Silicon  Valley  player.  Up  ne 
JotSpot,  a  "wiki"  (communal  blog)  co 
pany  by  the  guys  who  founded  Exc 
(also  funded  by  Yang).  2004  Rank:  12 

I  Robert  Davoli 

VC.  Sigma  Partners.  56.  Boston  de 
maker's  best  days  are  behind  him- 
now.  No  quick  exits  yet  from  the  $6i 
million  fund  it  raised  in  2001  from 
League  school  endowments.  Last  I 
one:  StorageNetworks'  2000  offerii 
2004  Rank:  24. 

:;  James  Wei  

VC.  Worldview  Technology  Partnel 
37.  Sold  Catena  to  equipment  mak 
Ciena  for  $466  million  this  year.  Wants 
build  tiny,  configurable  chips  in  two  da 
versus  two  years,  put  a  billion  trans 
tors  on  each.  Early  investor  in  video  z\ 
designer  Nvidia.  2004  Rank:  29. 

4  Andrew  Rachleff 

VC.  Benchmark  Capital.  46.  Worki 
part  time  investing  dot-com  hitmak 
Benchmark's  new  $400  million  fun 
Making  money  used  to  be  a  breeze:  Tur 
stone,  Juniper,  Northpoint.  Looking 
improve  security  of  Web  traffic.  20C 
Rank:  35. 

5  Michael  Homer 

Adviser.  46.  Former  Netscape  marke 
ing  whiz  is  a  magnet  for  hot  new  cor 
panies.  Had  a  hand  in  Palm,  TiV 
Google.  Stepped  back  to  chairman  of  r 
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Printers.  Everyone  has  them.  But  did  you  know  they  could  be  secretly  stealing  from  your  bottom  line? 
Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and  gives  you  the 
tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 


To  gether,We  Can 


Implementing  the  right  solution 
today  can  help  you  achieve  results 
tomorrow.  With  BearingPoint, 
you'll  have  a  business  advisor  and 
systems  integrator  aligning  business 
with  technology  to  empower  your 
company  to  succeed. 

what  makes  the  difference. 
BearingPoint. 


The  Office  of  the 
Army  Surgeon  General 

The  Office  of  the  Army  Surgeon  General 
needed  a  faster  way  to  gather  and  process 
the  health  information  of  its  soldiers 
around  the  globe.  Within  30  days, 
BearingPoint  helped  the  Army  put  mobile 
systems  in  place  that  now  collect  vital  data 
within  48  hours  rather  than  8  months. 
These  are  the  kinds  of  results  that  make 
the  difference. 

MOBILE  HEALTH  SOLUTIONS. 
EMPOWERED  BY  BEARINGPOINT. 


@  2005  8saringPoint,  Inc.  All  rights  reserved. 
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Today's  dynamic  aerospace  industry  offers 
many  new  challenges  and  opportunities. 
Together  with  BearingPoint,  Honeywell  is 
implementing  a  common  set  of  processes 
and  systems  to  continuously  improve  its 
operational  efficiency  and  global  visibility  — 
keeping  Honeywell  poised  to  respond  to  the 
next-generation  demands  of  its  defense  and 
commercial  customers.  These  are  the  kinds 
of  results  that  make  the  difference. 


As  part  of  a  business  reorientation, 
German-based  Berlin  Hyp  sought  to 
improve  process  efficiency  in  all  areas  of 
its  organization.  In  time  and  on  budget, 
BearingPoint  implemented  a  modern 
technology  platform  based  on  all  of  the 
SAP  Gore  Banking  standard  modules 
to  easily  support  adaptability  to  future 
requirements.  These  are  the  kinds  of 
results  that  make  the  difference. 


BUSINESS,  TRANSFORMATION  AND  INTEGRATION. 
EMPOWERED  BY  BEARINGPOINT. 


ENTERPRISE  RESOURCE  PLANNING. 
EMPOWERED  BY  BEARINGPOINT. 


'NSULTING    SYSTEMS  INTEGRATION     MANAGED  SERVICES 


EXPERIENCE  BEARINGPOINT.COM    Business  and  Systems  Aligned.  Business  Empowered. 
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startup,  streaming-media  enabler  Kon- 
tiki,  in  2003.  2004  Rank:  85. 

Roger  McNamee 

VC/Buycut.  Silver  Lake  Partners.  48. 
Glitzing  up  the  Sand  Hill  crowd,  starting 
a  new  media-and-entertainment  invest- 
ment fund,  Elevation  Partners,  with  U2 
lead  singer  Bono;  published  a  book,  The 
New  Normal:  Great  Opportunities  in  a 
Time  of  Great  Risk.  2004  Rank:  22. 

7  Richard  H.  Kimball 

VC/Adviser.  Technology  Crossover 
Ventures.  48.  Matched  partner  Hoag 
with  his  own  IPO  this  year:  MarketAxess, 
a  platform  for  trading  corporate  and 
Third  World  bonds.  2004  Rank:  30. 


Daniel  J.  Nova 


VC.  Highland  Capital  Partners.  43. 
Put  $2  million  into  Lycos,  sold  it  for  $6 
billion.  Investments  SmartBargains, 
FastClick  registered  to  go  public.  Work- 
ing on  Web  analytics  engine  Coremet- 
rics,  online  gamer  Turbine,  next-gen 
Googler  Quigo.  2004  Rank:  31. 

29  Douglas  Leone  

VC.  Sequoia  Capital.  47.  What  down- 
turn? He's  sold  companies  in  2002  (Tel- 
era  to  Alcatel),  2003  (Rhapsody  to  Bro- 
cade), and  2004  (Guardent  to  VeriSign). 
Maybe  2005:  Wi-Fi  provider  Aruba. 
2004  Rank:  40. 

30  Michael  Goguen  

VC.  Sequoia  Capital.  40.  Good  news 
for  the  guy  who's  already  sold  Cisco  six 
companies:  The  networking  giant  is  back 


on  the  prowl  for  upstarts.  Recent  deals  in 
LogLogic,  Tidal  Networks.  2004  Rank:  14. 

Peter  Morris  

VC.  New  Enterprise  Associates.  48. 
Funded  Caspian  and  Juniper,  but  still 
hasn't  taken  down  Cisco.  Excited  by  op- 
portunities in  ten-gig  Ethernet,  software 
for  cars  and  super-smart  smart  cards. 
2004  Rank:  25. 

32  David  J.  Cowan 

VC.  Bessemer  Venture  Partners.  39. 
Last  year  sold  Trigo  to  IBM,  helped  get 
Internet  diamond  shop  Blue  Nile  listed 
on  Nasdaq.  Latest  play  is  Cyota,  which 
fights  identity  theft.  2004  Rank:  64. 

33  Rob  L.  Soni  

VC.  Matrix  Partners.  36.  Soni  enjoyed 
telecom-equipment  boom.  More  recent 
deals  were  Knology,  Wavesmith.  An  ad- 
vocate for  a  revisionist  view  of  the  bub- 
ble and  bust.  The  problem  wasn't  the 
business  models,  he  says.  It  was  the  peo- 
ple. 2004  Rank:  18. 

34  Andrew  Verhalen 

VC.  Matrix  Partners.  48.  Retrench- 
ment is  taking  awhile,  even  for  the  East 
Coast's  version  of  KP.  Publicly  traded  in- 
vestments Blue  Martini  and  WatchGuard 
are  limping  along.  Still,  he  made  money 
on  Phone.com,  Alteon.  2004  Rank:  38. 

35  James  W.  Breyer 

VC.  Accel  Partners.  43.  Last  big  win 
was  selling  Walmart.com  back  to  Wal- 
Mart.  Now  sits  on  the  board  of  the  parent. 
Supersize  this:  Emac  Digital— restaurant 
software  bought  back  from  McDonald's— 
now  called  Savista.  2004  Rank:  23. 

36  James  T.Armstrong 

VC.  Clearstone  Venture  Partners.  39. 
PayPal  was  his  big  hit,  and  dial-up  Inter- 
net ramp  United  Online  (formerly  Net- 
Zero)  still  afloat.  Firewall-maker  Ipolicy 
has  promise.  2004  Rank:  44. 


Every  VC  has  a  tale  about  the  one  that  got  away.  Onlyafe 
are  man  enough  to  admit  it. 

Michael  Orsak  Worldview  Technology  Partners  REGRET;  Fibe 
lane.  We  passed  on  price.  It  became  Cerent  and  Siara,  both 
which  made  their  investors  [Promod  Haque  and  Vinod  Khosla]| 
fortune! 

David  Aronoff  Greylock  Partners  REGRET:  Akamai.  It  wou 
have  been  one  of  my  first  solo  investments  at  Greylock.  We  were 
few  million  apart  in  valuation  and  couldn't  bridge  the  gap. 

David  Cowan  Bessemer  Venture  Partners  REGRET:  Eba 
Stamps?  Coins?  Comic  books?  You've  got  to  be  kidding. 

Greg  A.  Gottesman  Madrona  Venture  Group  REGRET:  Bit 
Nile.  We  looked  at  it.  But  in  2001  VCs  of  companies  like  these  we 
deciding  whether  to  fund  them  anymore.  Life  is  all  about  timing. 

Todd  Dagres  Begyle  Entertainment  (formerly  of  Battery  Venture 
REGRET:  Chromatis.  I  passed,  and  it  later  sold  to  Lucent  f 
$4  billion.  A  crummy  company,  but  it  had  great  timing.        —  E 


Top  10  Tech/Life  Science  IPOs 


AMOUNT 

DATE 

COMPANY 

RAISED1 

03-12-04 

SEMICONDUCTOR  MFG.  INTL. 

$1,803 

08-19-04 

GOOGLE 

1,666 

10-28-04 

DREAMWORKS  ANIMATION 

812 

05-13-04 

SHANDA  INTERACTIVE  ENTERTAIN. 

152 

11-16-04 

INPHONIC 

143 

09-29-04 

NESS  TECHNOLOGIES 

140 

01-30-04 

EYETECH  PHARMACEUTICALS 

137 

04-22-04 

SIRF TECHNOLOGY 

132 

08-12-04 

ARCHIPELAGO 

127 

10-26-04 

SH0PPING.COM 

124 

'In  millions.  Sources:  Thomson  Financial  Venture  Economics;  National 
Venture  Capital  Association.  


7  Thomas  Weisel 

Banker.  Thomas  Weisel  Partners.  6! 
Part  of  a  generation  that's  fading  into  n 
tirement  as  the  big  Wall  Street  name 
elbow  tech  boutiques  aside  or  swallo 
them  whole.  Boom  era  clients  indue 
HearMe,  Clarent,  Nuance.  2004  Rank:  4 

Walter  G.  Kortschak 

VC.  Summit  Partners.  45.  Brougl 
WebSideStory  public,  along  with  Righ 
Now  and  chip  company  AlphaSmar 
Other  Summit  exits  in  2004:  audiophi 
software  maker  M-Audio  and  cell-phoni 
content  seller  Jamdat.  2004  Rank:  41. 

3  Timothy  Barrows 

VC.  Matrix  Partners.  47.  Exits  for  fo 
mer  l-banker  Barrows  have  been  slo 
this  millennium.  Optics-gear  makt 
Sycamore,  once  worth  $190  a  share,  no 
below  $4.  Next  hope  is  Bowstreet,  sof 
ware  tools  that  help  build  Web  portal 
2004  Rank:  48. 

40  William  S.  Elkus 

VC.  Clearstone  Venture  Partners.  5', 
Clearstone  has  ties  to  once-vaunted  ir 
cubator  Idealab.  Some  good  came  out  c 
it.  Overture  powers  Yahoo's  pay-per-clic 
advertising.  PayPal  now  wrapped  int 
Ebay.  2004  Rank:  62. 

41  Keith  Geeslin 

VC/Buyout.  Francisco  Partners.  5i 
Former  CSFB  venture  investor  is  now  e 
a  tech  buyout  firm.  Last  exited  deal  wa 
Synaptics,  way  up  since  its  2002  offei 
ing.  2004  Rank:  45. 

2  Diosdado  P.  Banatao 

VC.  Tallwood  Venture  Partners.  5£ 
"Dado"  backed  Sirf,  a  hot  GPS  offerin 
last  year.  Longtime  entrepreneur  mad 
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THE  KEY  TO  HAVING  MONEY 

IS  HAVING  MONEY. 


Which  we  just  happen  to  have.  Thing  is,  the  money  we  manage  is 
for  a  rather  unique  collective  of  people- people  who  serve  others. 
You  see,  as  a  $300  billion  financial  services  group  with  a  long 
nonprofit  heritage,  we  have  spent  over  85  years  helping  ensure  the 
long-term  financial  well-being  of  those  in  the  academic,  medical  and 
cultural  fields.  Like  nurses,  teachers,  researchers,  relief  workers, 
university  and  hospital  staff  and  millions  of  others  like  them  whose 
lifework  benefits  the  greater  good.  For  helping  better  our  society,  we 
would  like  to  help  them  better  their  retirements.  The  fact  that  we  have 
the  money  to  manage -and  the  investment  skills  to  do  so -is  key. 

For  more  information  go  to  www.tiaa-cref.org. 


FOR  THE  GREATER  GOOD 


FLEMING'S  PRIME  STE AKHOUSE  &  WINE  BAR 

Discover  100  wines  by  the  glass  and  the  finest  prime  steaks 
in  an  atmosphere  that's  gracious  and  lively. 


WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES 


Austin  ■  Baltimore  •  Baton  Rouge  Birmingham  Boston  Cleveland  Coral  Gables  Denver  ■  Edgewater  ■  El  Segundo 
Houston  Las  Vegas  ■  Naples  Nashville  ■  Newport  Beach  ■  Omaha  Phoenix  ■  Rancho  Mirage  Richmond  ■  St.  Louis 
Salt  Lake  City    San  Diego    Sarasota    Tampa    Tucson    Tulsa    Tysons  Corner    Winter  Park  flemingssteakhouse.com 
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100th  transition  to  VC  with  chipmaker  Mar- 
II,  which  has  tripled  in  value  since  its  2000 
blic  offering.  2004  Rank:  58. 

3  David  F.  Marquardt 

J.  August  Capital.  55.  How  many  VCs  can 
ig  about  seeding  Microsoft?  One.  He's  also 
hind  Sun,  Seagate,  Crystal  Decisions.  Now 
tting  on  blogging  with  Web-page  maker  Six 
art.  2004  Rank:  61. 


48  James  Barksdale  

VC.  General  Atlantic  Partners.  62.  FedEx 
and  AT&T  Wireless  exec  also  ran  Netscape. 
Pledged  $100  million  to  alma  mater  Ole  Miss 
for  a  literacy  institute.  Helped  sell  Neoteris  for 
$265  million  to  NetScreen.  2004  Rank:  21. 

47  John  Walecka  

VC.  Redpoint  Ventures.  45.  Delivered  nice 
returns  when  EMC  bought  Documentum  and 
Netflix  went  public.  In  the  chute  are  antivirus 
startup  Fortinet  and  Wi-Fi  equipment  maker 
Trapeze.  2004  Rank:  68. 


Erel  Margalit 


VC.  Jerusalem  Venture  Partners.  44. 
Yoga-practicing  VC  splits  time  between  New 
York  and  Israel.  Globe-trotting  pays  off.  JVP 
has  had  14  exits  including  last  year's  new  issue 
PowerDsine.  2004  Rank:  59. 


op  Ten  Deaimakers  in  2004 


NK 

NAME 

2004  DEALS 

L 

ANDREAS  VON  BECHTOLSHEIM 

Google,  Brightmail 

I 

MICHAEL  MORITZ 

Google 

3 

L.  JOHN  DOERR 

Google 

X 

RAM  SHRIRAM 

Google 

5 

DAVID  CHERITON 

Google 

S 

DAVID  CHAO 

51Job.com,  Semiconductor  Manufacturing  Intl 

7 

TA-LIN  HSU 

Semiconductor  Manufacturing  Intl 

7 

HENRY  SHAW 

Semiconductor  Manufacturing  Intl 

9 

DAVID  TSE  YOUNG  CHOU 

Semiconductor  Manufacturing  Intl 

5 

PHILIP  R.  NICHOLLS 

Semiconductor  Manufacturing  Intl 

urce:  Forbes 


4  Ryan  D.  Limaye 


inker.  Goldman  Sachs  &  Co.  32.  Gold- 
in's  next-gen  banker  taking  on  Morgan 
anley's  all-star  team.  Helped  pen  the 
tena-Ciena  deal.  Ran  Juniper's  public  of- 
ing  when  he  was  in  his  20s.  2004  Rank:  83. 


Robert  Kagle 


J.  Benchmark  Capital.  49.  Two  solid  pub- 
offerings  last  year:  PeopleSupport, 
aRealty.  Also  invested  in  smoothie  shop 
mba  Juice.  Deals  aren't  as  big  as  they  once 
ire:  Ebay,  E-Loan,  Ariba.  2004  Rank:  60. 


49  Christopher  J.  Schaepe 

VC.  Lightspeed  Partners.  41.  Picked  up  tech 
bona  fides  at  IBM  and  finance  skills  at  Gold- 
man Sachs.  Placed  a  late-stage  bet  on  TZero, 
which  makes  ultra-wide-band  wireless  chips. 
2004  Rank:  36. 

50  Edward  Anders  on  

VC.  North  Bridge  Venture  Partners.  55. 
Boston-area  telco-equipment  specialist. 
Works  with  Gururaj  Deshpande,  who  gave  him 
two  bubble  hits:  Sycamore  Networks  and  Cas- 
cade Communications.  2004  Rank:  39. 


lote  on  methodology:  The  Forbes  Midas  list  seeks  to  identify  individuals  who  deploy  venture  capital 
create  wealth  for  their  investors  and  build  valuable,  long-lasting  companies.  Our  ranking  formula 
lores  the  original  amount  invested  in  a  deal  (as  it  is  often  undisclosed),  instead  weighing  most  heav- 
the  market  capitalization  of  a  venture-backed  company  on  the  close  of  its  first  day  of  trading  or  the 
rchase  price  in  an  acquisition.  A  lesser  weight  is  given  to  the  change  in  value  of  each  investment  since 
ing  public  or  being  sold.  Ranking  also  depends  on  a  candidate's  length  of  involvement  and  depth  of 
luence  at  a  startup.  Only  tech  and  life  sciences  companies  that  have  gone  public  or  been  acquired 
rhin  the  past  five  years  are  considered.  Our  results  are  based  on  extensive  reporting  and  surveys  sent 
800  professionals,  including  angels,  bankers,  lawyers,  recruiters  and  venture  capitalists.  Special 
anks  go  to  Thomson  Financial  Venture  Economics/National  Venture  Capital  Association,  FactSet 
search  Systems  and  Thomson  Financial.  Contributors:  Erika  Brown,  David  Whelan,  Michael 
anian,  Mitchel  Rand,  Carl  Subick,  Anton  Klusener,  Meredith  Nicholson  and  Stephen  Aviano. 
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Technology's 

Growth 

Champs 

These  25  stocks  in  defense, 
computer  security,  biotech  and 
other  fields  show  sustained 
sales  growth  By  Jody  Yen 

TECHNOLOGY  BEGAN  TO  RE- 
bound  last  year — this  time 
with  real,  rising  profits 
replacing  the  empty  promises  of 
the  bubble  era. 

This  year's  roster  of  fast-grow- 
ing publicly  traded  tech  companies 
averaged  92%  for  five-year  annual- 
ized sales  growth,  up  from  the  78% 
rate  last  year.  Only  14  companies 
were  able  to  repeat. 

To  get  on  this  list  a  company 
must  have  at  least  a  1 0%  sales  gain 
in  each  of  the  last  five  years,  $25 
million  in  sales  and  a  positive  net 
income  over  the  last  12  months, 
and  no  large  legal  problems  or 
other  open-ended  liabilities. 

Heading  this  year's  group  in 
five-year  sales  growth  is  newcomer 
AtRoad  of  Fremont,  Calif.,  which 
provides  services  and  gear  that  help 
off-site  workers  keep  in  touch  with 
the  office.  AtRoad  generated  rev- 
enues of  $73  million  over  the  past 
12  months,  a  23%  increase  over  the 
same  period  a  year  earlier.  Demand 
for  flat-panel  TVs  helped  Pixelworks 
and  Applied  Films  earn  their  first 
spots  on  our  ranking. 

Why  isn't  Google  on  this  list?  Its 
financial  history  falls  one  year  short 
of  the  period  needed  to  calculate 
five-year  sales  growth.  It  will  proba- 
bly qualify  next  year.  F 


25  Fastest  Growing  Technology  Companies 


COMPANY 

BUSINESS 


ALTIRIS 

IT  asset  mgmt  software 


APPLIED  FILMS 

Thin-film  deposition  equip 


ATROAD 

IT  svcs  for  mobile  workers 


CELGENE 

Cancer  drugs 


COGNIZANT  TECH  SOLUTIONS 

IT  services 


DIGITAL  INSIGHT 

Banking  software 


DIGITAL  RIVER 

Internet-commerce  software 


EBAY 

Online  market  &  auction  svcs 


EC0l.LEGE.COM 

Software  for  online  education 


EDO 

Defense  electronics 


EPIQ  SYSTEMS 

Bankruptcy  mgmt  software 


GILEAD  SCIENCES 

Infectious-disease  drugs 


HARVARD  BIOSCIENCE 

Precision  instruments 


IPASS 

Network  security  software 


J2  GLOBAL  COMM 

Web-based  messaging  svcs 


L-3  COMMUNICATIONS  HLDGS 

Defense  electronics 


LIFECELL 

Tissue-replacement  therapies 


MAGMA  DESIGN  AUTOMATION 

Chip  design  software 


MARTEK  BIOSCIENCES 

Microalgae-  &  fungi-based  prods 


PACKETEER 

Network  traffic  mgmt  software 


PIXELWORKS 

Flat  panel  display  chips 


SFBC  INTERNATIONAL 

Pharmaceutical  research  svcs 


UTSTARCOM 

Telecomm  switches 


WEBEX  COMM 

Internet  videoconferencing 


WEBSENSE 

Employee  monitoring  software 


RANK 


18 


16 


21 


38.05 


15 


21 


23 


65 


12 


19 


19 


28.61 


19 


23 


14 


22 


28 


20 


16 


10 


17 


21 


25 


18 


24 


40 


16 


20 


17 


11 


26 


27 


EPS 
GROWTH1 


24% 


20 


24 


48 


33 


21 


27 


36 


20 


17 


13 


21 


18 


15 


34 


18 


53 


25 


25 


21 


22 


LATEST 
12-MOS. 
(SMIL) 


$148 


222 


73 


353 


SALES 


5-YEAR 
GROWTH2 


522 


182 


133 


2,984 


80 


503 


115 


1,219 


92 


160 


97 


6,467 


56 


138 


184 


86 


179 


20  29 


13 


12 


20 


14 


39 


23 


22 


22 


144 


2,601 


235 


103 


134% 


49 


281 


64 


42 


66 


91 


86 


79 


43 


40 


41 


43 


97 


85 


38 


38 


255 


114 


53 


147 


82 


78 


179 


72 


Prices  as  of  Jan  14   Annualized;  projected  over  the  next  three  to  five  years.  Annualized.  3Based  on  latest  12  months 
Sources:  FT  Interactive  Data,  Retuers  Fundamentals,  Thomson  First  Call  via  FactSet  Research  Systems;  Bloomberg  Financial  Market 
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OUR  KNOWLEDGE  OF 
WHAT  CIOs  NEED  GOES  BACK 

and  forzuard 

A   LONG  WAY. 


While  the  title  of  CIO  may  not  have  existed  65  years 
ago,  that's  how  long  Fujitsu  has  been  developing 
innovative  technology  solutions  for  the  world's 
leading  companies. 

Today,  we're  leveraging  our  multi-billion  dollar 
annual  R&D  budget  to  give  CIOs  the  powerful  new 
enterprise  solutions  they  need  to  automate  even 
the  most  complex  business  infrastructures.  Our 
customers  and  business  units  work  closely  with  our 
research  teams  to  guide  new  product  development. 
This  teamwork  ensures  our  discoveries  make  it  out  of 
the  lab  and  into  the  enterprise. 

Of  course,  there's  a  lot  more  to  a  $45-billion 
company  than  just  R&D.  Our  high-performance  mobile 
computers,  scalable/reliable  servers,  and  managed  and 
professional  services  also  give  CIOs  all  the  tools  they 
need  for  a  world-class  IT  partnership.  For  details  go  to 
us.fujitsu.com/computers  or  call  I -800-83 1 -3 1 83. 


Fujrrsu 


THE    POSSIBILITIES    ARE  INFINITE 


PRIMEPOWER-  Servers 


LifeBook"  Notebooks 


Stylistic  Tablet  PCs 


1 


PRIMERGY-  Servers 


t)20OI  hjjilw  Computer  System*  Corporate)".  All  right',  riacrved.  Fujitiu.  Iho  Fu/it'.g  logo  D»)  lilcBo'A  are  regiitercfl  liademaiVs  of  Fu|clsu  Limited.  PHIMSPOWfcW  '»  *  IridomjiV  01  ( i-'giitweu.  luddiuiV  ol 
Fu|rtiu  Limited  n  tfw  United  Sum  and  otha  '.ountnev  S/ntK  it  a  ngtocmt  triifnark  ol  fufliu  Oimpotw  Syflem*  Corporation  PRIMERGY  «  a  ingrArmt  Iractenwt  erf  Pojwu  Semtnt  Computer*  GmbH, 


tfhole  Foods 


tiole  Foods  founaSPTbhn  MacKey 
built  a  retail  powerhouse  peddling  food  as 

sensual,  succulent  succor.  His  stores  preach 
organic  virtue  and  profit  from  culinary  vice. 

BySethLubove 

PORN 


ROSIE  THE  ORGANIC  RANGE  CHICKEN  ENJOYED  THE  GOOD  LIFE  BEFORE  ENDING  UP 

beheaded,  plucked,  swathed  in  plastic  and  artfully  arranged  on  a  bed  of  ice  at  the  Whole  Foods 
Market  in  Glendale,  Calif.  Rosie  spent  life  in  a  custom  ranch  house  in  California's  wine  coun- 
try and  exercised  in  an  airy,  sunlit  building  on  an  earthen  floor  covered  with  clean  hulls  of 
rice.  She  nibbled  on  golden  corn  and  flew  the  coop  in  an  outdoor  yard.  And  unlike  poultry 
sold  at  most  grocery  stores,  this  bird  never  used  antibiotics  or  growth  hormones. 

That,  at  least,  is  the  reassuring  tale  told  in  the  brochure  (printed  on  recycled  paper,  of 
course)  available  for  discerning  shoppers  at  the  track-lit,  pristine  poultry  cooler  in  Whole 
Foods  stores.  The  real  point:  Rosie  is  priced  at  a  princely  $3.29  a  pound,  more  than  twice 
the  cost  of  your  regular  bird. 

Just  about  every  food  has  a  story  behind  it  at  this  small  but  remarkably  profitable 
chain,  known  for  luminous,  loving  displays  of  succulent  and  savory  foodstuffs  and  prices 
so  obscenely  high  they  prompt  gasps  of  disbelief.  Every  Whole  Foods  store  is  a  bountiful 
temple  of  wholesome  eco-righteousness,  a  refuge  from  fears  (valid  or  not)  of  synthetic 
pesticides,  growth  hormones  and  genetically  modified  Frankenfoods. 

At  Whole  Foods  a  noodle  isn't  just  wheat  and  water  in  a  plain  package — it  is  the  life's 
work  of  an  Italian  "authentic  food  artisan"  named  Gino  Girolomoni.  In  1973  he  bought 
an  abandoned  monastery  on  480  acres  of  untouched  mountaintop  land  overlooking  the 
Adriatic  Sea  and  planted  a  crop  of  organic  durum  wheat.  His  Montebello  brand  pasta 
goes  for  $2.49  for  a  16-ounce  package,  70%  more  than  the  regular  stuff  fetches  at  an 
unadorned  grocer.  It  is  dotingly  displayed,  like  everything  else,  under  dramatic  lighting 
that  illuminates  heirloom  tomatoes  as  if  they  were  heirloom  diamonds. 
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Whole  Foods 


fOO 


John  Mackey 


UUolUIIICl  o  lu 

cherry-pic 


Whaf  S  Up,  DOC?  Whole  Foods  founde 
stalks  the  supermarkets  by  persuading 

all  their  shopping  at  his  stores,  instead  of  just 
he  goodies  they  can't  buy  at  the  chains. 


Such  food-as-porn  marketing  has  helped  to  make  Whole 
Foods  a  potent,  high-profit  force  in  one  of  the  toughest  businesses 
in  the  world:  grocery  stores.  The  nation's  largest  retailer  of  natural 
and  organic  foods,  Whole  Foods  got  its  start  in  1978  when  John 
Mackey,  then  25  years  old,  a  fresh  dropout  from  a  succession  of 
three  Texas  colleges,  borrowed  $45,000  from  friends  and  family  to 
open  a  health-food  store-cum-restaurant  in  Austin,  Tex. 


Since  then  Whole  Foods,  fed  by  teeming  growth  and 
acquisitions  in  24  years,  has  expanded  to  $4  billion  in  annual  r 
enue  and  166  stores  ( 157  in  the  U.S.,  7  in  Britain  and  2  in  Canac 
It  went  public  in  1992  at  a  split-adjusted  S8.50  a  share;  these  d 
its  stock  is  near  a  high  of  $100,  up  more  than  fivefold  in  five  ye; 

"Everything  we  envisioned  has  come  true,"  Mackey  says, 
cultivates  a  laid-back  stvie — in  2003  he  took  off  five  months  to  h 
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The  2nd  Annual  Forbes  Scottsdale  Golf  Invitational. 
Both  you  and  your  golf  game  are  cordially  invited. 


The  Scottsdale  Convention  &  Visitor's  Bureau  welcomes 
the  nation's  top  executives  to  participate  in  a  corporate 
golf  invitational  and  economic  business  session  with  Steve 
Forbes.  We  invite  you  to  experience  Scottsdale  and  learn 
what  this  vibrant  city  has  to  offer  for  your  company's 
next  corporate  meeting  or  incentive  trip.  To  be  considered 
for  one  of  the  limited  number  of  playing  spots  in  this 
invitation-only  golf  tournament,  please  register  online  at 
scottsdalecvb.com/forbes  or  call  480-949-2164. 


Scottsdale 

Convention  &  Visitors  Bureau® 


Forbes 


Sunday,  April  24,  2005 

•  Arrivals  throughout  the  day  at  Phoenix 
Sky  Harbor  International  Airport. 

•  Guests  transported  to  Scottsdale  resorts 

•  Opening  reception 

•  Dinner 

Monday,  April  25,  2005 

•  Breakfast  business  session  with  Steve  Forbes 

•  Lunch  at  Golf  Club 

•  Afternoon  -  The  Second  Annual 
Forbes  Scottsdale  Golf  Invitational 

•  Invitational  Awards  dinner  and  entertainment 

•  Evening  excursion 

Tuesday,  April  26,  2005 

•  Breakfast 

•  Departures  throughout  the  day 

Costs  associated  wiih  airfare,  accommodations,  meals  and  the  golf  invitational  are  paid  by  the  Scottsdale 
CV6  and  its  partners.  It  :s  our  pleasure  to  schedule  optional  pre-  or  post-event  site  inspections 


CAMELBACK  INN 


CAMeLBACK  scottsdale  princess 


H  Y-AXT 


JAMES  SANCTUARY 


nethotels.con 


\PRIL  24-26,  2005 


480-949-2164 


SCOTTSDALECVB.COM/FORBES 


Many  of  Scottsdale's  most  elegant  retreats,  like  the  Camelback  Inn,  A  JW  Marriott  Resoi 

magine  having  enough  time  to  meet  and  greet  your  business 
colleagues  and  still  play  a  round  of  golf  where  Tiger  Woods 
sunk  a  hole-in-one  during  The  Phoenix  Open  (now  the  FBR 
Open).  Hey,  you  can  even  use  his  locker. 

Between  business  sessions,  there's  time  to  experience  life 
on  an  American  Indian  reservation.  Or  sneak  in  a  great  massage 
or  spa  treatment.  And,  when  the  day  is  done,  time  travel  to  the 
Old  West  of  the  1800s,  updated  with  gourmet  fare. 

When  you  choose  Scottsdale,  Arizona,  as  your  meeting  or 
incentive  destination,  all  this  is  possible  without  leaving  the 
city  limits.  In  Scottsdale  you  gain  the  gift  of  time  —  time  to  meet 
in  a  sophisticated  environment  where  every  technomarvel  is 
at  your  fingertips;  time  to  play  on  your  choice  of  more  than 
200  golf  courses  in  the  immediate  area;  time  to  hike,  bike  or 
horseback  ride  on  hundreds  of  miles  of  lush  desert  trails;  and 
time  to  river  raft,  hot  air  balloon  or  take  an  off-road  desert  Jeep 
or  Hummer  tour.  In  Scottsdale,  there's  time  for  work  and  time  to 
indulge  your  dreams. 


and  Spa,  are  located  just  20  minutes  from  Phoenix  Sky  Harbor  International 

SCOTTSDALE  CVB  EXPERTS  SAVE  YOU  TIME 

Time  saving  starts  with  the  professional  sales  team 
Scottsdale  Convention  &  Visitors  Bureau  (SCVB).  Dedic 
fulfilling  your  meeting  goals,  these  destination  experts  i 
the  right  resort  to  suit  your  corporate  personality  and  prov 
accommodations  and  amenities  your  corporate  or  in 
group  needs.  With  an  inventory  of  12,500  rooms,  the  & 
yours:  streamlined  budget  business  environs  to  luxu 
memory-making  resorts  and  everything  in  between. 

Then  the  bureau  can  recommend  off-site  meeting 
ranging  from  magnificent  private  homes  to  spectacular  a 
settings.  The  SCVB's  established  relationships  with  uniqil 
ues  like  the  Major  League  Baseball  Giants'  spring  training 
at  Scottsdale  Stadium  and  the  Tournament  Players  Club 
of  Scottsdale,  which  hosts  the  FBR  Open,  can  open  da 
memorable  group  excursions.  With  over  600  fine  resta 
in  Scottsdale,  the  bureau  will  help  you  narrow  the  J 
dining  options.  Coordinating  team-building  activities,  Id 


Imagine  a  meeting  destination  that's  just  minutes  from  the  airport,  yet  offers 
spectacular  vistas,  adrenaline-pumping  adventures  and  luxurious  resorts  that  are 

miles  from  ordinary.  Call  our  destination  experts  today  at  800-782-1117  or  visit  Scottsdale 

Convention  &  Visitors  Bureau" 

meetinscottsdale.com  to  start  planning  your  extraordinary  Scottsdale  meeting. 


Matt  "Walker"  Obele  -  Jeep  Tour  Operator 

Scottsdale,  AZ 


Denise  Rhodes  &  Robert  Cavanaugh 

Washington,  DC 


Business  casual  means  removing  the  roof. 


About  to  loosen  their  collars. 


Advertisement  n 


Reasons  to  Selec 
ottsdaie  for  Your  Meeting 
Or  Incentive  Event 


330  days  of  sunshine  a 
65  resorts 

Endless  opportunities  to  recre 
in  the  surrounding  Sonoran  Desert,  the  world's  most 
verdant  desert 
Nonstop  daily  service  from  more  than  105  cities  to 
Phoenix  Sky  Harbor  International  Airport,  which  is 
approximately  20  minutes  from  most  Scottsdale  resorts 
Executive  air  service  at  Scottsdale  Airport,  just 
10  minutes  from  most  Scottsdale  resorts 
More  than  200  area  golf  courses  of  amazing  quality 
and  variety 


nationally  renowned  entertainment,  securing  speakers  and 
helping  facilitate  audiovisual  needs  are  more  free  services 


offered  to  meeting  planners.  By  helping  you  nail  down 
details,  they'll  minimize  your  surprises. 

It's  no  surprise,  however,  that  like  the  destinati 
meeting  space  in  Scottsdale  displays  great  style.  Aim 
800,000  square  feet  of  state-of-the-art  space  is  available 
meetings  inside  and  much  more  outdoors.  The  unk 
Sonoran  Desert  makes  an  unforgettable  backdrop  for 
early-morning  breakfast  rendezvous  and  is  equally  magi 
cent  for  sunset  dinners.  You  can  book  a  luxury  resort 
for  a  private  party,  treat  your  high-flying  group  to  the  f. 
Bondurant  School  of  High  Performance  Driving  or  saddlei 
at  the  Arizona  Cowboy  College  for  a  day  of  cowboying.  It 
can  happen  here. 

Renowned  for  its  sun-splashed  mountains  and  insd 
tional  landscape,  Scottsdale  is  synonymous  with  adventq 
But  there's  also  a  world  of  art  and  culture  to  discover.  M 
than  100  fine-art  galleries  are  found  in  the  Scottsdale  Art 
Shopping  District  located  in  the  heart  of  Downto 
Scottsdale  just  10  minutes  from  Sky  Harbor  Airport.  1 
impressive  gallery  scene  showcases  cutting-edge  conte 
porary  to  fine  western  art,  as  well  as  outstanding  Americ 
South  American,  Asian  and  European  Realism  a 


WHERE  LUXURY 
COMES  NATURALLY. 

In  Scottsdale,  the  landscape  of  the  Sonoran  Desert  is  ever  changing. 
The  light  changes,  the  terrain  evolves,  vitality  and  beauty  are 
refreshed.  Against  this  backdrop,  the  historic  Camelback  Inn 
has  earned  an  unvarying  reputation  for  exquisite  amenities, 
legendary  hospitality,  and  understated  luxury.  Yet  here  too,  change 
comes  naturally;  our  investment  in  property  renovations  have  made 
our  guest  casitas  &  suites,  restaurants  &  lounges  and  36  holes  of 
Championship  golf  the  gold  standard  in  the  desert.  Most  recently  a 
complete  makeover  of  our  signature  32,000  square-foot  Spa  and  a 
spectacular  transformation  of  every  square  foot  of  our  meeting  and 
ballroom  facilities  shows  the  best  is  now  better.  These  changes  have 
earned  us  the  coveted  designation  of  JW  Marriott,  which. represents 
the  very  highest  level  of  Marriott  luxury  and  service.  So  now 
more  than  ever  at  Camelback  Inn,  A  JW  Marriott  Resort  &  Spa, 
sophistication  and  style  come  together  naturally. 


CAMELBACK 

SCOTTSDALE 


©  2005  Marriott  International,  Inc. 


JW  MARRKT 

HOTELS  &  RESOH 

For  arrangements, 
contact  Matt  Stewart 

480-596-70: 

or  visit  us  online  at 
www.camelbackmeetir 


Camelback  Inn 
A  JW  Marriott  Resort 
Scottsdale,  Arizona 


JAMES  Hotel  Scottsdale  adds  a  dash  of  urban  flash  to  the  Sonoran  Desert  setting. 


/ater  park  at  the  Fairmont  Scottsdale 
sss  offers  ample  poolside  relaxation. 

essionism.  On  Thursday  evenings, 
Scottsdale  ArtWalk  puts  your  group 
ixclusive  gallery  openings  where 
can  meet  famous  artists  and  enjoy 
wine  and  entertainment. 

COVER  SCOTTSDALE'S  HIP 
)  HAPPENING  STYLE 

icause  Scottsdale  properties  set  the 
dard  for  luxury,  beauty,  elegance 

service,  your  choice  can  reflect 
personal  style.  You're  sure  to 

the  perfect  match  with  65  great 
Is  and  resorts.  If  "hip"  is  high  on 

list,  consider  the  JAMES  Hotel  in 
heart  of  Downtown  Scottsdale  or 
;tuary  on  Camelback  Mountain, 
i  are  favored  by  celebrities. 
ie  JAMES  is  the  first  of  a  new  class 
Scottsdale  urban  resorts  where 
!  and  technology  blend.  JAMES's 

rooms,  each  with  a  42-inch  flat 
ma  screen  TV  and  high-speed 
'net,  fuse  modern  American  comfort 

service,  style  and  technowizardry. 
k  space  is  provided  in  10,000  square 

of  flexible  meeting  space  that 
ides  eight  function  rooms  as  well 
Dn-site  creative  venues  ideal  for 
ips  of  five  to  500. 

:ercise  is  serious  business  here,  with 
m  full  of  state-of-the-art  equipment, 
guests  also  can  swim  or  lounge  at 
swimming  pools  and  enjoy  Moonlight 
sages  in  the  Treatment  Cabanas. 


Natural  Beauty 

The  Spirit  of  Discovery 
An  Experience  Like  No  Other 


500  guestrooms 
70,000  sq.ft. indoor  and 
outdoor  meeting  space 

"Experiential  Group  Offerings' 
2'/ 1  acre  "water  playground" 
with  a  sand  beach 

27  holes  of 
championship  golf 

World-class  tennis 
Sonwai  Spa 
Miles  of  jogging  and 
cycling  trails 

4  restaurants 


Coming  Spring  2005,  our 
new  21,000  square  foot  spa! 


Hyatt  Regency  Scottsdale  Resort  and  Spa  combines 
nature,  culture  and  the  spirit  of  the  destination  to 
provide  a  unique  location  for  your  next  group  program. 
Step  beyond  the  traditional. ..Our  "Experiential  Offerings" 
staff  can  arrange  unique  presentations,  activities  and  team 
building  programs  led  by  cultural  interpreters.  Plan  an 
opening  reception  highlighted  with  a  Tequila  Tasting, 
featuring  some  of  Old  Mexico's  finest  tequilas,  and  an 
expert  to  describe  its  history.  Participate  in  a  culinary 
program  featuring  plants  from  our  own  Native  Heritage 
Seed  Garden...  and  so  much  more. 
From  spectacular  resort  locations  to  remote  desert  venues,  Hyatt  Regency 
Scottsdale  Resort  and  Spa  creates  events  that  inspire  and  renew,  providing  an 
experience  that  will  last  a  lifetime. 

For  information,  please  call  480  991-3388  or  www.scottsdale.hyatt.com 


SCOIISDALt 


RESORT  AND  SPA  AI  GAINEY  RANCH 

7500  East  Doubletree  Ranch  Road,  Scottsdale,  Arizona  85258 

Hyatt  Hotels  and  Resorts  encompasses  hotels  managed,  franchised,  or  operated  by  two  separate  groups  of  companies- 
Hyatt  Corporation  and  its  affiliates  and  affiliates  of  Hyatt  International  Corporation.  ©  2005  Hyatt  Corp 
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The  casitas  at  Sanctuary  on  Camelback  Mountain  set  the  standard  for  sophisticated,  stylish 
accommodations  for  those  who  like  to  be  in  the  heart  of  Scottsdale  yet  live  high  on  a  mountainside. 


all  to  yourself. 


above  scottsdale  in  the  valle\'  of  the  sun. 
meetings  with  extraordinary  Hair, 
conference  center  with  dazzling  vistas, 
spectacular  lawns  for  sunset  celebrations, 
mountaintop  homes  for  gala  receptions, 
sanctuary  spa  for  meeting-break  massage, 
swank  suites,  spa  casitas.  spectacular. 


SQNCTUfW 


5700  E.  McDonald  Drive 
Paradise  Valley,  AZ  85253 
800.245.2051 
sanctuaryaz.com 


XM/ul  Meeting*  Magazine  2004  &  2003  Pinnacle  Award       Condi Ntut  Traveler  2004  &  2003  Gold  Li' 


Or  host  your  meeting  at  the  elegj 
hip  Sanctuary  on  Camelback  Mourn 
a  high-profile,  high-style  destina 
with  extraordinary  flair.  This  intirj 
resort  can  become  yours  exclusive!] 
a  meeting  or  incentive  gathei 
Nestled  high  into  Camelback  Mouni 
Sanctuary  features  its  award-wini 
restaurant,  elements,  with  income 
ble  views  of  the  valley  below. 
Asian-inspired  spa  stylishly  incorpor 
indoor  and  outdoor  treatment  areas 

Sanctuary  also  makes  available 
private  homes  for  executive  or  incer 
events.  Located  even  higher  on 
mountain,  each  is  architecturally  un 
and  ensures  exceptional  mee 
spaces  and  total  privacy. 

FULL-SERVICE  RESORTS 
OFFER  MORE  HIGH  STYLE 

If  you  prefer  a  larger  full-ser 
resort,  Scottsdale  offers  an  outsti 
ing  array.  Camelback  Inn,  A  JW  Mar 
Resort  &  Spa,  delivers  hospiti 
Southwestern  style.  A  longtime  ti 
tion,  the  Camelback  Inn  has 
welcoming  guests  to  the  ScottS' 
desert  for  more  than  60  years.  Nes 
on  125  acres,  it  features  453  ne 
renovated,  oversize  adobe-style  ca 
guest  rooms  and  suites,  36  h< 
of  championship  golf,  tennis  col 
swimming  pools  and  one  of 
region's  first  —  and  one  of  its  rr 
glamorous  —  spas. 

Camelback  Inn's  40,000  square 
of  meeting  space  include  the  ne 
renovated  Arizona  ballroom  plus  a 
outdoor  meeting  and  catering  ver 
Three  additional  ballrooms,  confere 
rooms  and  an  executive  boardrc 
provide  more  indoor  meeting  choice 
natural  canyon  tucked  against  Murr 
Mountain  is  your  setting  for  cookc 
and  Western-themed  events. 

At  the  Hyatt  Regency  Scottsc 
Resort  and  Spa  at  Gainey  Ranch,  gue 
luxuriate  in  a  lush  indoor/outdoor  e 


merit  on  two-and-one-half  land- 
)ed  acres.  Complete  conference 
ities  include  boardrooms  to  ba II- 
ns  complemented  by  outdoor  func- 
areas  with  breathtaking  views  of  the 
ounding  golf  course  and  nearby 
)owell  Mountains.  A  new  21,000- 
are-foot  spa,  debuting  in  late  spring 
5,  showcases  the  Sonoran  Desert 
ugh  indoor  and  outdoor  treatment 
relaxation  spaces.  Open  to  the  sun 
breezes,  the  spa  is  dedicated  to  bal- 
3  and  harmony. 

alance  and  harmony  are  further 
ored  at  the  Hyatt  Regency  Scottsdale 
ve  American  and  Environmental 
ter,  where  guests  may  speak  with 
ember  of  the  local  Native  American 
imunity  about  their  traditions  and 
jre.  "Experiential  Offerings,"  which 
original  tours,  demonstrations  and 
ures  on  subjects  including  the 
oran  Desert,  Arizona  Night  Sky  and 
ve  American  Culture,  provide  more 
ortunities  for  memorable  desert 
eriences.  The  Native  American 
sic  and  Dance  Performance,  for 
nple,  features  a  performance  by  a 
Id  championship  hoop  dancer, 
ke  Native  American  culture,  golf  is 
genous  to  Scottsdale  and  its  resorts. 


Terrace  Court  at  the  Hyatt  Regency 
tsdale  Resort  and  Spa  at  Gainey  Ranch 
s  groups  create  memory-making  events. 


Most  Scottsdale  properties  provide 
world-class  golf  on  superbly  maintained 
courses.  But  only  at  the  Fairmont 
Scottsdale  Princess  can  guests  tee  up  at 
the  TPC  of  Scottsdale,  the  same  course 
played  by  the  pros  during  the  FBR  Open. 

With  the  McDowell  Mountains  as 
its  backdrop,  the  Fairmont  Scottsdale 
Princess  reflects  the  gracious  grandeur 
of  Arizona's  Spanish  Colonial  heritage. 


Indoor  meeting  space  is  vast.  The  resort 
boasts  one  of  the  state's  largest  ball- 
rooms as  well  as  five  fine  restaurants  on 
site,  including  the  award-winning  (not  to 
be  missed)  Marquesa. 

Unusually  extensive  grounds  at  the 
Fairmont  Scottsdale  Princess  provide 
a  natural  setting  for  outdoor  banquet 
functions  for  groups  from  20  to  1,000 
people.  One  special  area  is  the  Crown 


From  the  intimate 
to  the  magnificent. 

The  Fairmont  Scottsdale  Princess  is  a  world-class,  AAA  Five  Diamond 
resort  like  no  other,  so  expect  the  very  best  of  everything,  including: 

650  rooms,  144  suites,  casitas,  and  villas 
Intimate  outdoor  venues  for  all  gatherings 
22,000  square  foot  ballroom 

TPC  Stadium  golf  course  -  home  of  the  FBR  Open  (formerly  the  Phoenix  Open) 
Willow  Stream  spa 

To  plan  your  next  meeting,  please  contact  Carol  Vail, 
Director  of  Sales  and  Marketing,  at  (480)  585-2715. 


one  of 

Ihtffeadin^fiotels 


For  Reservations,  call  800-344-4758 

7575  East  Princess  Drive,  Scottsdale,  Arizona  8^255 
www.fairmont.com 


Muvemstjiiieiu  o 


R  Corral,  a  themed  outdoor  Western 
venue  where  cookouts  are  staged.  The 
open-air  experience  is  carried  into 
Willow  Stream,  the  Spa  at  the  Fairmont 
where  the  interior  is  a  re-created 
environment  of  Havasupai  Falls  in  the 
Grand  Canyon.  Twenty-seven  treat- 
ment rooms  make  this  an  ideal  choice 
for  incentive  groups. 


From  Southwest  to  urban  or  Spanish 
Colonial  to  contemporary,  Scottsdale's 
bevy  of  fine  resorts  and  hotels  deliver 
every  element  you  need  for  a  successful 
meeting  or  incentive  event.  Sunshine. 
Service.  Convenience.  Style.  Substance. 
It's  all  here  in  Scottsdale. 

Isn't  it  time  to  make  your  next  meeting 
an  exceptional  experience?  ■ 


For  more  information  on  the  2005  Forbes  Scottsdale  Corporate 
Golf  Invitational  or  to  learn  more  about  Scottsdale  CVB  services, 
visit  www.scottsdalecvb.com/forbes  or  call  480-949-2164. 


WEB  DIRECTORY 

SCOTTSDALE  CONVENTION  JAMES  HOTEL  SCOTTSD/ 

&  VISITORS  BUREAU  www.jameshotels.com/sc 
www.scottsdalecvb.com/forbes 

HYATT  REGENCY  SCOTTSDALE  £ANCT UARY  ON 

RESORT  AND  SPA  AT  GAINEY  RANCH  CAMELBACK  MOUNTAIN 

www.scottsdale.hyatt.com  www.sanctuaryaz.com 


JAMES  HOTEL  SCOTTSDALE         THE  CAMELBACK  INN,  A 
www.jameshotels.com/scottsdale  JW  MARRIOTT  RESORT  AND  SPA 

www.camelbackinn.com 


THE  FAIRMONT 
SCOTTSDALE  PRINCESS 
www.fairmont.com/scottsdale 


The  Camelback  Golf  Club  is  just  one  reason  wl 
Scottsdale,  a  year-round  golfer's  paradise,  is 
synonymous  with  great  golf. 


Book  now!  Rates  starting  from  $189.00  per  night. 

it  www.jamesh0tei5.com  or  call  888.500.8080  for  more  details, 
"oecial  rates,  please  use  code  "FORBES"  when  making  your  reservation. 


IHILANI 

RESORT  &  SPA 


GETTING  DOWN  TO 
BUSINESS  IS  AS  EASY  AS 
GETTING  DOWN  TO 
THE  BEACH. 

Whether  you're  taking  a  vacation  or 
taking  a  meeting,  we've  got  everything 
voti  need  to  ivlresh  your  spirit  and 
soothe  your  soul.  Championship  golf, 
an  award-winning  spa  and  a  world- 
class  manna  arc  ai  your  beck  and  call. 
And  if  you're  planning  a  meeting  or 
conference,  The  Pavilion  is  the 
ultimate  venue,  offering  18,000 
square  feet  ol  luxurious  open-air 
space.  Come  and  reward  yourself 
with  an  experience  you'll  never  forget. 
Where  you've  always  wanted  to  go 
and  never  want  to  leave. 

IT'S  THE  MARRIOTT  WAY. 


JW  Marriott  Ihilani 
Resort  &  Spa  at  Ko  Olina 
O'ahu,  Hawai'i 

See  your  travel  agent, 

call  1-800-626-4446 

or  visit  www.ihilani.com 


JW  MARRIOTT. 

HOTELS  Hi  RESORTS 


0200b  Mamott  International,  Inc 


Video  games 
Cartoons 


Drawing 
Soccer 


Just  another  kid 
with  cancer 

One  in  300  children  is  diagnosed  with 
cancer  by  age  20.  While  80  percent  of 
these  amazing  kids  survive,  it's  never 
easy,  for  them  or  their  families.  We're 
here  to  help  you  understand  childhood 
cancer,  from  the  various  cancers  that 
affect  kids  to  how  you  can  help. 
Because  kids  just  want  to  be  kids. 


Children's  Cancer  Research  Fund 


www.childrenscancer.org 


nte  Carlo  -  Florence  -  Salerno  -  Capri  -  Monte  Cassino  -  Anzio  -  Rome 


imeless  beauty  of  Italy  made  for  an 
:ely  place  to  fight  a  war.  Around 
'  corner  came  another  surprise, 
ler  reminder  of  centuries  of  human 
ivor.  Although  Winston  Churchill 
usly  declared  it  "the  soft  underbelly 
rope,"  Italy's  Medieval  cities  and 
latic  peaks  witnessed  some  of  the 
est  battles  ever  fought. 

rhe  National  D  Day  Museum, 
ica's  National  World  War  II 
um®,  for  an  adventure  like  no  other, 
rd  Seabourn  Legend,  the  finest 
lites  yacht  afloat,  you  will  survey  the 
i  campaign:  from  Salerno,  where  the 
nvasion  of  Europe  almost  failed;  to 
e  Cassino,  whose  ancient  parapets 
taken  only  after  the  greatest  sacri- 
o  the  Nazi's  vaunted  Gothic  Line, 
in  the  Apennines. 

listinguished  team  of  historians 
res  bestselling  author  Joseph  E. 
co,  whose  work  includes  Roosevelt's 


Secret  War:  FDR  and  World  War  II 
Espionage;  Donald  L.  Miller  writer 
of  The  Story  of  WWII;  and  Douglas 
Porch  author  of  The  Path  to  Victory:  The 
Mediterranean  Theater  in  World  War  II. 


Intimate  Ships.  Uncompromising  Luxury. 


You  will  also  travel  with  the  Wells 
brothers  who  fought  side  by  side  in 
Italy  as  members  of  the  36th  Infantry 
Division.  Raymond  Wells  made  the 
assault  at  Salerno,  earned  a  Silver  Star 
at  San  Pietro,  and  was  wounded  at 
Monte  Cassino.  His  brother  Irvin  Wells 
watched  the  Battle  of  Monte  Cassino 
from  a  German  Field  Hospital.  High 


above  it  all  flew  the  Dakota  Queen,  a 
B-24  Liberator  piloted  by  Senator  George 
McGovern.  You'll  hear  his  story  about  how 
he  earned  a  Distinguished  Flying  Cross  on 
one  of  his  35  missions  over  Nazi  Germany 
from  his  Italian  airbase. 

Across  the  battlefields  to  the  piazza, 
through  Roman  ruins  to  the  Renaissance 
city  of  Florence,  this  tour  offers  an  oppor- 
tunity to  capture  the  culture  of  Italy  and 
the  power  of  the  American  campaign  for 
freedom.  Come  and  see  how  the  story  of 
WWII  fits  into  the  grand  mosaic  of  Italy. 
Come  and  remember  the  liberators. 

Tour  date:  October  16th  -  23rd  2005. 
Special  post  cruise  option  available  in 
Rome  October  23rd  and  24th. 
Please  call  1-877-813-3329  ext.  400 
or  email  travel@ddaymuseum.org 
for  more  details. 


Americas  National  World  War  II Museum® 

www.ddaymuseum.org 


yhole  Foods 


the  entire  2,1 74-mile-long  Appalachian  Trail — but  is  so  rapaciously 
competitive  that  he  hates  to  lose  even  a  friendly  game  of  horse- 
shoes. "We're  just  basically  outcompeting  everyone,"  he  declares. 

Now  Mackey,  51  and  still  Whole  Foods'  chief  executive,  vows 
to  more  than  double  sales  to  $10  billion  in  five  years.  He  hopes  to 
pose  a  direct  challenge  to  supermarkets  by  persuading  customers 
to  do  all  their  shopping  at  Whole  Foods  instead  of  cherry-pick- 
ing the  goodies  they  can't  buy  at  the  big-name  chains.  This  year 
he  will  spend  upwards  of  a  quarter-billion  dollars  adding  1 5  to 


20  new  stores  at  an  average  of  47,000  square  feet  per  store — doi 
ble  the  size  ten  years  ago.  Plans  include  an  80,000-square-foi 
store  in  Austin  and  a  66,000-square-foot  outlet  in  New  Yorkj 
East  Village,  replete  with  day  spa,  book  nook  and  cooking  schoc 
"On  the  one  hand  that  sounds  ambitious,  but  on  the  otfl 
that's  not  rapid  growth,"  says  Mackey.  "When  we  went  public  i 
1992,  we  did  $92  million  in  sales.  Thirteen  years  later  sales  are  ^ 
times  greater.  Now  we're  talking  about  increasing  sales  two  and 
half  times  in  five  years.  It's  not  that  big  a  deal." 


RGANIC  THAN  THOU 


WHOLE  FOODS  HAS  GOTTEN  RICH  OFF  OF  PEDDLING 

organic  goodness  to  the  masses.  The  halo  of  healthfulness 
carries  a  high  price:  A  can  of  regular  minestrone  soup  goes 
for  $1.66  at  a  Ralphs  grocery  in  Los  Angeles,  while  the 
organic  version  costs  60%  more  at  Whole  Foods.  The  thriving 
chain's  feat  is  all  the  more  impressive  given  the  sometimes 
bitter  debate  over  organic  food— how  it  should  be  defined  and 


W'c  are  the  nations  largest  retailer  of  organic  produce! 
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regulated  and  whether  it  is  any  more  healthful,  truly,  than 
conventional  fare.  Even  organic  promoters  have  a  hard  time 
agreeing  on  the  term. 

For  shoppers  who  buy  organic,  "If  you  think  you're  saving 
the  planet  and  protecting  children  from  insidious  chemicals 
and  diseases,  that's  a  fantasy,"  contends  Alex  Avery,  whose 
Center  for  Global  Food  Issues  is  among  several  groups  chal- 
lenging the  disputed  science  behind  organic  foods. 


In  "Nature's  Toxic  Tools:  The  Organic  Myth  of  Pesticide- 
Free  Farming"  and  other  screeds  that  equate  "food  fanatics" 
with  terrorists,  Avery  attacks  the  holier-than-thou  posturing 
that  has  demonized  nonorganic  foods.  Avery,  in  turn,  is 
blasted  by  organic  promoters  for  parroting  his  equally  out- 
spoken father,  Dennis,  author  of  Saving  the  Planet  with  Pes- 
ticides and  Plastic,  originally  published  in  I995. 

Avery  and  other  health-food  foes  cite  ambiguous 
pronouncements  from  the  U.S.  Department  of  Agri- 
culture saying  that  organic  food  isn't  necessarily  any 
safer  or  more  nutritious.  But  the  USDA  attests  only 
to  the  way  the  food  is  grown,  handled  and  processed. 
The  organic  industry  itself  adds  to  the  confusion  with 
frequent  finger-pointing  at  purported  violators  of 
organic  holy  writ.  Enthusiasts  argue  over  such  minu- 
tiae as  whether  yeast  and  fishmeal  can  be  used  in 
organic  products.  Policed  by  outfits  such  as  the 
Organic  Consumers  Association,  founded  by  asso- 
ciates of  environmental  activist  Jeremy  Rifkin  (read: 
Chicken  Little,  if  you're  in  the  old-line  food  industry), 
the  industry  is  quick  to  criticize  the  USDA  for  any  per- 
ceived backpedaling  on  organic  standards. 

Now  organic  acolytes  have  set  their  sights  on 
the  big  companies  that  quietly  have  moved  into  the 
health-food  biz.  Processed-food  behemoths  such 
as  Dean  Foods,  General  Mills,  Heinz  and  ConAgra 
Foods  don't  broadcast  the  fact  that  they  own  Hori- 
zon Organic  Dairy,  Cascadian  Farms,  Hain  Celestial, 
Lightlife  Foods  and  other  well-known  natural  and 
organic  brands.  But  on  the  dubious  premise  that  big 
companies  are  somehow  watering  down  organic 
rules,  self-appointed  consumer  groups  are  expos- 
ing on  their  Web  sites  the  real  corporate  owners 
behind  the  scenes. 

Even  Whole  Foods  has  become  successful  enough  to  come 
under  fire  from  the  purists.  "Whole  Foods  dismantles  local  food 
webs  and  doesn't  foster  what  the  organic  movement  is  about," 
complained  Paul  Hawken,  the  founder  of  catalog  purveyor 
Smith  &  Hawken,  in  a  recent  online  interview.  Oh,  Smith  & 
Hawken  is  now  owned  by  $2  billion  (2004  sales)  pesticide  and 
gardening  giant  Scotts.  -Serf)  Lubove 
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WHAT  DID  YOUR  CONSULTANTS  LEAVE  BEHIND? 


Big,  lofty  strategies.  They're  not  much  good  if  the  consultants  haven't  aligned  the  people 
and  resources  needed  to  make  them  workable.  At  A.T.  Kearney,  we  work  closely  with  people 
throughout  your  organization,  identifying  goals  and  providing  direction.  In  other  words,  your 
employees  know  exactly  where  they're  taking  the  company,  and  what  they  need  to  get  there. 


ATKEARNEYi 


IDEAS  THAT  LAST. 


FOOD  BANK 


THERE'S  A  REASON  DETRACTORS  CALL  WHOLE  FOODS 

"Whole  Paycheck."  Organic  will  put  a  dent  in  your  wallet. 
Prices  of  a  bag  of  organic  groceries  from  a  West  Los  Angeles 
Whole  Foods  and  conventional  items  at  a  nearby  Ralphs. 


FOOD  ITEM 

WHOLE 
FOODS 

RALPHS 
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bananas (1  lb) 

0.89 

0.65 

yellow  mustard  (8  oz) 

2.99 

1.19 

fruit  &  nut  bars(box) 

3.99 

2.50 

cinnamon  raisin  bread  (loaf) 

3.89 

2.99 

string  cheese  (6  1-oz  sticks) 

3.89 

2.69 

red  raspberries  (half-pint) 

3.99 

4.99 

pears  (1  lb) 

1.99 

1.39 

bag  salad 

3.49 

3.49 

grapefruit 

.79  (l  lb) 

1.39  (each) 

chicken  (1  lb) 

3.29 

1.59 

milk  (1/2  gallon) 

3.49 

2.99 

eggs  (dozen) 

3.89 

2.69 

TOTAL 

$66.72 

$48.41 

But  Mackey  &  Co.  will  have  to  push  this  next  phase  of 
growth  without  the  boost  of  acquisitions  now  that  he  already  has 
bought  up  the  best  prospects.  And  he  must  do  so  at  a  time  when 
far  bigger  chains  endure  shrinking  profits  or  outright  losses  in  a 
particularly  unforgiving  business. 

In  2004  Whole  Foods'  net  income  rose  32%  to  $137  million. 
Profits  are  expected  to  fall  31%  at  Safeway  and  6%  at  Albertsons 
for  2004,  and  three  other  giants  (A&P,  Pathmark  and  Winn- 
Dixie)  likely  piled  up  a  total  of  $195  million  in  losses.  That 
depressing  performance  would  have  been  even  worse  without 
"vendor  allowances"  and  "slotting  fees,"  cash  paid  to  grocery 
stores  by  big  food  companies  seeking  prominent  placement  of 
their  products.  Such  payments  hit  $100  billion  in  2003. 

Yet  Whole  Foods,  obsessed  with  presentation  on  its  own 
terms,  refuses  to  take  slotting  fees  and  accepted  only  $1  million 
in  other  inducements  last  year.  And  though  it  ranks  a  lowly  21st 
among  food  chains  in  sales,  Whole  Foods  runs  number  four  in 
profits  among  the  publicly  held  grocery  chains  and  is  also  fourth 
in  total  stock  market  value,  now  at  $6  billion.  Safeway  and 
Albertsons  have  annual  sales  ten  times  as  large  but  are  valued  at 
only  $8  billion  apiece.  The  struggling  Winn-Dixie  Stores,  with  six 


times  as  many  stores  and  three  times  as  much  in  sales,  is  value 
at  just  10%  of  Whole  Foods'  market  value. 

Americans  spend  $430  billion  a  year  on  food  sold  at  34,0( 
supermarkets.  But  the  real  cost  of  food  is  only  one-third  of  wh. 
it  was  in  1950:  We  now  spend  only  6%  of  our  total  income  bu; 
ing  groceries,  down  from  17%  half  a  century  ago.  At  retail  tr 
industry  makes  less  than  a  penny  of  profit  on  every  dollar  spen 

Yet  Whole  Foods  runs  triple  that  profit  margin,  and  its  ston 
typically  bring  in  $800  per  square  foot  in  a  year,  double  tr 
industry  average.  The  difference  lies  in  organic  foods,  which  ca 
carry  a  price  premium  of  40%  to  175%  over  regular  good 
(Never  mind,  for  now,  the  pitched  debate  over  whether  organ 
foods  are  any  safer  or  more  healthful  than  the  cheaper,  additiv< 
laden  fare  most  of  us  eat;  see  box,  p.  106.)  Mackey  further  entia 
the  Volvo  and  Range  Rover  set  by  promoting  do-gooder  cause 
from  more  humane  treatment  of  farm  animals  and  "birc 
friendly"  coffee  to  "sustainable"  seafood,  meaning  Whole  Fooc 
won't  sell  species  that  are  overfished. 

Whole  Foods  thrives  by  presenting  food  as  theater,  playir 
up  the  pious  organic  angle  even  as  it  peddles  tempting  offering 
of  culinary  excess.  Mackey  succeeds  precisely  because  he  do^ 
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Roll  over  your  401  (k). 
It's  as  easy  as  one,  two 


1.  Call  a  Schwab  Rollover  Specialist. 

2.  Choose  one  of  our  diversified  portfolios. 

Opening  a  Schwab  Rollover  IRA  is  smart  and  easy.  A  Schwab  Rollover  Specialist 
will  guide  you  every  step  of  the  way.  In  addition,  consider  one  of  our  five  Schwab 
Portfolios™  designed  to  instantly  diversify  your  Rollover  IRA.  Just  choose  the  one 
that's  right  for  you.  And,  for  a  limited  time,  the  Schwab  Rollover  IRA  is  available 
with  no  annual  IRA  account  fee,  regardless  of  the  amount  you  roll  over.  So  act  now. 


No  annual  IRA  account  fee. 

Act  now  on  this  limited-time  offer. 

Call  1-800-464-6093  today. 

chti)  its  SCHWAB 

Jchwab  is  waiving  the  $50.00  annual  IRA  account  service  fee  on  any  new  Rollover  IRA  opened  through  this  promotion  by  April  1 5,  2005. 
Jew  Rollover  IRAs  can  be  opened  for  any  eligible  member  of  a  client's  household.  A  minimum  of  $10,000  is  required  to  invest  in  Schwab 
'ortfolios.  Other  fees  may  still  apply,  including  mutual  fund  management  fees  and  expenses,  brokerage  commissions,  and  other  fees,  as 
lescribed  in  the  Charles  Schwab  Pricing  Guide  for  Individual  Investors  ("Pricing  Guide").  This  promotion  only  waives  the  annual  IRA  account 
:ervice  fee  for  Independent  Investors  described  in  the  Pricing  Guide.  Diversification  does  not  protect  against  market  loss. 

52005  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SJPC.  (1204-12566)  ADS31348FB1 


Business  IS  Simple.  Management's  job  is  to 
take  care  of  employees.  The  employees'  job  is  to 

take  care  of  the  customers.  Happy  customers  take  can 
of  the  shareholders.  It's  a  virtuous  circle." 


not  live  by  organic  seven-grain  sprouted-wheat  bread  alone. 
Whole  Foods  is,  in  truth,  a  glutton's  paradise  stocked  with  350 
varieties  of  chichi  cheese  (including,  at  $19.99  a  pound,  Hum- 
boldt Fog),  $390  bottles  of  Chateau  Latour  wine  and  pallets  of 
mousse  cakes,  banana  cream  tarts  and  other  belly-bursting 
goodies.  The  stores  also  stock  abundant  slabs  of  red  meat — never 
mind  that  Mackey  is  an  avowed  vegetarian.  "Our  company  deals 
in  dead  animals,"  he  says  unapologetically. 

Some  two-thirds  of  Whole  Foods'  sales  comes  from  perish- 
ables and  prepared  meals  for  the  growing  masses  of  people  too 
busy  to  cook;  at  old-guard  chains  that  figure  is  below  50%.  On- 
site  preparation  lets  Whole  Foods  tack  on  a  rich  premium.  At  the 
outlet  in  Santa  Monica,  Calif.  85%  of  the  prepared  food  is 


regional  vice  president  who  oversees  the  New  York  stores. 

It's  also  great  business.  Retail  rents  in  the  Time  Warner  Cd 
ter  reportedly  go  as  high  as  $450  per  square  foot,  or  $27  milln 
a  year  if  applied  to  Whole  Foods'  space.  Although  the  compai 
pays  higher  rent  for  the  store  than  any  other  in  the  chain 
Whole  Foods  spokeswoman  says,  "in  general,  anchor  tenant  rc 
is  significantly  less  than  small  shop  space."  The  company  wo^ 
disclose  the  specific  rent,  or  the  store's  total  sales,  but  says  sal 
more  than  cover  expenses,  even  without  jacking  up  pric 
beyond  those  charged  outside  of  the  city. 

Whole  Foods  stacks  its  offerings,  organic  and  otherwise, 
high  as  gravity  and  physics  will  allow,  suggesting  an  abundan 
so  rich  that  a  farmer's  market  must  have  just  parked  at  the  stq 


cooked  on  site  by  a  small  team  led  by  a  former  chef  for  a  Four 
Seasons  hotel.  Chicken  that  goes  for  $2  or  $3  a  pound  suddenly 
rises  to  $10.29  when  it's  grilled  with  rosemary. 

At  New  York's  posh  Time  Warner  Center  the  new  Whole 
Foods  is  a  59,000-square-foot  temple  to  culinary  obsession.  The 
prepped-foods  section  is  laid  out  like  a  pungent  open-air  bazaar. 
Along  the  walls  are:  a  full  sushi  bar;  an  open  brick  oven  where 
chefs  make  fresh  pizza  at  $7  a  pound;  a  "comfort  food  station" 
that  serves  beef  stew  and  tuna  noodle  casserole;  a  pasta  area 
offering  mushroom  goat  cheese  lasagna  and  eggplant  rollatini; 
and  a  deli  that  sells  850  sandwiches  a  day.  Every  week  the  Indian 
foods  hot  bar  sells  two  tons  of  vegetable  korma,  aloo  mattar  and 
the  like  at  $7  a  pound.  Elsewhere,  a  coffee  area  features  Whole 
Foods'  own  brand,  Allegro,  which  is  roasted  out  in  the  open  for 
the  aroma.  "It's  theater,"  says  Christina  Minardi,  a  Whole  Foods 


for  the  day.  At  the  Time  Warner  Cen-  |  JeSmonyto chJfsteif 
ter  store  multihued  layers  of  produce  I  the  new  Whole  Foods, 
are  symmetrically  stacked  up  to  4  feet  ***** ^^^^——*m 

high,  broken  up  by  unusual  selections  such  as  fluffy  "hen  of  t 
woods"  mushrooms.  The  aisles  are  6  feet  wide — a  rarity  amo 
New  York's  crowded  crevices — and  the  shelves  are  low,  the  betl 
to  tempt  shoppers  with'  the  bountiful  vista  of  aromatic  fooo 
"It's  a  very  visual  style,"  says  Walter  Robb,  co-president,  wl 
runs  the  western  half  of  the  U.S.  "More  than  half  of  shoppi 
decisions  are  made  on  impulse.  When  you  shop,  we  engage  yo 
senses.  We  want  to  romance  the  food."  The  store's  manager,  Jol 
Marsh,  puts  it  more  succinctly:  "It's  the  'Wow!'  factor." 

Indeed  it  is.  "Wow,"  a  delighted  woman  squealed  as  s 
entered  the  new  Whole  Foods  in  Sarasota,  Fla.  recently  on  ope 
ing  day.  Her  friend  chimed  in:  "We  may  have  found  the  answ 
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Whole  Foods  . 

to  our  prayers."  Bacon  and  sausage  sizzled  away  on  a  grill  near 
the  butcher  counter,  tended  by  Louis  Colameco,  founder  of  the 
Wellshire  Farms  meat  company.  He  proudly  handed  out  samples 
of  his  meaty  fare.  "I  don't  sell  to  Albertsons.  They  don't  have  the 
mission  Whole  Foods  has,"  he  says.  Over  at  the  cheese  counter 
an  air  shipment  of  French  aged  goat  cheese  had  arrived  the  night 
before,  yours  for  $25  a  pound.  And  no  foodie's  cupboard  should 
lack  a  $27  bottle  of  Villa  Manodori  balsamic  vinegar. 

John  Mackey  sensed  the  upside  in  organic  foods  27  years  ago 
when  he  opened  his  first  store,  the  aptly  named  Safer  Way  Natural 
Foods,  in  Austin.  Back  then  a  barely  detectable  trickle  of  con- 
sumer concern  had  begun  regarding  chemicals,  hormones  and 
artificial  ingredients  in  the  food  supply;  soon  the  fretfulness 
would  fuel  a  thriving  business.  Inspired  by  the  idea  of  a  big  nat- 
ural foods  supermarket  that  could  provide  one-stop  shopping  to 
the  Birkenstock  crowd,  Mackey  hooked  up  with  two  partners  in 
1980  to  open  the  first  10,000-square-foot  Whole  Foods  Market, 
also  in  Austin. 

By  the  early  1990s  Mackey  had  started  an  acquisition  binge. 
With  $4.5  million  in  venture  capital  and  another  $23  million  from 


their  pilaf  by  the  pound;  Latinos  can  choose  among  various  tamal 
fixings;  Asians  can  acquire  gai  choy  and  chicken  feet;  and  whol 
fish  are  set  outside  the  refrigerator  case  in  ice  so  the  Armenians  caj 
press  the  eyeballs  for  freshness  (too  mushy  and  the  fish  is  deeme< 
dated).  "I'm  empowered  to  run  this  like  it's  my  own  store,"  say 
David  Aebersold,  the  store's  manager. 

Whole  Foods  sees  plenty  of  untapped  growth  ahead.  I 
expects  same-store  sales  to  rise  8%  to  10%  this  year — this  in 
business  with  flat  to  declining  growth  (Wal-Mart  excepted).  Cus 
tomers  come  from  a  20-mile  radius  to  shop  at  Whole  Foods! 
compared  with  just  2  miles  for  the  typical  supermarket.  And  onr- 
25%  of  Whole  Foods  shoppers  provide  75%  of  total  sales. 

"The  point  is  we  can  grow  share-of-wallet  as  well  as  the  num 
ber  of  stores,"  says  co-president  Robb.  "Our  goal  now  is  to  be  th> 
best  food  retailer  in  every  market.  Everybody  that  sells  food  is  | 
competitor." 

Whole  Foods'  successful  taking  of  Manhattan  represents  "ou 
coming  of  age,"  Robb  says.  The  chain  first  opened  in  the  Chelsei 
neighborhood  in  2001,  and  many  had  warned  that  Whole  Food! 
would  face  a  rough  welcome  from  hypercritical  Manhattan  food! 


Whole  Foods  Succeeds  by  presenting  food  as  theater, 
playing  up  the  pious  organic  angle  even  as  it  peddles 

tempting  offerings  of  culinary  excess., 
Whole  Foods  is,  in  truth,  a  glutton  s  paradise... 


a  1 992  IPO,  Mackey  made  one  of  his  most  important  buys:  Bread  & 
Circus,  an  upscale  chain  in  New  England  with  $65  million  in  sales 
at  the  time.  That  deal  introduced  Mackey  to  a  major  new  profit 
center:  gourmet  foods  freshly  prepared  by  an  on-site  staff  of  chefs. 

"He  was — inspired,"  says  Bread  &  Circus  alum  Anthony 
(A.C.)  Gallo,  studiously  avoiding  the  word  "rip-off."  He  recendy 
was  named  Whole  Foods'  co-president,  in  charge  of  the  eastern 
half  of  the  U.S.  Wary  at  first,  Gallo  stayed  on  after  the  sale  once 
he  realized  "they  weren't  out  to  destroy  the  Bread  &  Circus 
culture  of  quality  food.  In  fact,  they  wanted  to  learn  from  it." 

These  days  Whole  Foods  caters  to  widely  varying  local  tastes, 
letting  up  to  a  dozen  teams  at  each  store,  segmented  by  food  dis- 
cipline, make  many  decisions.  Store  managers  set  prices  on 
locally  competitive  items  and  have  the  discretion  to  stock  10% 
of  each  store  with  whatever  items  strike  their  fancy. 

"We  allow  innovation  and  experimentation  to  occur  at  the 
store  level,"  says  Mackey.  "It  bubbles  up  from  the  leadership  at 
each  store."  "You  ask  forgiveness  rather  than  permission,"  adds 
Michael  Besancon,  who  runs  the  southern  California  region. 

For  the  New  York  stores  a  buyer  arrives  at  the  city's  famous 
Fulton  Fish  Market  every  morning  at  2  a.m.  to  purchase  the  fresh 
catch  of  the  day,  which  is  then  highlighted  at  the  counter.  In  Santa 
Monica  store  manager  William  Lombardi  learned  that  disciples  of 
a  local  Buddhist  sect  eschew  any  food  containing  onion  and  gar- 
lic. So  he  now  posts  "No  Garlic,  No  Onion"  signs  on  15  prepared 
dishes  (most  of  which  didn't  contain  them  to  begin  with).  At  the 
46,500-square-foot  outpost  in  Glendale,  Calif.  Iranians  can  get 


ies,  bare-knuckled  union  goons  and  gourmet  stalwarts  such  a 
Zabar's  and  Dean  &  Deluca.  "We  were  warned  that  we  woul< 
have  labor  problems,  that  New  York  is  totally  different,  that  Ne\ 
York  customers  are  used  to  rude  employees,"  chairman  Macke 
says  wearily.  "It's  been  just  the  opposite." 

Aware  of  New  Yorkers'  impatience  with  waiting  in  line,  th 
Chelsea  store  installed  a  bank  of  20  cash  registers,  since  increase' 
to  26,  with  a  "line  director"  who  acts  as  a  traffic  cop;  his  role  mer 
ited  praising  profiles  in  both  the  New  York  Times  and  the  Net 
Yorker.  The  newer  and  bigger  store  at  the  Time  Warner  Cente 
has  two  line  directors  and  32  registers,  still  not  enough  to  placat 
one  cranky  shopper  from  venting  to  the  store  manager  on 
recent  Tuesday.  Coming  in  March  is  a  53,000-square-foot  Wholi 
Foods  on  Union  Square,  with  a  second-floor  eating  area  over 
looking  the  park,  followed  by  a  new  store  in  Tribeca,  another  i 
Park  Slope,  Brooklyn  and  a  third  outlet  on  Long  Island. 

"We're  not  granola-crunching  hippies — we're  highl 
competitive,"  Robb  says. 

Beneath  this  booming  business,  however,  Whole  Foods  sti 
hews  to  its  hippie,  health-food  roots.  Robb  notes  that  his  co 
president  counterpart,  Anthony  Gallo,  is  a  detail-oriented  "tripl 
Virgo,"  while  Robb  himself  is  a  Scorpio — "I'm  intense  and  pas 
sionate."  Mackey  likewise  espouses  the  notion  that  we're  all  L 
this  together.  "Business  is  simple,"  he  says.  "Management's  job 
to  take  care  of  employees.  The  employees'  job  is  to  take  care  c 
the  customers.  Happy  customers  take  care  of  the  shareholder: 
It's  a  virtuous  circle." 
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DOW  CORNING 

RUNS 

SAP 


AND  HERE'S  WHY:  One  of  the  world's  most  innovative  companies  tan  now  predict  the  future.  Thanks  to  a  supply 
chain  management  solution  from  SAP,  Dow  Corning  increased  their  forecast  accuracy  by  25%.  So  inventory  levels  dropped  by 
10%,  and  things  like  production  planning  stay  on-the-money.  Visit  sap.com/chemicals  or  call  800  880  1727  to  find  out  more. 


Cairn  Energy  

Scottish  Hold  'Em 

Texas-style  gambling  on  oil  wells  is  being  kept  alive  at  an  exploration 


N  1998  ROYAL  DUTCH/SHELL  SANK  A  WILDCAT  WELL  IN  THE  in  exchange  for  a  50%  stake.  In  2002  Shell  sold  Cairn  its  remain 

desert  of  Rajasthan,  India.  The  borehole  came  up  dry — so  ing  50%  stake  in  Rajasthan  for  $7.25  million, 
said  electrical  readings  from  the  well-logging  tool.  But  Cairn         A  year  ago,  after  sinking  $100  million  into  the  Rajasthai 

Energy  Pic,  a  Scottish  wildcatter  with  a  10%  stake  in  the  desert,  Cairn  hit  the  jackpot  just  a  mile  north  of  Shell's  origina 

leasehold,  had  one  technician  at  the  site  who  noticed  oil  well.  This  well  tapped  into  a  field  that  DeGolyer  &  Mac 

dripping  off  the  probe  when  Shell  pulled  it  out  of  the  well.  Naughton,  the  Dallas  auditor  of  oil  reserves,  estimates  coul< 

So  Cairn  took  on  the  full  costs  of  the  next  two  wildcat  drills,  yield  300  million  barrels.  The  lesson,  says  William  Gammel] 
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the  HP  Color  LaserJet  2550L  for  just  $499.  Now  amazingly  accurate  HP  color  laser 
mology  is  available  to  even  the  tightest  budgets.  HP  Color  LaserJet  printers  let 

create  such  incredible  color  documents  in-house,  it's  no  wonder  HP  is  the  most 
erred  printer  brand  in  the  world.  But  quality  doesn't  stop  with  the  output.  With  HP, 

can  count  on  more  advice  before  you  buy,  more  technology  when  you  do  and 
e  support  after. 


3  COLOR 
SERJET  3500 

lor  at  the  speed  of  black  and  white 


HP  COLOR 
LASERJET  3700 

Work  group  color  printing 


Save  $300  instantly 


S99 


2  ppm  color 

2  ppm  block  and  while 
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HP  COLOR 

LASERJET  2550L 

Entry-level  color  printing 

Most  affordable 

BUT 

HP  Color  LaserJet 

$499 

•  4  ppm  color 

•  20  ppm  black  and  while 

$999 


After 

Instant  Savings* 


16  ppm  color 

16  ppm  black  and  white 


MORE  ADVICE 


"**  ^   Choose  the  right  color 
t£    printer  for  your  business. 

B   Our  free  HP  Color  Planning 
Guide  shows  you  how  at 
www.  hp.com/ go/hpcolor. 


MORE  TECHNOLOGY 


MORE  SUPPORT 


CALL 

1-866-625-1174 

CLICK 

www.hp.com/go/colornow9 

VISIT 

your  local  HP  reseller 
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instant  rebate  good  on  purchases  made  between  1 
nay  vary.  Prices  shown  are  subject  to  change  and 


2/1 5/04  and  2/28/05.  All  offers  available  from  HP  direct  and  participating  HP  resellers  only.  Prices  shown  are  direct  prices;  reseller  and  retailer 
do  not  include  applicable  state  and  local  sales  taxes  or  shipping  to  recipient's  destination.  ©  2005  Hewlett-Packard  Development  Company,  LP 


Cairn  Energy 


Cairn's  chief  executive  for  the  past  16  years:  "It's  always  wrong 
to  quit  halfway  through  your  drilling  program." 

Maybe  he  was  just  lucky  this  time,  but  this  is  a  company  that 
has  had  a  nice  run  of  luck.  Cairn's  stock  was  worth  65  cents  a 
share  in  1992;  now  it's  $20.50,  giving  this  firm  a  market  value  of 
$3.3  billion. 

Small  explorers  normally  spread  their  risks  by  taking  minor- 
ity positions  in  fields  across  the  globe,  in  effect  mimicking  the 
big  oil  companies  but  on  a  tiny  scale.  They  further  limit  their 
risks  by  taking  pieces  of  wells  in  already  heavily  explored  areas, 
like  the  North  Sea  or  the  Culf  of  Mexico.  But  this  is  just  a  recipe 
for  mediocrity,  says  Michael  Watts,  Cairn's  exploration  director: 
"Small  companies  stumble  by  dissipating  their  focus  and  assets." 
Cairn,  by  contrast,  goes  where  no  or  little  oil  or  gas  has  been 


found  and  takes  100%  positions  in  as  much  acreage  as  possible. 

Gammell  learned  the  oil  business  by  raising  capital  in  Edin- 
burgh during  the  1980s  and  sinking  it  into  mature  U.S.  oil  and 
gas  fields.  When  he  did  tap  gas  in  Pennsylvania,  enough  to 
make  up  for  his  failures,  all  the  property  around  his  finds  was 
already  spoken  for.  That  frustrating  experience  taught  him  the 
danger  of  timidity.  "The  only  edge  that  Cairn  has  had  is  we 
always  look  at  the  upside,"  says  Gammell,  52,  once  a  rugby  star 
for  Scotland.  "Do  you  have  enough  acreage  around  your  find? 
Can  you  run  your  profits?" 

Hence  Gammell  and  Watts'  decision  a  decade  ago  to  focus 
on  neglected  India  and  Bangladesh,  where  the  big  oil  companies 
had  sunk  only  12  wells.  Watts,  a  student  of  South  Asia's  oil  his- 
tory, recalled  that  oil  seeps  and  "eternal  flames"  in  the  region 
were  so  common  that  locals  used  to  cook  their  food  by  lighting 
the  ground.  So  Cairn  took  its  first  100%  stake  in  a  block  offshore 
of  Bangladesh  where  few  had  explored.  Its  find  there,  the  Sangu 
gas  field,  has  so  far  been  a  $500  million  gusher. 

Gammell  proudly  compares  Cairn's  100%  stake  in  the 
1,900-square-mile  Rajasthan  leasehold  to  the  position  of  wild- 
catters "back  in  West  Texas  during  the  1920s"  (though  an  effec- 
tive royalty  due  ONGC,  India's  state  oil  company,  will  dilute 
Cairn's  stake  to  70%).  Besides  dry  holes,  doesn't  this  go-for- 


broke  strategy  in  developing  nations  entail  a  fair  amount 
political  risk?  No,  says  Watts,  since  Cairn's  willingness  to  invei 
in  the  Asian  subcontinent  when  bigger  firms  sniffed  at  thl 
prospects  has  built  invaluable  goodwill  with  Indian  politician; 
Cairn  is  the  largest  foreign-owned  oil  producer  in  India. 

After  the  Indian  government  concludes  its  U.S.  road  show  i 
late  January — it's  auctioning  off  the  next  tranche  of  oil  explc 
ration  leases — rival  wildcatters  are  likely  to  pile  in.  But  Cairn 
studiously  cultivated  contacts  will  help  it.  In  late  1999,  for  exam 
pie,  Cairn  spent  $4  million  increasing  its  stake  from  45%  to  75'J 
in  a  property  1 7  miles  off  the  west  coast  of  India.  Cairn's  read  <j 
2-D  seismic  surveys  suggested  there  were  real  prospects  belo 
the  surface,  but  securing  a  rig  in  the  open  market  would  hav 
taken  a  minimum  of  nine  months  and  involved  costly  transpo) 
^^^m^^h   from  Dubai  or  Singal 
pore.  Gammell  put  a  ca 
in  to  his  friends  at  ONCM 
and  within  the  month  h 
had  his  rig,  a  loaner  froi 
the  state  company.  Week 
later  Cairn  tapped  a  sig 
nificant  gas  field. 

GammeH's  adroj 
political  touch  has  a  his 
tory.  His  father  was 
founder  of  Ivory  &  Simj 
a  Scottish  investmerj 
fund,  and  in  the  195(1 
put  some  of  it  intl 
George  Bush  Sr.'s  o 
firm,  Bush-Overbey,  en 
cially  backing  the  futut 
U.S.  president  in  a  dispute  with  New  York  investors.  The  currer 
President  Bush  summered  as  a  boy  on  the  Gammells'  Scottis 
farm  and  attended  Bill  Gammell's  wedding.  Gammell  stayed 
the  Bushes'  Kennebunkport  compound  and  invested  in  Georg 
W.'s  oil  company  in  the  1980s. 

There's  more:  Gammell  attended  Fettes  College,  an  elil 
Scottish  boarding  school,  where  his  friend  and  debating  partne 
was  Tony  Blair.  The  British  prime  minister  was  at  the  ceremon 
opening  Cairn's  Edinburgh  headquarters  in  1997. 

Gammell  will  need  all  his  political  instincts  to  steer  throug 
the  company's  next  strategic  risk.  Over  the  last  few  years  Cair 
has  accumulated  a  14,000-square-mile  block  of  properties  i 
Nepal  and  in  India  near  the  Nepalese  border.  Geologically  th 
territory  is  reminiscent  of  western  Canada,  but  the  politic; 
forces  include  Maoist  rebels. 

Gammell  and  Watts  need  to  be  more  careful  about  how  the 
sell  the  Cairn  story  in  the  future.  Richard  Curling,  head  of  sma 
caps  at  Deutsche  Asset  Management,  cut  his  Cairn  holding  fror 
18%  to  6%  before  a  mid-December  dip  in  the  stock  occasione 
by  a  threat  of  higher  Indian  taxes.  Cairn,  he  says,  is  in  danger  > 
looking  like  the  hot  fund  manager  who,  because  he  got  it  rigr 
with  one  stock,  is  tempted  to  think  "he  can  walk  on  water."  O 
and  water — bad  mix. 


Cairn's  patience  paid  off  in  the  Indian  desert. 
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HOW  THIS  BAG  CAN 
HELP  AVOID  HARMFUL 
DRUG  INTERACTIONS. 


It  was  just  common  sense.  A  local  Blue  Plan  sent  brown  paper  bags 
to  its  members.  The  idea  was  for  them  to  put  all  their  prescription 
drugs,  over-the-counter  medications  and  herbal  supplements  in  it. 
People  then  took  the  bags  to  their  doctors  who  looked  for  any 
serious  drug  interactions  and  made  sure  all  medications  were  the 
right  dosage. 

More  than  one -fourth  of  the  members  that  participated  in  the 
program  had  their  prescriptions  or  dosages  changed. 

Our  partners  at  Harvard  Medical  School  selected  the  Brown  Paper 
Bag  program  as  a  common-sense  way  to  help  save  lives  while  working 
to  keep  quality  healthcare  affordable.  It's  one  of  the  many  programs 
we're  sharing  across  the  healthcare  community.  That's  BlueWorks 
in  action. 


To  find  out  more 


about  these  programs,  go  to  www.bcbs.com/blueworks 


BlueCross  BlueShield 
Association 

An  Association  of  Independent 
B  Cross  and  Blue  Shield  i'lans 


Healthcare.  Affordable.  Now. 
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Tempest  in  a  Teapot 

Ratan  Tata  is  turning  one  of  India's  most  storied— and  stodgy- 
conglomerates  into  a  global  player  |  By  Robyn  Meredith 


SKIMMING  OVER  THE  HILLS  OF  NORTHEAST- 
ern  India  in  a  propeller  plane,  visitors  to  one 
of  the  Tata  Group's  big  iron  ore  mines  can 
make  out  the  rice  paddies  and  cashew  and 
guava  farms  of  old  India.  Once  at  the  com- 
pany airstrip  they  are  served  piping-hot  tea  in  fine  bone 
china,  smack  on  the  tarmac. 

The  mine  is  a  long  way  from  the  shiny  skyscrapers 
and  lightning-fast  trading  of  the  world's  financial  capi- 
tals. Yet  it  is  the  start  of  the  value  chain  for  Tata  Steel, 
the  history-laden  and  now  resurgent  centerpiece  of 
Tata  Group,  the  $14.3  billion  (sales)  family  conglomer- 
ate based  in  Mumbai,  India.  The  Tata  Group  holds 
stakes  in  90  companies,  most  of  which  sell  products 
under  the  Tata  brand,  and  its  transformation  tracks 
what  India  was  and  what  it  has  become.  Its  chairman, 
Ratan  Tata,  FORBES'  Asian  Businessman  of  the  Year, 
straddles  these  two  worlds.  He  has  spent  the  past 
decade  more  than  doubling  revenue  while  dragging 
Tata  into  the  modern  business  world,  where  technology 
combined  with  cheap  labor  can  make  for  a  potent 
competitor. 

Tata,  who  studied  architecture  at  Cornell  University 
and  returned  to  India  at  age  27  to  join  the  family  busi- 
ness in  1962,  is  "probably  one  of  the  three  or  four  best 
business  leaders  I  have  ever  met,"  says  Henry  Schacht, 
former  chairman  of  Cummins  Engine.  He  got  to  know 
Ratan  when  Ratan  ran  Tata  Motors  and  says,  "He 
understood  what  needed  to  be  done  and  how  it  needed 
to  be  done  in  India."  Amar  Bose,  chief  of  audio  icon 
Bose  Corp.  and  a  longtime  friend  of  Tata,  adds:  "He 
saw  a  very  closed  society  that  he  was  part  of,  and  he 
had  to  find  a  way  to  open  that  up." 


Tata  Group  is  blessed  with  a  bounding  domestic 
economy  that  still  provides  77%  of  sales,  but  in  the  past 
year  it  has  worked  to  move  beyond  that.  Tata  Steel, 
which  Ratan  Tata  also  runs,  bought  Singapore's  Nat- 
Steel  to  take  aim  at  markets  in  China,  Australia  and 
Southeast  Asia.  Tata  Motors  bought  a  big  South  Korean 
truckmaker,  Daewoo  Commercial  Vehicles,  to  help  it 
expand  into  China,  Korea  and  Thailand;  it  also  listed  on 
the  New  York  Stock  Exchange.  Tata's  telecom  and  Inter- 
net unit,  VSNL,  agreed  to  buy  Tyco's  undersea  fiber-optic 
network,  aiming  to  link  three  continents  and  add  a  link 
between  Singapore  and  Chennai,  India.  And  Tata  Con- 
sultancy Services  went  public  with  panache,  cashing  in 
on  the  global  outsourcing  boom. 

These  moves  would  have  been  unthinkable  in  1991, 
when  Ratan  Tata  took  over  from  the  revered  J.R.D. 
Tata,  a  distant  relative  who  had  been  Tata  Group's 
chairman  for  53  years.  (J.R.D.,  in  turn,  was  the  second 
chief  in  the  group's  history  and  a  distant  cousin  of 
Tata's  founder,  Jamshetji  Tata,  who  started  the  business 
in  1868).  J.R.D.  Tata  had  stepped  down  at  86,  tapping 
Ratan,  who  had  proven  himself  as  a  turnaround  artist 
at  Tata's  neglected  electronics  unit  and  at  other  lagging 
businesses.  "I  was  always  put  after  trying  to  fix  ailing 
companies,"  Tata,  67,  says. 

At  the  time  India  was  in  a  debt  crisis,  its  foreign 
exchange  reserves  had  plummeted,  and  its  leaders 
knew  they  must  scuttle  central  planning  and  open  the 
economy  to  the  outside  world.  For  decades  Tata  Group 
had  lumbered  along,  and  as  Ratan  Tata  assumed  the 
chairmanship,  he  admitted  privately  that  the  con- 
glomerate was  in  "frightening"  shape — even  worse 
than  he  had  feared. 
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Ratan's  revolution:  In  a  crucible,  Tata  Steel  raised  productivity  to  return  to  profitability. 


"The  group  operated  in  a  protected 
environment,"  he  says  today.  "The  less- 
sensitive  companies  didn't  worry  about 
their  competition,  didn't  worry  about 
their  costs  and  had  not  looked  at  newer 
technology.  Many  of  them  didn't  even 
look  at  market  shares." 

But  fixing  it  was  a  mess.  Each  of  the 
group's  more  than  90  companies  was  run 
by  a  different  titan — most  were  over  age 
70 — who  could  resist  direction  from  the 
group  chairman.  Tata  Sons,  the  conglom- 
erate's holding  company,  owned  only  tiny 
stakes  in  its  offspring.  Any  sway  Ratan 
Tata  inherited  owed  entirely  to  tradition. 

To  gain  real  power,  Tata  appointed 
himself  chairman  of  each  of  the  group's 
largest  companies.  "This  was  viewed  as  an 
ego  trip,"  he  says.  Undaunted,  he  had  the 
holding  company  buy  up  controlling 
interests  in  all  the  major  operating  units 
and  forced  a  number  of  aging  lions  to 
retire  when  they  resisted  his  changes. 
"There  were  shoot-outs,"  he  says. 

Ratan  lata  also  focused  on  fixing  Tata 
Steel,  one  of  the  largest  divisions  and  cen- 
tral to  the  group's  heritage;  Ratan  himself 
had  apprenticed  at  a  blast  furnace  there 
when  he  was  28.  Tata  Steel  traces  its  ori- 
gins to  early  ambitions  of  Tata's  founder, 
Jamshetji  Tata,  who  worked  for  decades  to 
give  India  its  first  steel  plant.  He  was  a  na- 


tionalist who  believed  India  must  produce 
its  own  steel  and  electricity  to  attain  in- 
dustrialization and  self-sufficiency.  India 
has  the  world's  third-largest  deposit  of  iron 
ore,  the  main  ingredient  in  steel. 

In  1904  Jamshetji  paid  the  British  half 
a  rupee  for  a  license  to  build  a  steel  mill 
near  a  huge  hill  of  iron  ore  by  a  railroad 
station  used  by  the  Brits.  In  a  town  later 
renamed  Jamshedpur  in  his  honor, 
Jamshetji  produced  India's  first  steel  in 
1912.  Today  ownership  of  the  iron  mines 
helps  make  Tata  one  of  the  world's 
lowest-cost  makers. 

Ratan  Tata  took  the  top  job  at  Tata 
Steel  in  1993,  two  years  after  ascending  to 
group  chairman,  and  he  soon  realized  the 
old-guard  unit  was  in  trouble.  In  his  first 
staff  meeting  he  was  told  the  company 
would  produce  a  loss  of  $26  million  for 
the  year  because  freight  rates  had  gone  up. 
In  the  past  Tata  Steel  could  have  just  raised 
prices  in  lockstep  with  government-man- 
dated rates,  but  in  1992  the  industry  had 
been  deregulated.  So  the  new  chairman 
ordered  an  8%  cost  reduction  to  avoid  the 
loss — and  his  Tata  Steel  management  was 
stunned.  "We  could  hardly  eat.  Some  of 
our  directors  held  their  heads  in  their 
hands,"  says  Tridibesh  Mukherjee,  now 
deputy  managing  director  at  Tata  Steel. 
"At  the  time  it  seemed  impossible;  until 


then  costs  used  to  go  up  every  year." 

Tata  Steel  retained  six  big  consultir 
firms  to  inspect  it.  "Arthur  D.  Little  toj 
us  that  we  were  no  good,"  remembers 
Muthuraman,  Tata  Steel's  managin 
director.  "They  told  us  our  equipmei 
was  bad,  our  processes  were  poor,  we  ha 
too  many  people,  our  marketing  was  b^ 
and  we  would  not  survive  long  in  a  glob 
economy.  It  was  a  real  indictment." 

McKinsey  &  Co.  went  even  furthe 
advising  selling  off  the  steel  compar 
outright.  Privately,  Ratan  Tata  rejected  tl 
advice — "We  can't  sell  this  company;  it 
the  vanguard  of  what  we  stand  for" — bl 
then  he  had  McKinsey  deliver  the  dii 
recommendation  to  his  managers  1 
shock  them  into  action.  "It  did  create 
little  bit  of  tension,"  Tata  recalls. 

His  game  worked.  Tata  Steel  increase 
production  without  spending  more,  an 
by  year-end  1993  it  had  avoided  tb 
expected  loss  and  broken  even.  Since  thfl 
Tata  Steel  has  spent  $2.3  billion  closiri 
decrepit  factories  and  modernizirj 
mines,  collieries  and  steelworks  as  well 
building  a  new  blast  furnace.  He  also  c 
the  steel  unit's  work  force  from  79,000 
41,000,  unheard  of  in  India,  where  lav 
make  cutbacks  difficult. 

From  1993  to  2004  productivity  sk 
rocketed  from  78  tons  of  steel  per  work 
per  year  to  264  tons,  thanks  to  plai 
upgrades  and  fewer  defects.  Helped  1 
record  prices,  the  unit  now  brings 
more  aftertax  profit  than  any  other  Tai 
sibling — $380  million  on  revenue  of  $2 
billion  last  year.  The  steel  company  ain 
to  triple  annual  capacity  to  15  millic 
tons  in  five  years  (albeit  still  far  behir 
Korea's  Posco  and  Arcelor  of  Luxen 
bourg).  It  plans  to  spend  $700  million  | 
a  2.4-million-ton  mill  in  Bangladesh.  Ar 
it's  shopping  for  plants  in  Iran  ar 
Ukraine. 

Tata  Steel's  shock  therapy,  moreov< 
became  the  norm  for  other  units  in  Ta 
Group.  Ratan  Tata  has  decreed  that  tl 
group's  operating  companies  should  1 
first,  second  or  third  best  in  the  indu 
try — or  should  be  sold.  "I've  often  be* 
misunderstood  as  someone  who  is  tc 
critical  of  our  companies,"  he  says,  "bl 
there  is  nothing  negative  in  being  critic 
in  order  to  be  the  best." 
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IT  DEMONSTRATES  ITS  SUPERIORITY  ON  MOUNTAINS. 
DESERTS.  ROADS.  AND  TROPHY  SHELVES. 


!P  GRAND  CHEROKEE:  4-WHEEL&  OFF-ROAD  MAGAZINE'S  2005  hU  OF  THE  YEAR. 

n  mountain  treks  to  desert  runs  to  road  trips,  the  all  new  Jeep  Grand  Cherokee  conquers  all  kinds  of  terrains.  And 
is  start  at  $26,875*  for  the  Laredo  4x2  or  $39,620*  for  the  Limited  4x4  featuring  our  legendary 
Jra-Drive  IP  4WD  system'  and  330-hp  HEMI V8.'  For  more  about  the  4x4  of  the  Year,  go  tojeep.com 


Jeep  and  HEMI  are  registered  trademarks  of  DaimlerChrysler  Corporation.  *MSRPs  exclude  tax.  'Only  available  on  Limited  4x4  model. 


Jeep 


Air  Products 


Suddenly  Sexy 

A  generic  giant,  Air  Products  &  Chemicals, 
stages  a  makeover  to  bet  on  flat-screen  TVs, 
hydrogen-powered  cars  and  microchips. 

By  Brett  Nelson 


I  F  YOU'VE  EVER  POUNDED  A  PC, 
I  watched  a  flat-screen  TV  or  filled  up 
H  at  the  gas  pump,  chances  are  Air 

I  Products  &  Chemicals  in  AUentown, 
BH  Pa.  had  something  to  do  with  it.  This 
generic  giant,  with  $7  billion  in  sales  and 
the  unsexiest  of  names,  is  fast  becoming  a 


crucial  player  in  some  sexy  businesses. 

Makers  of  computer  chips  and  flat- 
panel  televisions  need  its  chemical  mole- 
cules and  gases  to  build  better  chips  and 
snazzy  screens.  Oil  refineries  and 
automakers  count  on  it  for  the  hydrogen 
needed  to  make  gasoline  (and,  someday, 


to  power  fuel  cells).  The  elderly  breath) 
easier  with  its  portable,  lightweight  oxji 
gen  canisters.  It  even  has  a  hand  in  th| 
budding  field  of  nanotechnology. 

The  company  made  its  name  in  th 
industrial  gas  business,  supplying  oxygen 
nitrogen  and  argon  gases  at  customer  fa<) 
tories.  But  today  Air  Products  gets  half  il 
sales  from  three  faster-growing  arenas- 
energy,  electronics  and  health  care — u 
from  30%  in  1999. 

Credit  that  makeover  to  Chief  Execu 
tive  John  P.  Jones,  a  soft-spoken  chemic; 
engineer  who  logged  28  years  with  A; 
Products  before  rising  to  chief  executh 
in  2000.  In  the  1990s  bull  market  ga 
companies  binged  on  new  plants,  and  A 
Products  ended  up  with  the  worst  hanj 
over.  Beset  by  a  weak  economy,  risin 
prices  of  natural  gas  (a  main  ingredient  i 
the  chemicals  it  makes)  and  foolhard 
expansion,  the  company  was  struggling. 

"We  had  fallen  into  the  syndrome  th; 
'Our  business  isn't  doing  well  from  a  n 
turn  point  of  view,  but,  by  God,  this  ne 
plant  is  gonna  be  a  screamer!'"  he  says. 

Air  Products  hoped  bigness  would  cu: 
its  woes,  but  a  deal  to  buy  giant  British  Ox 
gen  for  SI  1  billion  was  scotched  by  the  Fee 
eral  Trade  Commission  in  mid-2000.  Jone 
looking  elsewhere  for  a  fix,  sol 
$1  billion  worth  of  plodding  businesse 
including  a  50-year-old  division  that  so 
gas  in  small  portable  cylinders.  He  ove: 
hauled  the  research  budget,  boosting  R& 
funding  for  those  three  faster-growing  bus 
nesses  to  72%  of  the  company's  budget,  d 
from  45%  in  1999.  (It  now  spends  $1: 
million  a  year  on  R&D.) 

After  watching  net  income  (less  on 
time  adjustments)  slide  three  years  in 
row,  Jones  finally  has  some  breathir 
room.  For  the  fiscal  year  ended  Sept.  i 
profits  rose  52%  to  $604  million,  on  sal 
of  $7.4  billion,  up  18%,  more  than  doub 
the  annual  growth  rate  over  the  last  t« 
years.  The  bulls  who  have  sent  Air  Pro< 
ucts'  stock  to  $57  a  share,  21  times  trailii 
earnings,  expect  even  better  returns 
demand  for  chemicals  picks  up.  "He 
done  a  good  job  in  a  difficult  enviroi 
ment,"  says  Goldman  Sachs  analy 
Robert  Koort.  "Now  they  are  ready 
harvest  the  gain." 

In  the  energy  industry  Air  Produc 
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Marsico  Focus  Fund        k  * 

Rated  against  1,039  Large  Growth  Funds 

Marsico  Growth  Fund    *  *  *  * 

Rated  against  1,039  Large  Growth  Funds 

Marsico  2 1  st  Century  Fund    *  *  *  *  * 

Rated  against  1 ,039  Large  Growth  Funds 

Marsico  International  Opportunities  Fund 

Rated  against  175  Foreign  Large  Growth  Funds 


The  Overall  Morningstar  Ratings,  based  on  risk-adjusted  performance  as  of  12/31/04*. 

The  Overall  Morningstar  Rating™  for  a  fund  is  derived  from  a  weighted  average  of  the  performance  figures 
associated  with  its  three-,  five-,  and  ten-year  (if  applicable)  Morningstar  Rating™  metrics. 


Air  Products 


sales  of  hydrogen  and  other  gases  to  oil 
refineries  and  petrochemical  outfits  are  at 
$1.1  billion  and  growing  at  10%  a  year 
(twice  as  fast  as  the  industrial-gas  indus- 
try overall).  Oil  refineries  use  hydrogen  to 
strip  sulfur  from  sour  crude  supplies,  espe- 
cially those  from  Mexico  and  Venezuela, 
and  to  meet  stringent  clean-fuel  regu- 
lations. Usually  refineries  make  their 
own  hydrogen,  getting  only  6%  of 
their  supply  by  buying  it  from  out- 
siders like  Air  Products.  But  this  por- 
tion could  grow,  given  the  hassles  of 
making  hydrogen:  It  requires  a  six- 
story  furnace,  called  a  steam-methane 
reformer,  where  natural  gas  combines 
with  steam  and  nickel  at  1,600  degrees 
Fahrenheit  to  unleash  hydrogen  gas. 
Large  plants  can  cost  $100  million  and 
take  two  years  to  build.  With  60  plants 
and  650  miles  of  pipeline,  Air  Prod- 
ucts has  41%  of  this  market;  number 
two  rival  Praxair  has  25%. 

Air's  sales  to  the  electronics 
industry  are  also  growing  at  an 
estimated  10%  a  year  and  are  at  $1.2 
billion.  The  company  is  the  largest 
one-stop  shop  for  gases  and  chemi- 
cals in  electronics.  It  sells  100  of  the 
130  molecules  used  in  making  semi- 
conductor chips  and  liquid-crystal 
displays.  One  of  these,  for  chips,  is 
tungsten  hexafluoride  gas,  used  to 
deposit  tiny  lines  of  metal  in  patterns 
to  connect  millions  of  transistors.  In 
LCDs  silane  gas  breaks  down  into  a 
film  of  silicon  that  forms  the  transis- 
tors that  stimulate  the  pixels  in  the 
screen.  (Flat-panel  screens  are  essen- 
tially large  semiconductor  devices  that 
sit  on  pieces  of  glass  rather  than  on 
silicon  wafers.)  Another  gas,  nitrogen 
trifluoride,  cleans  the  chambers  in 
which  both  chips  and  LCDs  are  made. 

Air  Products  makes  roughly  80% 
of  its  molecules  from  scratch,  while 
Praxair  and  other  marketers  simply 
package  and  resell.  Jones  is  betting 
that  as  technology  cycles  get  shorter, 
manufacturers  will  favor  nimble  sup- 
pliers who  can  help  them  figure  out 
how  to  churn  out  smaller,  faster 
chips.  The  broader  benefit  of  all  that 
science:  "Having  the  technical  prod- 
uct helps  Air  Products  also  sell  the 


commodity  gases"  to  those  same  cus- 
tomers, says  Alain  Harrus,  former  tech 
chief  at  chip-equipment  maker  Novellus. 

Yet  just  as  Air  Products'  old-line  busi- 
ness became  marred  by  pricing  pressure 
and  slowing  growth,  so  could  its  newer 
pursuits.  As  the  trend  toward  smaller  and 


By  the  Numbers 

Fresh  Air 

Half  of  Air  Products'  sales  come  from  the 
energy,  electronics  and  health  care  sectors. 


130 

Estimated 
number  of  gases 
and  chemicals 
involved  in 
making  computer 
chips  and  liquid- 
crystal  displays. 


30 


Number  of 
experimental 
hydrogen  filling 
stations  built  by 
Air  Products  for 
fuel-cell-powered 
vehicles. 


16 


Hours'  worth 
of  breathable 
oxygen  supplied 
by  Air  Products' 
new  Freedom 
600  portable 
cylinders. 


1.6 


Billion  cubic  feet  of 
gas  (predominantly 
hydrogen)  per  day 
that  Air  Products 
supplies  to  oil 
refineries  and 
petrochemical 
outfits. 


faster  chips  slows  (as  it  must,  given  C 
nature  of  atoms),  Air's  technical  adva 
tage  shrinks.  LCDs  may  pick  up  the  sla 
in  the  short  term  as  Samsung's  flat  pan 
boom.  But  softening  prices  for  those  ga 
gets  and  increased  gas  supply  from  Asi 
producers  will  squeeze  Air  Produc 
margins.  A  $4,000  flat-panel  TV  w; 
an  LCD  will  cost  half  as  mu 
by  2006  and  less  than  $1,000 
2008,  forecasts  Isuppli  Corp.  As  tr 
happens,  the  price  for  low-gra 
nitrogen  trifluoride  for  LCDs, 
Products'  biggest  seller  to  the  eh 
tronics  industry,  will  fall,  too;  Da\ 
Begleiter  of  Deutsche  Bank  es 
mates  a  drop  to  $35  per  pound  ii 
couple  years  from  a  recent  $46.  T 
company  will  offset  some  of  tl 
decline  on  larger  volumes. 

But  Jones  is  turning  to  a  new  ai 
as  well:  nanotechnology,  manipul. 
ing  molecules  in  materials 
enhance  their  performance.  j 
hopes  to  find  smart  applications 
nanoresearch  done  at  other  comr. 
nies.  "They  are  ahead  of  the  pack 
that  area,"  says  Roger  Shamel,  pre 
dent  of  Consulting  Resources  Cor 
an  adviser  to  the  chemicals  indust 
One  joint  venture,  with  German 
Nanogate,  makes  metal-oxide  par 
cles  that  absorb  heat — ideal,  one  d 
for  colorless  coatings  on  windows 
cars  and  high-rise  buildings. 

Another  futuristic  endeavt 
Jones  wants  a  role  in  hydroge 
powered  fuel  cells  for  vehicles, 
has  30  engineers  designing  expe 
mental  filling  stations  that  disper 
the  gas.  Air  Products  has  built 
stations  worldwide,  mainly  1 
municipalities  and  the  auto  coi 
panies.  Last  spring  the  Departmc 
of  Energy,  as  part  of  Preside 
Bush's  $1.2  billion  hydrogen  ink 
tive,  named  Air  to  head  a  group 
build  another  24  stations  in  the  L 
And  with  all  that  pipe  in  t 
ground  to  refineries,  it  would 
easy  to  supply  the  hydrogen,  tc 
This  is  still  quite  a  few  years  aw 
but  maybe  soon  enough  for  t 
Products  &  Chemicals  to  st; 
thinking  about  a  name  change. 
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Insights  Peter  Huber 


Data  in 
Motion 


MOST  OF  THE  TIME  WE  DON'T  EVEN  KNOW  WHAT 
to  call  the  progeny  of  technological  fusion.  So  we 
make  up  portmanteau  words,  which  then  col- 
lapse into  acronyms — PC,  PDA,  DVD.  Or  some 
marketing  department  cooks  up  a  name  like  iPod 
or  Treo,  to  convey  the  idea  of  much  cool  stuff  packed  into  a 
small  space.  And  every  few  years  several  separate  technolo- 
gies reach  the  point  where  a  product  that  packs  them  suc- 
cessfully together  defines  something  altogether  new.  That 
point  has  now  arrived  for  pocket-size  boxes  and  high-speed 
wireless  data  services.  This  market  is  going  to  be  huge. 
Providers  of  suitably  configured  hardware,  bandwidth  and 
content  are  going  to  prosper. 

One  could  say  that  the  PC  itself  was  the  first  real  triumph 
of  digital  repackaging.  Few  of  us  spend  any  time  crunching 
numbers,  but  we  still  call  the  box  on  our  desk  a  "computer," 
because  in  1946  two  smart  guys  built  a  30-ton  electronic 
monster  to  compute  the  trajectories  of  artillery  shells  and 
nothing  much  has  changed  since  then,  except  that  tons  have 
been  repackaged  as  grams.  As  Apple  and  IBM  first  grasped 
in  the  early  1980s,  size  and  packaging  can  make  quite  a 
difference. 

Microsoft  prospered  doing  much  the  same  with  software. 
Windows  95  was  nothing  but  a  new  skin  that  made  the  PC 
accessible  to  ordinary  users;  MS  Office  offered  the  first  really 
well-integrated  package  of  four  core  office  programs.  The 
PalmPilot  successfully  moved  key  elements  of  this  function- 
ality from  the  desktop  into  the  pocket — nothing  fundamen- 
tally new  there  either,  but  for  the  fact  that  the  old  stuff  was 
now  highly  portable.  Back  on  the  desk,  Netscape  provided  the 
first  good  interface  with  remote  servers  running  the  proto- 
cols of  the  World  Wide  Web.  Pocket-size  cell  phones  emerged 
around  1996,  and  Qualcomm's  pdQ  800  then  merged  the  cell 
phone  and  the  Palm.  Time  and  again  the  digital  landscape  was 
transformed  by  a  product  that  did  nothing  new  at  all;  it  just 
did  two  or  more  old  things  for  the  price  of  one,  twice  as  fast, 
in  a  package  one-half  the  size. 

Most  of  the  time  the  revolutionary  new 
package  started  out  as  a  curiosity.  Five  years 


later  50  million  Americans  couldn't  live  without  it  on  th< 
desk,  in  their  pocket  or  in  the  dashboard  of  their  car.  It  hi 
become  a  fixture  of  daily  life,  and  we  could  only  dimly  remer 
ber  how  we  had  once  managed  without  it. 

A  few  weeks  ago  I  got  an  early  chance  to  play  with  Vei 
zon's  VX8000  whatchamacallit.  It  looks  like  just  another  fan 
phone.  But,  powered  by  the  company's  high-speed  data  n« 
work,  it  can  download  and  run  video  news  clips,  sports  ai 
weather  on  demand  or  dispatch  personal  versions  of  t| 
same  from  its  built-in  camera  and  videocam.  It  does  f< 
instant  messaging,  e-mail,  chat  rooms,  general  Web-brov* 
ing  and  interactive  games.  If  you're  stranded  at  O'Hare  Is 
one  night  and  are  looking  for  a  live  poker  game,  you  c 
find  one  here.  This  gadget  will  end  up  carrying  far  more  di 
than  voice. 

It's  hard  to  say  for  sure  whether  the  current  version  will 

right  off  the  shelves,  but  tha 
almost  beside  the  point 
started  out  skeptical,  but  c 
rying  it  around  for  seve 
days,  I  found  myself  flippi 
it  open  far  more  often  thai 
had  expected  to.  Then  I  fou 
I  was  wishing  for  an  ev 
faster  connection,  more  vid 
content,  a  slightly  bigg 
screen  and  a  better  link  to  i 
PC.  But  the  hardware,  conn 
tion  speed  and  suitably  pac 
aged  video  content  will  evo 
fast  now  that  Verizon  has  p 
its  muscle  squarely  behind  1 
platform.  Meanwhile,  this 
the  first  serious  shot  at  a  pa< 
age  of  this  kind  for  the  U 
mass  market,  and  it's  priced 
sell.  Verizon's  existing  wirel 
voice  customers  will  pay  about  $200  for  the  new  handhi 
unit  and  $15  a  month  for  unlimited  high-speed  video  a 
data  access. 

Yes,  it's  easy  enough  to  confuse  the  bleeding  edge  with 
leading  edge.  The  Sony  Betamax  failed;  its  tapes  lack 
enough  capacity  for  a  full-length  movie.  Apple  rolled  c 
the  Newton  much  too  early;  Palm  waited  until  the  und 
lying  technology  had  advanced  enough  to  make  the  P 
worthwhile.  Several  much-touted  game-box  ventu 
flopped  before  Sony  and  Microsoft  developed  the  hug 
successful  PlayStation  and  Xbox.  But  the  fusion  of  handh 
computer  and  high-speed  wireless  connectivity  is  co 
pelling,  and  the  technology  is  ready.  In  these  circumstan 
companies  with  patience  and  staying  power  are  all  but  c 
tain  to  profit  handsomely. 


Most  of  the 
time  the 
revolutionary 
new  package 
started  out  as 
a  curiosity. 
Five  years  later 
50  million 
Americans 
couldn't  live 
without  it  on 
their  desk. 
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Whether  it's  around  the  office  or  around  the  world,  Ricoh  gives  you  the  latest  technology  to  scan,  send  and  manage 
ideas  every  step  of  the  way.  Turn  your  inspiration  into  a  colorful  reality  with  Ricoh's  document  management  solutions. 
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Backseat  Driver  Jerry  Flint 


Not  So  Smart 


EVERY  AUTO  COMPANY  MAKES  MISTAKES.  USUALLY  IT'S 
poor  execution — weak  design,  sloppy  handling,  zipless 
engines  or  misunderstanding  a  market.  But  sometimes 
the  bosses  just  forget  what  an  automobile  is  supposed 
to  be.  They  get  carried  away  with  an  idea  and  spend 
hundreds  of  millions,  or  even  billions,  of  dollars  to  build  a  vehi- 
cle that  makes  no  sense. 

Examples:  General  Motors'  electric  car  in  1997,  a  two-seater 
with  a  range  of  40  to  80  miles.  In  2002  there  was  the  Ford  Black- 
wood, a  kind  of  sport  utility  pickup  that  couldn't  pick  up  any- 
thing and  lacked  four-wheel  drive.  Every  automaker — yes,  even 
Toyota,  Honda,  BMW,  Porsche,  all  of  them — have  built  cars  they 
would  rather  forget. 

It  pays  to  remember  that  a  car  is  valuable  because  it  is  a  ver- 
satile tool.  It  carries  lots  of  people  and  stuff  for  huge  distances  in 
all  kinds  of  conditions.  No  matter  how  breathtaking  or 
exciting,  when  it  can't  do  these  things,  it  doesn't 
sell.  The  Smart  car,  made  by  DaimlerChrysler 
in  Europe,  is  the  latest  example  of  a  failure 
that  came  from  car  executives  who  just 
forgot  what  a  car  is  supposed  to  be. 

The  New  York  Times  and  the  Wall  Street  Journal 
recently  ran  stories  on  the  Smart  disaster,  but,  strangely,  neither 
asked  why  it  happened.  And  there's  a  lesson  for  the  industry  in 
that  why. 

Smart  was  conceived  by  the  Swatch  watch  people  of  Switzer- 
land. Volkswagen  rejected  the  project.  But  the  Daimler  board — 
the  makers  of  Mercedes,  meaning  they  knew  little  about  small 
cars — jumped  at  a  partnership.  Before  long  Swatch,  which  knew 
nothing  about  the  auto  business,  was  sent  back  to  cheap  watches. 

The  idea  was  a  tiny  car,  only  98  inches  long,  easy  to  park  in 
Europe's  crowded  cities,  with  high  fuel  economy  and  incredibly 
cute,  like  the  watch.  Indeed,  the  concept  included  changeable 
body  panels  so  an  owner  could  change  the  car's  colors  to  match 
an  outfit. 

Journalists  and  elitists  loved  the  idea.  But  Smart  made  no 
sense.  First,  people  really  don't  buy  a  car  to  park  it.  They  buy  it 
to  get  from  here  to  there  and  to  carry  people  and  stuff.  Parking 
may  be  a  problem,  but  it  isn't  a  reason  for  existence. 
Then,  too,  the  Smart,  4  feet  shorter  than  the  new 
Mini,  was  a  two-seater.  A  couple  couldn't  take  along  a 


friend  or  the  baby.  The  engine  was  fuel-stingy,  but  the  car  w 
slow.  Supposedly  it  could  go  80  miles  an  hour.  I  drove  one  wi 
a  diesel  engine  on  a  racetrack.  I  was  standing  on  the  pedal  to  g 
it  up  to  60  and  scared  to  death  of  the  Lotus  coming  up  behii 
me.  This  was  not  a  car  to  drive  any  distance.  Frankly,  I  woy 
not  drive  it  in  American  traffic.  And  who  in  her  right  mii| 
would  take  apart  the  car  body  to  match  a  dress? 

Daimler  built  a  new  plant  for  Smart  in  Hambach,  Franj 
with  a  campus  of  suppliers  nearby.  The  company  needed  to  si 
about  200,000  a  year  to  break  even,  when  the  most  sales  for  ai 
two-seater  were  half  that. 

The  concept  made  no  sense  from  Day  One  and,  by  the  ws 
I  was  there  on  Day  One  when  the  first  car  rolled  out  of  the  plai 
six  years  ago.  European  sales  reached  just  half  of  capacity.  Om 

its  first  four  years  the  car  lc 
S3  billion,  and  it's  still  losii 
big  money.  Daimler  even  h; 
to  pay  suppliers  hundreds 
millions  of  dollars  because  tj 
volume  didn't  meet  expect 
tions.  What's  more,  for 
price  of  the  Smart,  a  Europe; 
could  buy  a  much  more  cor 
petent  car,  like  the  VW  Pol 
which  carries  four  passenge 
and  can  go  anywhere,  not  jt 
around  town.  The  Merced 
people  didn't  seem  to  knc 
that  you  take  size  out  mui 
easier  than  cost. 

Why  not  lengthen  Srm 
2  feet  and  squeeze  in  a  ba 
seat?  Alas,  the  original  couldn't  be  stretched.  The  designs 
would  have  had  to  come  up  with  an  all-new  chassis. 
Why  not  just  quit?  First,  executives  hate  to  admit  mistak 
Second,  the  plant  was  built  in  France,  a  public  symbol  of  Gf 
man- French  cooperation.  Shutting  the  plant  and  firing  all  the 
Frenchies  would  be  politically  embarrassing  for  Germany. 

Mercedes  is  now  promoting  a  second,  larger  Smart  sedjl 
(called  the  ForFour)  and  plans  to  ship  a  third  model,  a  sm 
sport  utility  (called  the  ForMore)  to  the  U.S.  from  Bra 
someday.  It  would  be  the  size  of  a  Honda  CR-V.  But  the  decli 
of  the  dollar  might  crimp  these  plans  and,  anyway,  Mercec 
people  are  finally  getting  frightened  by  those  losses,  so  it's 
up  in  the  air. 

The  point  is  that  the  Daimler  leaders  forgot  that  a  car  ij 
tool  and  worth  lots  of  money  because  it  will  do  lots  of  thin 
Easy  parking  and  a  cute  design  just  aren't  enough. 

It's  a  lesson  to  remember  today  as  revolution  creeps  into  t 
industry:  hybrid  cars  and  fuel  cell  cars.  No  matter  how  exciti 
the  idea,  they  still  must  do  what  cars  are  supposed  to  do  to 
accepted.  Otherwise  they,  too,  will  fail. 


The  concept  of 
the  tiny  Smart 
car  made  no 
sense  from 
Day  One.  Even 
leaders  of  the 
automobile 
industry  at  times 
forget  what  a 
car  is  about. 


p0|"|)^J}      Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automol 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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What  do  you  get  when  you  cross  the  world's  most 
efficient  private  jets  with  the  fractional  jet  industry's 
fastest  growing  company?  More  for  less. 

You'll  pay  less  for  the  purchase  and  much  less 
for  operating  costs. 

You'll  get  more  on  every  level.  New  aircraft. 
Pilots  and  service  that  go  above  and  beyond. 

Call  CitationShares  today. 


ClTATIONSHARES 

JetPassion 


1.800.340.7767  x  121   •  CitationShares.com 


Bhviakers&Breakers 

For  more  financial  stats,  go  to  www.forbes.com/makers. 


It's  a  Bad  Thing 

So  what  that  the  Domestic  Diva's  been  in  the  slammer  since  October.  Shares  in 
her  namesake  company,  martha  Stewart  living  omnimedia  (28,  mso),  have  doubled 
in  the  last  year. 

Convicted  of  lying  to  investigators  about  her  sale  of  ImClone  Systems  stock, 
Stewart  is  positioning  herself  for  a  comeback  upon  her  release  from  prison  in 
March.  The  nasty  headlines  now  are  faded.  Her  company  has  struck  a  pact  for 
a  multiyear  syndicated  daily  TV  show,  produced  by  Mark  Burnett  (Survivor, 
The  Apprentice)  and  starring  Martha.  Her  company  recently  attracted  a  well- 
known  entertainment  executive,  Susan  Lyne,  as  its  chief.  And  under  a 
renewed  deal  Kmart  will  continue  to  sell  Stewart's  sheets,  dish  racks  and  other 
housewares. 

But  investors  seem  to  be  ignoring  the  company's  worsening  financial  situation. 
For  2004's  first  nine  months  through  September,  revenue  plunged  27%  to  $127 
million  and  losses  deepened  to  $50  million,  from  $9  million  in  red  ink  previously. 
And  the  problems  are  not  easily  reversible  merely  with  the  return  of  Stewart's 
golden  presence. 

Michael  Meltz,  analyst  at  Bear  Stearns,  argues  that  Stewart's  company  will  re- 
ceive only  nominal  payment  for  the  prime-time  reality  show  since  Burnett's  firm 
will  own  the  program.  He  also  notes  problems  in  the  publishing  division,  particu- 
larly with  the  flagship  magazine,  Martha  Stewart  Living,  where  January  ad  pages  fell 
36%  from  the  previous  year  despite  a  turnaround  in  advertising  for  the  magazine 
industry.  Meanwhile  competitors  such  as  Real  Simple  (Time  Warner),  O:  Tlxe  Oprah 
Magazine  (Hearst)  and  Better  Homes  &  Gardens  (Meredith)  are  gaining  strength. 

Plus,  Martha's  stock  is  not  cheap.  Check  out  these  multiples:  Martha  Stewart  is 
trading  at  6.3  times  revenues  versus  2.4  times  for  Meredith  and  2.6  for  Time 
Warner.  We  say  go  short  and  cover  at  $20. 

— Susan  Kitchens 


Not-So-Blue  Jeans 

New  Guess  model  Paris  Hilton  h< 
pumped  star  power  back  into  the  casual 
wear  house.  Despite 
a  fashion  miss  for 
the  holiday  shop- 
ping season — not 
enough  denim  or 
rhinestones — GUESS 
(14,  GES)  beat  previ- 
ously lowered  fore- 
casts with  Decem- 
ber same-store  sales 
up  1 .4%. 

This  caps  a  two-year-long  turr 
around,  says  Eric  M.  Beder,  senior  reta 
analyst  at  J.B.  Hanauer  &  Co.  New  mar 
agement  revamped  inventory  contro 
and  hiked  licensing  fees.  It  is  focusing  c 
new  stores,  specifically  the  higher-en 
Marciano  brand. 

For  the  three  quarters  ended  in  Sef 
tember,  sales  rose  16%  to  $505  millio: 
and  Guess  returned  to  profitability  wil 
$15  million.  With  a  trailing  price/earnin; 
multiple  of  23,  Guess  stock  is  at  a  discoui 
to  its  peer  group  (27). 

— Tatiana  Seraf 

Back  Office 

Small  banks  may  offer  more  than  Ioe 
officers  who  know  you.  Concentrated 
Wisconsin,  240-branch  MARSHALL  &  ilsli 
(42,  Ml)  has  found  a  bonanza  in  its  fas 
growing  Metavante  unit,  whose  bad 
office  tech  products — for  things  like  wi 
transfers  and  check-imaging — are  in  hi$ 
demand  by  other  banks. 

Punk,  Ziegel  analyst  Richard  Bove  thin 
Metavante  will  account  for  15%  of  20( 
earnings.  The  bank  expanded  assets  by  17 
in'2004to$40  billion. 
Earnings  rose  a  nice 
15%  to  $627  million. 
The  P/E  of  15  is  a  bit 
more  than  that  of 
most  banks,  but  then 
most  banks  don't  own 
a  Metavante. 

— Daniel  Kruger 
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Outsource  Microsoft®  Exchange  to  Intermedia.NET 

Save  thousands.  Reallocate  internal  resources.  Focus  on  your  core  business. 


Fantastic  cost  savings. 

Considering  implementation  or  an  upgrade  of  an  in-house 
Vlicrosoff  Exchange  Server?  Consider  this: 

\n  average  company  running  an  in-house  Exchange  Server 
or  300  employees  spends  approximately  $102,000  the  first  year 
md  $55,000  each  subsequent  year  to  maintain  the  system  -  plus 
lpgrades.  By  outsourcing  its  Exchange  Server  to  Intermedia.NET 
he  same  company  will  pay  around  $30,000  in  annual  fees. 
Qiat  translates  to  immediate  savings  of  more  than  $70,000. 
liven  better,  the  upgrades,  maintenance  and  support  are 
ncluded  in  your  annual  fees  -  adding  up  to  huge  savings. 


Life  can  be  simple  again. 

Intermedia.NET  provides  you  with  reliable,  state-of-the-art 
e-mail  and  collaboration  services  that  cost  less  and  work 
better  than  a  system  you  own  and  operate  yourself.  When  you 
outsource  with  us,  you  get  instant  access  and  control  over  the 
latest  version  of  Exchange  server,  Exchange  2003.  You  also  get 
technical  assistance  to  assure  that  the  implementation  is  quick 
and  successful,  so  you  can  get  ahead  with  your  business. 

Go  to  www.Intermedia.NET  for  your  quick  cost  comparison 
of  running  an  internal  Exchange  Server  versus  hosting  it 
with  us. 


Call  1-800-379-7729  today  to  discuss  your  solution. 


NTERMEDIA.NET 

Outsource  Technologies.  Outsmart  Competition. 


©  2004  Iatermedia.NET,  Inc.  All  Rights  Reserved.  All  other  trademarks  are  property  of  their  respective  holders 


Stock  Trends  Laszlo  Birinyi  Jr. 


A  Cautious 
Optimism 

WHAT  WORKED  AND  WHAT  DIDN'T  FOR  MY  STOCK 
picks  in  2004?  Mainly  my  selections  came  out 
ahead,  and,  given  their  generally  conservative 
nature,  I  am  satisfied.  That  conservatism  is  not 
necessarily  a  reflection  of  my  market  opinion, 
which  is  cautiously  bullish,  but  an  attempt  to  minimize  risk  for 
the  average  investor.  Since  my  views  are  available  here  only  every 
few  months,  I  don't  think  it  appropriate  to  suggest  speculative  or 
trading  names  unless  they  are  clearly  labeled  as  such. 

Furthermore,  in  2004,  a  year  of  low  expected  returns,  I  had  a 
bias  toward  dividend  payers.  One  winner  on  that  score  was  Vor- 
nado  Realty  Trust  (72,  VNO),  a  real  estate  investment  trust  that 
yielded  a  bit  over  6%  when  I  wrote  about  it  in  my  Feb.  16  col- 
umn; since  then  the  price  advanced  39%,  thus  pulling  the  yield 
down  to  4.2%  today.  Money  manager  Alliance  Capital  (42,  AC)  was 
another  dividend-oriented  name  (6%-plus),  which  has  gained 
10%  since  my  Nov.  1  column;  now  it  yields  5.1%.  I'd  pare  back 
the  former  and  hold  on  to  the  latter. 

My  big  winner — for  the  second  year  in  a  row — was  Web 
giant  Yahoo  (37,  YHOO),  up  67%.  Other  good  performers  were 
Countrywide  Financial  (37,  CFC),  up  30%,  and  Altria  (63,  MO),  parent 
of  tobacco  company  Philip  Morris,  up  27%.  I  see  no  compelling 
reason  to  sell  any  of  those  names.  Although  not  included  in  my 
report  card  for  last  year,  I  would  like  to  crow  about  two  of  my 
Dec.  22, 2003  picks:  home  builders  Pulte  Homes  (66,  phm)  and  DH 
Horton  (41,  DM);  both  have  gained  46%  since.  You  have  no  doubt 
been  hearing  declarations  that  housing  is  a  bubble.  Greet  these 
warnings  with  skepticism.  I  have  never  seen  a  bubble  that  was 
considered  such  until  after  the  fact. 

My  largest  loser  was  Ameritrade  Holding  (12,  amtd),  off  1 1%.  I 
hoped  this  online  broker  would  capitalize  on  increased 
trading  activity.  Alas,  that  whole  business  has  been  held  back  by 
cost-cutting  and  competition.  Bristol-Myers  Squibb  (24,  bmy)  was 
down  10%  since  mid- February,  but  its  5%  dividend  helped 
soften  the  blow.  Given  most  drug  stocks'  poor  performance, 
this  one  wasn't  too  bad. 

My  big  disappointment 
was  Warren  Buffett's  Berk- 
shire Hathaway  (86,250,  BRUA), 


off  3%.  Many  of  the  components  in  Buffett's  conglomerate  hat 
stellar  years,  including  Washington  Post  and  American  Express 
Wall  Street,  though,  focused  on  Berkshire's  lagging  General  R 
insurance  division. 

The  bottom  line:  My  names  were  up  a  collective  10.9%  ii 
2004,  and  that's  after  a  1%  penalty  for  hypothetical  tradin 
costs.  Putting  the  same  sums  on  the  same  days  in  the  S&P  50 
(without  any  trading  penalty)  would  have  gained  you  7.2%. 

For  2005  I  have  some  reservations,  but  I  would  still  hope  fo 
a  good  year  with  an  outside  chance  of  a  great  one.  The  ne\ 
year's  soft  start  doesn't  surprise  me.  In  December  investors  wer 
buying  too  brazenly,  in  effect  accelerating  their  2005  purchase 
to  take  advantage  of  a  then-rising  market.  My  firm's  monitorin 
showed  wholesale  buying  of  the  market,  rather  than  of  individ 
ual  stocks — not  a  careful,  well-thought-out  decision.  A  likel 
factor  was  heavy  buying  by  hedge  funds;  these,  of  course,  ar 

paid  a  percentage  of  their  prof 
its  regardless  of  what  tl 
benchmarks  do. 

The  late-2004  buying  wa 
so  broad  that  the  advance 
decline  ratio  for  the  S&P  was  th 
fourth  best  since  1992  while  th 
S&P  only  had  its  seventh-bes 
gain.This  suggests  a  great  des 
of  program  activity  as  investor 
gobbled  up  a  lot  of  stocl< 
Investors  have  been  looking  fc 
gains  without  respect  to  rist 
While  my  market  outlook  i 
not  negative,  I  wonder  if  to 
many  are  forgetting  the  lesson 
of  2000  to  2002. 
Thus  I  want  to  be  cautious  in  early  2005.  Two  of  my  late 
2004  picks  deserve  to  be  kept.  New  York  utility  Consolidated  Ed 
son  (43,  ED)  lost  3%,  yet  will  rebound  (yield:  5%).  And  sine 
richly  priced  energy  is  a  phenomenon  that  will  be  with  us  for 
while,  oil-and-gas  producer  San  Juan  Basin  Royalty  Trust  (2! 
SJT),  down  4%,  is  worth  owning.  It  pays  a  9%  dividend  on 
monthly  basis. 

At  this  juncture,  the  market  continues  to  be  somewhat  fla 
without  especially  strong  areas,  sectors  or  themes.  Hence  con 
sider  some  broad  baskets,  namely  through  exchange-trade 
funds.  A  good  idea  is  Rydex  S&P  Equal  Weight  (151,  RSP),  whic 
abjures  the  index's  practice  of  tilting  toward  the  biggest  stock 
With  the  Rydex  ETF,  the  S&P's  largest  member,  General  Electri 
(market  value:  $375  billion),  is  weighted  the  same  as  its  smalles 
Power-One  ($663  million),  a  maker  of  power  conversion  gear, 
large  issues  do  better,  Rydex  will  trail  the  more  familiar  Spidei 
ETF,  which  hews  to  the  weighted  market  cap  model.  But  unlik 
many  observers,  I  believe  small  caps  will  continue  to  outd 
large,  making  the  Rydex  product  a  better  bet. 


There's  a  chance 
of  a  good  year 
ahead,  maybe 
even  a  great 
one.  But— as  the 
late-2004  rally 
has  gone  flat- 
it's  wise  to  be 
careful  now. 


Forbes 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Westport.  Conn. -based  financial  consulting  firr 
Web  site:  www.lbirinyi.com.  Visit  his  home  page  at  www.forbes.com/birinyi. 
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Byron  Wien,  US  Senior  investment  Strategist 


Looking  down  the  road  for  2005. 

10  surprises  to  keep  you  ahead  of  the  curve. 


\  i  / 


IB 


The  Surprises  of  the  New  Year  are  meant  to  challenge  investors  to 
reflect  on  the  important  issues  facing  the  market.  Events  generally 
develop  quite  differently  from  what  most  investors  anticipate,  so  it  is 
useful  to  try  to  choose  which  components  of  the  consensus  are  going  to 
be  wrong.  This  is  the  20th  edition  of  The  Ten  Surprises. 

1.  Crude  oil  takes  the  trophy  for  die  most  volatile  commodity  of  the 
year.  After  dropping  to  $30  a  barrel,  it  rises  to  $60  as  a  result  of 
supply/demand  imbalances  and  disruptions  in  shipments.  There  are 
no  drawdowns  of  the  Strategic  Petroleum  Reserve,  but  drilling  in  the 
Arctic  National  Wildlife  Refuge  passes  in  Congress. 

2.  While  the  Bush  Administration  continues  to  support  a  strong 
dollar  policy,  it  also  maintains  that  market  forces  should  be  allowed 
to  set  the  level  of  the  currency.  The  orderly  decline  gives  way  to  a 
sharp  drop,  and  the  euro  goes  to  1.50  and  the  yen  to  85.  Europe  and 
Japan  call  for  a  second  Louvre  Accord  to  reverse  the  trend.  In  spite  of 
the  currency  weakness,  the  US  trade  deficit  continues  to  rise. 

3.  The  yield  on  10-year  US  Treasury 
Notes  rises  to  6.00%  in  the  second  half 
of  the  year.  Among  other  causes, 
Japan  and  China  reduce  their 
jjgtfnp        Vflb         purchases  of  US  bonds.  Although 
fl^Fj^l  '  ',  A    inflation  remains  moderate  and  the 
mm    ^^^mm*     economy      not  overheating,  the 
flil  Federal  Reserve  raises  rates  at  ever) 

meeting  and  the  federal  funds  rate  ends  the  year  at  4.25%. 
Greenspan  admits  that  "real  rates  have  been  too  low  for  too  long." 

4.  The  US  equity  market  goes  nowhere  after  two  years  of  gains. 
Responding  to  higher  interest  rates,  excessive  investor  optimism, 
continuing  international  tension,  a  declining  currency,  and  an 
overextended  consumer,  the  S&P  500  ends  the  year  flat  in  spite  of  a 
reasonably  srrong  economy  and  corporate  earnings  improvement. 

5.  Resisting  pressure  from  its  trading  partners,  China  refuses  to  change 
its  currency  system.  It  rejects  the  "basket  of  currencies"  approach, 
saying  it  prefers  to  remain  pegged  to  the  dollar  because  of  a 
commitment  to  economic  stability,  employment  increases,  and  a 
continuation  of  reforms.  China's  growth  stays  near  9%  as  it  expands  its 
infrastructure  and  industrialization  westward.  Commodity  prices 
persistently  rise,  and  certain  chemical  stocks  do  well. 

6.  Japan  slips  back  into  recession  as  the  yen  strengthens  and  exports 
to  China  prove  inadequate  to  keep  the  economy  going.  Investors 
begin  to  question  the  ability  of  Japan  to  thrive  as  a  high-cost  producer 


in  a  low-cost  region.  The  Nikkei  225  approaches  10,000  again. 

7.  Vladimir  Putins  hard-line  policies  finally  prove  too  much  for  the 
Russian  people.  Revelations  of  widespread  corruption,  on  top  of  the 
Ukraine  election  controversy,  precipitate  a  second  Russian 
Revolution,  and  Putin  resigns.  The  economy  slumps,  the  ruble 
weakens,  and  the  Russian  market  declines  25%. 

8.  While  oil  and  gas  producers  and  refiners  and  marketers 
do  well  in  the  US  equity  market,  oil  service  and  other 
energy  infrastructure  stocks  are  standouts.  Coal  also 
continues  its  resurgence,  and  stocks  with  major  coal 
exposure  have  substantial  upside. 

9.  Following  a  terrific  2004  harvest  that  drove  some 
agricultural  commodities  to  distressed  levels,  the 
summer  growing  season  is  alternately  too  cold  or  too  hot,  rain  is 
infrequent,  and  worldwide  food  demand  increases.  Corn,  soybean, 
and  wheat  prices  rise  sharply.  Companies  entering  the  year  with  large 
inventories  are  big  winners. 

10.  The  Bush  Administration  overreaches  on  domestic  economic 
legislation.  Citing  the  high  transition  costs  and  the  uncertain  benefits, 
both  Republicans  and  Democrats  defeat  partial  privatization  of 
Social  Security.  The  year  isn't  a  total  washout,  however.  Congress 
confounds  the  skeptics  and  puts  limits  on  plaintiffs'  lawsuit  damages. 
Concern  about  a  doctor  shortage  outside  of  major  cities  convinces  a 
number  of  Democratic  members  to  support  tort  reform. 

The  ground  rules  for  the  surprises  are  that  the  consensus  would  assign 
only  a  one-in-three  probability  to  each  of  them,  but  my  view  is  that  each 
has  a  50%  chance  or  better  of  taking  place. 


MorganStaniey 


One  client  at  a  time. 


This  is  an  edited  excerpt  from  "The  Ten  Surprises  of  the  New  Year-2005,"  by  Byron  Wien.  dated  January  3,  2005.  For  copies  of  the  full  article  including  important  information  and 
disclosures  regarding  Morgan  Stanley,  please  see  www.morgansranley.com/ourviews  or  contact  1-800-962-1343.  This  article  does  not  provide  individually  Tailored  investment  advice 
and  has  been  prepared  without  regard  to  the  individual  financial  circumstances  and  objectives  of  persons  who  receive  it.  It  was  based  on  public  information  and  Morgan  Stanley 
makes  no  representation  that  it  is  accurate  or  complete.  Estimates  of  future  performance  arc  based  on  assumprions  that  may  not  be  realized.  Investments  arid  services  offered  through 
Morgan  Sranley  &  Co.  Incorporated,  member  SIPC.  Morgan  Stanley  and  One  Client  At  a  Time  are  service  marks  of  Morgan  Stanley.  ©  2005  Morgan  Stanley. 


ixed-lncome  Watch  Richard  Lehmann 


The  Year  of  the 
Convertible 

THE  LAST  TIME  I  DEDICATED  A  COLUMN  TO  CONVERT- 
ible  securities  was  July  2003.  Convertibles  had  a  20%- 
plus  year  in  2003  because  stocks  had  a  good  year.  In 
2004  stocks  had  a  so-so  year,  but  this  was  good  enough 
to  make  my  convertible  picks  a  good  sector  within 
fixed-income  investing,  with  a  14.9%  total  return. 

Looking  over  the  fixed-income  landscape  for  2005, 1  see  few 
opportunities  to  earn  a  total  return  more  than  current  yields.  As 
has  been  clear  since  the  beginning  of  2004,  the  era  of  declining 
interest  rates  that  began  in  1981  has  finally  come  to  an  end.  As  a 
result  predictions  abound  that  rates  will  inevitably  trend 
upward.  (See,  for  instance,  the  profile  of  Garrett  Thornburg  on 
page  63.)  I  am  far  more  sanguine  about  bonds.  I  believe  we  are 
entering  an  era  of  stable  long-term  rates  and  a  fairly  fiat  yield 
curve,  something  not  seen  since  the  pre-Vietnam  era. 

Nevertheless,  this  landscape  has  mines.  The  most  obvious 
area  of  risk  is  junk  bonds  in  the  B  or  CCC  category.  Those  cur- 
rently yield  7.3%  to  10.2%,  or  only  3.1  to  6  percentage  points 
more  than  ten-year  Treasurys. 

You're  tempting  fate  by  staying  with  these  junk  credits  to  get  the 
extra  yield.  Prices  could  go  south  overnight  in  reaction  to  an  inter- 
national crisis  or  economic  disruption.  Note  that  just  two  years  ago 
these  yields  were  7.4  and  17.7  percentage  points  above  Treasurys. 

The  safer  alternative  for  achieving  above-average  returns  in  a 
growing  economy  is  convertibles.  If  2005  proves  to  be  a 
mediocre  year  for  stocks,  you  stand  to  collect  only  your  dividend 
yield.  If  it  proves  a  good  year,  you  participate  with  the  rising 
stock.  More  important,  if  a  hot  stock  market  starts  to  push  up 
interest  rates,  you've  bought  yourself  some  immunity  against  a 
rate-induced  price  decline,  since  convertibles  are  not  pure  debt. 
Their  value  would  remain  intact. 

Convertibles  come  as  bonds  and  as  preferreds.  The  bond  con- 
verts are  tough  to  buy  except  in  large  amounts,  so  preferreds  are  the 
better  way  to  go.  The  preferred  variety  has  two  flavors,  optional 
and  mandatory.  With  the  optional  kind  you  decide  when  to  con- 
vert, unless  the  issuer  forces  your  hand  by  calling  in  the  security.  It 
makes  sense  to  convert  when  it's  in  the  money 
(worth  more,  if  converted,  than  its  redemption 
value)  and  either  (a)  there  is  a  deadline  for  con- 


version coming  soon,  or  (b)  you  would  get  a  dividend  on  the  corrJ 
mon  shares  that  is  bigger  than  the  payout  you  are  getting  on  th| 
convertible. 

Mandatory  converts  automatically  morph  into  commoi 
stock  on  a  specific  date.  With  a  mandatory  issue,  wouldn't  yoj 
get  hosed  if  the  stock  price  still  lags  the  conversion  price?  N<1 
because  upon  conversion  you  would  get  an  extra  dollop  of  comi 
mon  shares  to  compensate. 

I  recommend  two  preferreds  with  widely  different  stories,  f-irsi 
Lehman  Brothers  Holdings  (27.GIZ),  a  6.25%  mandatory  convertibli 
preferred,  which  yields  5.7%  and  converts  into  at  least  0.46  share 
of  General  Mills  ( Cheer ios,  Yoplait,  etc.)  stock  on  Oct.  15, 2007. 1 
the  common  price,  currently  $51,  drops  below  $45,  you  get  0.5i 
shares  at  conversion  time  instead.  In  the  meantime  the  preferre< 
dividend  is  higher  than  the  yield  on  General  Mills. 

My  second  pick  is  Owens-Illinois  (40,  OI.A),  a  4.75%  optiona 

convertible  preferred  from  th 
maker  of  glass  and  plasti 
containers.  Its  5.9%  yield  i 
eligible  for  the  1 5%  federal  ta 
rate.  Owens-Illinois  stock  ha 
been  under  an  asbestos  clou< 
for  a  decade,  and  any  fina 
settlement  would  aid  the  stock 
That  could  come  this  year 
asbestos  tort  legislation,  noi 
winding  through  Congres! 
becomes  law.  Meanwhile,  yo 
collect  a  decent  return. 

In  my  Dec.  13  column 
recommended  two  convertibl 
preferreds  in  commercial  re; 
estate,  Simon  Property  Grou 
(58,  SPG.I)  and  Ramco-Gershenson  (33,  RPT.c),  which  have  sine 
moved  up  smartly.  They're  still  good  to  own. 

My  19  recommendations  for  2004  were  dominated  by  tru: 
preferreds  (which  act  pretty  much  like  small-denominatio 
bonds).  Investing  $10,000  in  each  of  my  picks  would  have  give 
you  a  $13,100  total  return  on  your  $190,000,  while  putting  th 
same  money  on  the  same  dates  into  the  Lehman  U.S.  Univers; 
Fixed  Income  Index  would  have  delivered  half  that.  In  this  con 
parison  my  picks,  but  not  the  index,  have  been  docked  1  %  f( 
hypothetical  transaction  costs. 

In  terms  of  total  return  (price  plus  dividends  or  interest),  m 
best  picks  last  year  were  high-yielding  equities:  Flaherty 
Crumrine  Preferred  Income  Fund  (18,  pfd),  a  closed-end  fund  th; 
was  up  27%,  and  Provident  Energy  Trust  (10.  pvx),  a  Canadian  oi 
and-gas  producer,  up  23%. 

My  worst  pick  was  Nuveen  Quality  Preferred  Income  2  (I 
JPS),  a  closed-end  that  contains  preferreds.  Including  div 
dends,  it  was  down  6%.  I  recommend  staying  with  all  of  the? 
picks  for  2005.  I 


For  2005  the 
chances  to  earn 
a  total  return 
that's  more  than 
current  yields 
will  be  few.  My 
best  advice:  Buy 
more  convertible 
preferreds. 


Forbes 


Richard  Lehmann  is  editor  of  the  Forbes/Lehmann  Income  Securities  investi 
Visit  his  home  page  at  www.forbes.com/  lehmann. 
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WE'RE  OFFERING  A 
FOUR- PRONG  ED  ATTACK  AGAINST 
RISING  HEALTH-CARE  COSTS. 

BY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR- PRONG  ED  ATTACKS.) 


THE  POWER 

reAd vocate 

PPO 

I    B  C   LIFE    &  HEALTH 


TV\E  POWER  SE|.fCr 

HMO 


THE  POWER 

Health  Fund 

PPO 


^sA.COMPATIb^ 

Health  Plans 

;     FROM   BC   LIFE  8.  HEALTH 


roducing  our  new.  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 

alth  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique  r^^i 
in  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 

re-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power  BlueCrOSS 

lect  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control  of  California 

er  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.  The  Power  of  Blue 


alth  •  Life  •  Dental 

Power  CareAdvocate  PPO  and  HSA-compatible  Health  Plans  are  issued  by  our  affiliate,  BC  Life  &  Health  Insurance  Company  (BCL81H).  The  Power  HealthFund  PPO  may  be  issued  by  Biue.Crossof  California  (BCC)  of  BCL&H, 
tnding  upon  the  plan  the  power  Select  HMO  is  issued  by  BCC  Health  and  Denial  from  BCC  and- or  BCL&H  Life  insurance  from  BCL&H  BCC  and  BCL&H  are  independent  licensees  of  the  BtueCross  Association.  «.120O4  BCC.. 
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Financial  Strategy  i  A.  Gary  Shilling 


Saving  Grace 

SAVING  IN  THE  U.S.  HAS  BEEN  ON  A  20- YEAR  DECLINE.  THIS 
dismal  trend  cannot  go  on  forever,  and  may  reverse 
soon.  People  are  going  to  start  saving  again.  This  mo- 
mentous change  will  create  winners  in  some  sectors  of 
the  economy  and  losers  in  others.  The  saving  rate — the 
percentage  of  aftertax  personal  income  not  going  into  consump- 
tion— has  slid  from  12%  in  the  early  1980s  to  just  about  zero  today 
(see  chart).  Americans'  debt-fueled  spending  on  cruises  and  new 
SUVs  has  overshadowed  their  401  (k)  contributions. 

The  inertia  that  dragged  down  the  saving  rate  has  been  con- 
siderable. Some  figure  that  the  government  will  provide  their  fu- 
ture income  needs.  Many  consumers  feel  they  deserve  to  spend, 
and,  like  Scarlett  O'Hara,  will  think  about  the  financial  conse- 
quences "tomorrow."  Others  believe  that  houses  appreciate  forever 
and  do  the  job.  While  the  bursting  of  the  1990s  stock  bubble  dis- 
abused people  of  the  notion  that  stock  market  capital  gains  would 
take  care  of  saving  needs,  the  housing  bubble  has  not  yet  broken. 
And  so  numerous  homeowners  have  drained  their  equity  through 
cash-out  mortgage  refinancing  and  home  equity  loans.  Consumer 
debt  has  expanded  to  the  limit  of  what  many  can  service.  Credit 
applications  fill  mailboxes,  including  those  of  people  with  lousy 
credit  profiles. 

There's  still  a  lot  of  denial  going  on.  Optimists  argue  the  sav- 
ing rate  really  is  much  higher  than  the  official  number;  hence,  no 
problem  exists.  For  sure,  like  most  economic  statistics,  this  one  is 
contrived.  It  doesn't  include  capital  gains.  But  should  it?  To  the 
extent  that  capital  gains  come  from  greater  fools  buying  the  same 
old  assets  at  ever  higher  prices,  gains  do  not  constitute  genuine 
saving,  at  least  not  for  society  as  a  whole. 

Where  does  that  leave  us?  Near  term,  I  expect  the  saving  rate 
may  dip  further,  into  negative  territory.  But  forces  are  at  work  that 
will  reverse  the  decline.  Look  for  the  tide  to  turn  before  long  and 
for  the  saving  rate  to  commence  a  steady  rise,  something  like  a 
percentage  point  yearly  for  a  decade. 

The  postwar  babies  desperately  need  to  build  retirement 
kitties.  They  have  the  ability  to  save,  since  they're  now  in  their 
peak  career  earning  years.  They  will  get  a  finan- 
cial boost  when  their  offspring  leave  home  and 
they  no  longer  have  tuition  payments  to  make — 


or  smashed-up  cars  to  replace,  if  their  kids  are  like  mine. 

The  younger  generation  has  a  saving  incentive,  as  well.  Fe 
young  people  expect  meaningful  Social  Security  retiremer 
benefits,  arid  Washington's  talk  of  less  generous  checks  shoul 
spread  saving  zeal  all  along  the  age  spectrum.  Another  factor  thj 
will  ultimately  push  the  saving  rate  up:  A  rising  share  of  nation; 
income  going  to  the  top  income  brackets,  whose  denizens  are  mo 
prone  to  save. 

The  shift  from  the  long-running  borrowing-and-spendin 
binge  to  a  saving  spree  will  probably  require  a  nasty  shock  to  cor| 
sumer  incomes  and  finances.  After  all,  most  don't  quit  as  winner 
but  play  till  they  lose.  The  next  recession  with  big  layoffs  might  1: 
the  trigger.  Another  terrorist  attack  on  U.S.  soil  might  frighte 
Americans  into  saving.  The  collapse  in  the  housing  price  bubb 
that  I  foresee  would  do  the  job,  given  widespread  home  ownershi| 

A  falling  saving  rate  means  that  for  two  decades  consume 
spending  has  grown  0.6%  per  year  faster  than  aftertax  incorn 
This  is  so  long  that  few  businesses  benefiting  are  aware  of  it.  Cred 
card  issuers  will  be  when  they're  transformed  from  growth  con 
panies  to  laggards.  Ditto  banks  and  other  financial  institutior 
focusing  on  consumer  and  mortgage  lending. 

Purveyors  of  big-ticket  discretionary  goods  and  services  als 
will  suffer  as  spending  is  restrained.  Doubly  so  in  the  mild,  goo 
deflation  I  foresee  as  consumers  wait  for  still  lower  prices.  Defla 
tionary  expectations  already  have  affected  vehicle  sales  wherev« 
larger  rebates  are  needed  to  move  the  metal.  Late  Christmas  bui 
ing  showed  the  same  strategy.  Next  hit  may  be  cruise  lines,  appl 


Personal  saving  as  a  percentage  of 
disposable  personal  income 
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Source:  Bureau  of  Economic  Analysis. 

ance  makers  and  home  builders.  Worst  hit:  China  and  other  fo 
eign  lands  dependent  on  U.S.  consumers  to  buy  their  excess  good 

Saving-spree  winners  include  financial  service  providers  oth« 
than  lenders:  brokerage  firms,  mutual  fund  advisers,  individu 
account  managers,  financial  and  estate  planners,  trust  companit 
and  life  insurers. 

More  saving  and  subdued  consumer  spending  will  depress  ir 
terest  rates,  boosting  holders  of  Treasury  and  other  high-qualit 
bonds.  The  havoc  wreaked  by  American  consumers  on  foreig 
exporters  will  help  the  buck,  which  I  believe  has  bottomed  anywa 
That  will  aid  dollar-denominated  assets.  Such  a  world  will  be  vei 
different  from  today's. 


Forbes 


A.  Gary  Shilling  is  president  of  A.  Gary  Shilling  &  Co.,  economic  consultart 
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Small  Stocks  Vahan  Janjigian 


I 


The  Price 
Makes 
The  Stock 


TWO  YEARS  AGO,  WHEN  I  RECOMMENDED  XEROX  IN 
my  newsletter,  I  received  an  irate  letter  from  a  sub- 
scriber pointing  out  that  the  company  had  suffered 
blunder  after  blunder  and  had  even  committed 
accounting  fraud.  He  was  absolutely  right.  Yet  since 
then  the  Xerox  stock  price  has  tripled. 

It  happens  all  the  time.  A  company  that  has  been  run  into  the 
ground,  or  that  is  getting  killed  by  competition,  or  that  has  a 
debt-logged  balance  sheet,  is  nonetheless  a  terrific  bet — if  it's 
cheap  enough.  Goodyear  Tire  &  Rubber  was  in  this  category  in 
February  2003.  When  the  company  eliminated  its  dividend  and 
the  stock  collapsed  to  $4,  it  was  a  buy.  Goodyear  now  sells  for  $  1 5. 

The  converse  is  true.  Any  great  company  is  a  bad  investment 
if  the  price  is  high  enough.  Xerox  was  a  great  company  in  1972, 
but  it  was  overpriced.  Amazon  was  a  great  company  and  a  lousy 
investment  five  years  ago.  So  was  Cisco.  So  was  Microsoft. 

The  point  is  that  investors  frequently  fail  to  distinguish 
between  a  company  and  its  stock.  A  company  may  be  great 
because  it  has  excellent  management  or  offers  a  unique  service. 
Still,  if  the  stock  fully  reflects  this  information,  it  isn't  necessar- 
ily a  good  buy.  Alternatively,  the  stock  of  a  troubled  company 
could  be  a  great  buy  if  the  price  more  than  discounts  all  the 
problems.  Whether  a  company  is  good  or  bad,  the  stock  is  good 
only  if  it's  selling  for  less  than  it's  worth. 

The  trick,  of  course,  is  determining  what  the  stock  is  worth. 
Analysts  rely  on  a  number  of  methods  to  determine  this  intrinsic 
value.  Discounted  cash  flow  is  one  of  my  favorites;  this  method 
recognizes,  in  theory  at  least,  that  a  business  must  be  worth  the 
present  value  of  all  the  cash  flows  it  will  generate  in  the  future. 

Estimating  these  cash  flows  is  the  difficult  part,  requiring  all 
kinds  of  assumptions  and  forecasts  about  future  events.  Absent 
magical  powers,  you  stand  a  good  chance  of  being  wrong.  That's 
why,  when  doing  this  exercise,  you 


Great  buying  opportunities  sometimes  arise  when  investor 
overreact  to  bad  news.  They  more  than  discount  all  the  pessimisn 
about  a  company,  and  the  stock  price  falls  below  intrinsic  value) 
Then  the  sellers  are  almost  giving  the  stock  away.  That's  not  to  sa] 
the  price  won't  go  lower  before  recovering.  But  unless  fraud  o 
bankruptcy  turn  up,  it  usually  does  recover,  and  the  patient  in 
vestor  is  often  handsomely  rewarded.  Thanks  to  bad  news,  thes 
three  stocks  are  currendy  selling  for  less  than  intrinsic  value: 

The  nation's  third-largest  drugstore  chain,  Rite  Aid  (4,  RAO 
was  once  a  real  highflier.  Turns  out,  however,  that  the  bool 
were  cooked.  Several  former  managers  are  now  sitting  in  ja 
and  their  replacements  are  trying  to  turn  things  around.  Mosl 
recently  the  stock  took  a  hit  when  November  and  Decembe 
same-store  sales  fell  from  year-before  levels.  While  Rite  Aid 
sells  for  a  not-cheap  21  times  trailing  earnings,  its  enterprise 
value  (market  cap  plus  debt,  minus  cash)  is  a  mere  0.3  time] 
annual  revenues,  suggesting  real  value  lurks  here  (comparabl 
ratio  for  Walgreen:  1.1).  I  calculate  that  Rite  Aid's  intrinsi 
value  is  $5. 

A  company  with  a  much  cleaner  balance  sheet  i 

Eresearch  Technology  03.  ERES) 

which  makes  software  system 
for  managing  clinical  and  car 
diac  data.  Revenues  come  fron 
licensing  and  service  fees  am 
from  hosting  data  hubs  thai 
receive  readings  from  electro 
cardiograms.  The  stock  toppet 
out  last  July  at  $29,  whei 
growth  suddenly  slowed  ant 
management  ratcheted  dowi 
projections. 

Nevertheless,  the  company  i 
generating  lots  of  cash.  Despit 
buying  back  $6  million  of  stoc 
in  2004's  third  quarter,  the  com 
pany  increased  its  cash  balanc 
by  the  same  amount.  Eresearch  sells  at  a  rich  25  times  trailing  earn 
ings.  I  think  it's  worth  more — $17,  in  fact. 

The  career  advice  in  The  Graduate — "Plastics!" — wa 
intended  to  be  comic.  The  sector  is  no  joke  to  A.  Schulman  (ll 
shlm),  vendor  of  compounds  and  resins  used  for  the  manufac 
ture  of  plastic  objects.  Schulman's  20%  revenue  growth  is  fa 
from  mundane. 

Unfortunately,  amid  rising  costs  of  raw  materials,  profit 
haven't  kept  pace.  This  should  change  as  raw  material  price 
level  off,  which  they  show  signs  of  doing,  and  as  Schulman  start 
passing  on  higher  prices  to  customers.  Indeed,  a  recent  dividen 
increase  to  58  cents  per  share  reflects  management's  confidenc 
that  better  times  lie  ahead.  The  stock  sells  for  23  tunes  trailin 
earnings.  Its  enterprise  value  is  0.4  times  sales.  I  calculate  a 
intrinsic  value  of  $25  per  share. 


Cheap  enough, 
any  company 
is  a  buy.  Costly 
enough,  any 
company  is  a 
sell.  The  trick 
is  finding  what 
a  company 
is  worth. 


should  use  the  most  conservative 

projections. 
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It's  a  Dangerous  World.  Respond  Accordingly. 


In  2005  the  PGA  TOUR  is  on  the  drive  to  a  billion  dollars  in  charitable  giving.  tCt 

$1  BILLION 

orts  of  our  sponsors,  fans  and  volunteers,  the  tournaments  of  the  PGA  TOUR,  Champions  Tour  and  .DiJJXJAVXll 

Nationwide  Tour  give  back  to  over  2,000  local  charities  across  the  country  every  year.  While  it's  exciting  to  ^ 

reach  the  billion-dollar  milestone,  we're  even  more  excited  for  the  people  who've  been  helped  along  the  way. 


Life 


i/ING  HISTORY 

►Vinnie 


loars  Again 


ew  Winston  Churchill 
seum  shows  off  the 
resman's  baby  rattle,  gun, 
ipsuit— and  the  workings  of 
mind  |  By  Jessica  Maxwell 

rHE  MAP  ROOM'S  PHONES  ARE 
ringing  off  the  hook.  Air  raid 
sirens  sound  as  bombs  rock 
London.  It's  just  another  day  in 
the  Cabinet  War  Rooms,  the 
erranean  command  post  from  which 
ston  Churchill  fought  the  Blitz  and 
r  World  War  II  battles.  Tourists  have 
i  coming  here  since  1994  to  experi- 
a  faithful  re-creation  of  this  wartime 
iubt.  We,  however,  have  come  for  a 
iew  of  the  new  $25  million,  10,000- 
ire-foot  annex — the  first  major  mu- 
i  devoted  exclusively  to  Churchill, 
an.  24  marked  the  40th  anniversary 
he  great  man's  death,  and  the 
eum's  opening  on  Feb.  1 1  is  but  one 
■veral  observances  around  the  world, 
a  list  of  exhibits,  events  and  auctions, 
forbes.com/extra.) 


hali  fight  them  in 
ursery:  Armed  with 
ty  rattle  like  this, 
wouldn't  grow  up 
prime  minister? 


Snaking  through  the  underground 
maze  of  the  War  Rooms,  we  pass  a  door 
marked  "WC."  It  is  not,  of  course,  Winston 
Churchill's  former  office  but  a  bathroom. 
"It  often  fooled  people  into  thinking  that 
Churchill  was  answering  FDR's  call,  not 
the  call  of  nature,"  quips  Cabinet  War 
Rooms  director  Phil  H. 
Reed.  A  handsome 


fellow  with  a  Bob-Newhart-meets-John- 
Cleese  delivery,  Reed  originated  the  idea  of 
a  Churchill  museum  ten  years  ago. 

At  that  time  space  adjacent  to  the  War 
Rooms  housed  the  Treasury's  archives. 
During  WWII,  however,  these  same 
rooms  had  housed  Joint  Intelligence  and 
Joint  Planning.  "Some  of  them,"  says 
Reed,  "were  used  by  the  London 
Control  Section — the  people  who 
managed  deception  operations."  It 
was  this  area  that  Reed  proposed 
transforming  into  a  museum.  Now, 
in  a  nice  bit  of  historic  symmetry, 
you  can  view  newsreel  footage  of 
Churchill's  funeral  while  standing 
in  the  same  space  where  D-Day's 
deceptions  were  planned. 

As  you  enter  the  museum, 
which  Reed  correctly  calls  a  "won- 
derland of  third-millennium  tech- 
nology," the  air  fills  suddenly 
with  Churchill's  plum-and-cobble 
voice,  reciting  one  of  his  historic 
speeches.  It's  just  one  of  several 
motion-activated  trompes  I'oreille. 
Like  a  good  novel,  the  exhibits, 
dubbed  "chapters,"  begin  in  the 
middle  of  their  subject's  life.  In 
Chapter  One,  "War  Leader,"  a  pictogram 
throws  you  into  Churchill's  punishing 
wartime  itinerary;  a  video  triptych  cele- 
brates his  cigars,  hats  and  victory  signs. 

In  another  display  you  learn  that 
"Golden  Eggs"  was  Winnie's  term  for  top 
secret  wartime  messages,  received  after 
cryptographers  had  cracked  Germany's 
Enigma  code.  Still  another  exhibit  replays 
some  of  Churchill's  best  bons  mots  and 
ripostes.  When  Mrs.  Ogden  Reid,  an 
American  advocate  for  Indian  indepen- 
dence, asked  Churchill  during  one  of  his 
U.S.  visits  what  he  intended  to  do  about 
"the  poor  Indians,"  he  replied,  "Madame, 
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Five  Star  Luxury.  Ten  Fold  Charm. 


Discover  the  luxuries  of  a  large  hotel  in  an  intimate,  boutique  hotel 
setting.  Located  in  the  thriving  Financial  District,  Marquis  Reforma 
features  spectacular  service,  a  fabulous  holistic  spa  and 
dynamic  Business  Center.  For  a  five  star  experience,  ^ 
stay  at  Marquis  Reforma,  Mexico  City's  best  address. 


For  reservations,  call  1.800.235.2387 
or  52.55.5229.12.00  (direct) 


Ac 


Visit  our  sister  hotel 
in  Los  Cabos... 


HimVJ.^V.Ms   Marquis  Los  Cabos 

www.  marquisioscabos.com 
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HOTEL/SPA/  MEXICO  CITY 
Mexico  City's  Best  Address. 
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A  member  ot 

"ThffJeadinffHotels  ofthfWorld 


Stuttering  Didn't  Keep  Him  Off  TV. 


Stuttering  hasn't  stopped 
actor  Nicholas  Brendon 
from  making  his  mark  on 
Hollywood  as  "Xander"  in 
Buffy  The  Vampire  Slayer. 

For  more  information  about 
stuttering  and  what  you 
can  do,  call  toll-free. 


■ THE 
Stuttering 
.  Foundation* 


A  Nonprofit  Organisation 
Since  1947— Helping  Those  Who  Stutter 

1-800-992-9392 
www.stutteringhelp.org 


3100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  1 1749  •  Memphis,  TN  381 1 1-0749 


to  which  Indians  do  you  refer?  To  th 
brown  Indians,  who  under  benign  Britis 
influence  have  multiplied  alarmingly,  ( 
to  the  red  Indians  of  this  continent,  wh 
under  the  current  administration  ai 
almost  extinct?" 

Other  chapters  offer  film  footage 
Churchill  painting  (a  hobby  he  took  up ; 
solace  for  his  despair  after  the  disastroi 
Dardanelles  campaign),  being  railed  at  \ 
suffragettes  and  delivering  a  chilling  19: 
speech  warning  America  of  Hitler's  intej 
tions.  The  ultimate  in  interactivity  is 
50-foot-long  table  on  which  visitors,  wi 
the  touch  of  a  finger,  can  summon  up  ail 
year,  month  or,  in  some  cases,  day  < 
Churchill's  extraordinary  life. 

Touch  April  1918,  when  the  Royal  A 
Force  was  founded,  and  images  of  fight) 
planes  streak  down  the  table's  length.  R 
Aug.  6,  1945  you  hear  a  huge  bang,  an 
the  whole  table  goes  white,  symbolizii 
the  atom  bomb  being  dropped 
Hiroshima.  Black  letters  say  "140,01 
People  Killed."  On  a  lighter  note,  if  yi 
hit  Apr.  30,  1952,  Mr.  Potato  Head  pa 
up.  That  was  the  first  time  that  any  tj 
was  advertised  on  telly. 

The  museum's  impressive  gathering, 
physical  objects  includes  a  red  veh 
jumpsuit  designed  and  worn  by  Church 
his  sweat-stained  hat,  his  toy  soldiers  frc 
childhood,  the  Webley- Wilkinson  revoh 
he  used  during  his  escape  from  an  enei 
prison  in  the  Boer  War,  several  of 
paintings  and  the  front  door  of  10  Dow 
ing  Street — Churchill's  address  when 
was  prime  minister  from  1940-45.  Y 
can,  if  you  like,  be  photographed  agaii 
it — a  privilege  denied  you  at  toda 
10  Downing  Street  for  security  reasons 

Churchill's  baby  rattle  commar. 
special  attention.  A  rococo  brass-ar 
ivory  confection,  it  looks  more  like 
Oriental  treasure  than  a  plaything.  Wl 
Reed  graciously  removed  it  so  that  I  coi 
take  a  closer  look,  I  absently  reached 
and  touched  it.  Alarm  shot  across  his  fa 
From  an  open  door  to  the  War  Roo 
the  air-raid  siren  emitted  a  coincider 
howl  and  the  Life  Line  Table  went  wh 
Never  had  I  felt  so  much  like  Mr.  Pot 
Head.  "That,"  remonstrated  Reed,  qu 
ing  Churchill,  "is  something  up  w 
which  we  will  not  put." 
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Do  you  have  a  GOOD  EYE  for  a  PROFITABLE  BUSINESS? 

America's  most  exciting  and  fastest  growing  beauty  product  franchise  is  coming 
to  a  cty  near  you  Glamour  Secrets  offers  an  unprecedented  opportunity  for 
a  franchisee  to  enter  the  explosively  fast  growing  beauty  product  industry  in  a 
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NANOTECH  IS  HOT... 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)  at  $1.60  and  it  is  now  over 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  But  beware  of  the  hype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
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Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 
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The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common 
'sense  guide  to  building  wealth.  It  is 
a  perfect  holiday  gift  for  family  and 
friends. .  for  anyone  who  is  interested 
in  investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
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Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
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(save  $50  off  the  regular  $149.95  price.) 

Go  to  www.forbesinc.com/smc2  and  place  your 
order  now  or  call  1-800-429-0106 


THE  FINEST  HOTEL 
YOU'VE  EVER  STAYED  IN 


Vacation  in  a  palace  of  absolute 
splendor-a  fully  serviced  mansion 
with  exquisite  interiors,  set  amid 
rolling  fairways.  All  yours  on  a 
monthly  basis;  rate  change  subject 
to  seasonal  availability.  Homes 
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Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
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10-Year  Term  Life  Insurance 
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I  HOUG  ELS 

On  the  Business  of  Life 


T"1 

■^^J  riends  were  telling  us  all  about  it:  When  their  daughter,  10  years  old,  was  given  a  ring  for  Christmas 
by  her  best  friend,  agentleman  of  1 1,  Mother  explained  that  girls  couldn't  accept  rings  from  boys  at 
Jkm  that  age,  and  it  was  returned.  Last  Christmas  when  the  young  man  wanted  to  try  the  ring  gift  again, 
the  daughter  suggested  that  since  Mother  had  once  objected  to  a  ring,  "a  necklace  would  probably  be  all  right." 
When  reporting  to  Mom,  daughter  said  her  friend's  joy  was  such  that  he  had  kissed  her.  Mother  asked, 
"Where  did  he  kiss  you?"  Replied  the  young  lady:  "Under  the  piano."  — MALCOLM  S.  FORBES  ( 1977) 


Today  is  Valentine's  Day — or,  as  men 
like  to  call  it,  Extortion  Day! 

—JAY  LENO 


/  kissed  my  first  girl  and  smoked  my  first 
cigarette  on  the  same  day.  I  haven't  had 
time  for  tobacco  since. 

— ARTURO  TOSCANINI 


Kissing  is  a  means  of  getting  two  people 
so  close  together  that  they  can't  see 
anything  wrong  with  each  other. 

—RENE  YASENEK 


Any  man  who  can  drive  safely  while 
kissing  a  pretty  girl  is  simply  not  giving 
the  kiss  the  attention  it  deserves. 

—ALBERT  EINSTEIN 


Warning  signs  that  lover  is  bored: 

1.  Passionless  kisses. 

2.  Frequent  sighing. 

3.  Moved,  left  no  forwarding  address. 

—MATT  GROENING 


A  kiss  is  a  lovely  trick  designed  by 
nature  to  stop  speech  when  words 
become  superfluous. 

— INGRID  BERGMAN 


/  wasn't  kissing  her,  I  was  whispering 
in  her  mouth. 

— CHICO  MARX 


Whoever  named  it  necking  was  a  poor 
judge  of  anatomy. 

— GROUCHO  MARX 


If  you  aren't  going  all  the  way, 
why  go  at  all? 

—JOE  NAMATH 


That  woman  speaks  18  languages  and 
can't  say  "no"  in  any  of  them. 

—DOROTHY  PARKER 


// /  told  you  you  have  a  beautiful 
body,  you  wouldn't  hold  it  against  me, 
would  you? 

—DAVID  FISH 


// the  devil  were  to  offer  me  a  resurgenct 
of  what  is  commonly  called  virility,  I'd 
decline,  "just  keep  my  liver  and  lungs  it\ 
good  working  order,"  I'd  reply,  "so  1  car 
go  on  drinking  and  smoking." 

—LUIS  BUN!) 


Real  love  is  a  pilgrimage.  It  happens 
when  there  is  no  strategy,  but  it  is  very  i 
because  most  people  are  strategists. 

—ANITA  BROOK? 


At  any  rate,  let  us  love  for  a  while,  for  a 
year  or  so,  you  and  me.  That's  a  form  c 
divine  drunkenness  that  we  can  all  try. 

— F.  SCOTT  FITZGERjI 


A  Text  ... 

Though  he  slay  me,  yet  will  I 
trust  in  him:  but  I  will  maintah 
mine  own  ways  before  him. 

—JOB  13:1 

Sent  in  by  John  Florov,  Olympia,  Wash. 
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If  you  think  we  work  hard  to  come  up  with 
breakthrough  technologies,  you  should 
see  how  hard  we  work  to  share  them. 
At  ChevronTexaco,  we  know  that  before 


you  can  control  greenhouse  gases  you 
have  to  know  where  those  emissions  are 
coming  from  and  in  what  quantities. 
So  we  created  the  SANGEA™  Energy  and 


www.chevrontexaco.com/emissions 


©2004  ChevronTexaco  Corporation,  ChevronTexaco  is  a  trademark  of  ChevronTexaco  Corporation 


lissions  Estimating  System,  proprietary 
ftware  that  can,  along  with  the  energy 
lustry's  standard  methodologies,  estimate 
lissions  from  every  single  oil  and  gas 


industry  activity.  We  then  gave  that  technology 
to  our  competitors.  Because  in  the  end, 
improving  the  environment  can  best  be 
accomplished  by  improving  our  cooperation. 


After  investing  heavily  in  a  better  technology 
to  measure  greenhouse  gases,  what  do  we  do? 

Give  it  away. 


ChevronTexaco 

Turning  partnership  into  energy." 


Our  color  printers,  multifunction  systerr 
spectrum  itself.  So  one  is  sure  to  fit  your  busine 

Color  is  improving  work  everywhere.  And  no  one  is  more  it  easy  to  custom  fit  a  color  solution  for  just  about 
committed  to  enhancing  how  people  use  color  than  Xerox.  business.  And  just  as  impressive  are  the  hands-on  extr 
( )ur  \\  Ide  arrav  of  award-winning  digital  color  devices  makes       can  provide,  like  workflow  expertise,  process  improve! 


Xerox  color  printers 
multifunction  systems 
&  digital  presses 


xerox.com/color  1-800-ASK-XEROX  ext.  COLOR 

©  2005  XEROX  CORPORATION.  All  rights  reserved  XEROX*  and  Xerox  Color.  It  makes  business  sense  are  trademarks  of  XEROX  CORPORATION  in  the  United  States  and/or  other  countries. 


id  digital  presses  are  as  varied  as  the  business 
,e  a  glove.  Xerox  Color.  It  makes  business  sense. 

iques,  and  managed  services  that  make  color  productive       it's  within  reach  of  small  businesses  as  well  as  large 
Tective.  Xerox  color  integrates  easily  into  any  network.         global  companies.  Why  not  try  Xerox  color  on  for  size?  We 
applies  are  economical.  And  our  line  is  so  affordable,       promise  a  lit  that  works  hand  in  glove  with  your  business. 


XEROX 


Technology    Document  Management    Consulting  Services 


WHAT  DID  YOUR  CONSULTANTS  LEAVE  BEHIND? 


When  a  consultancy  works  only  with  the  senior  executives,  they  often 
leave  you  with  more  problems  than  they  solved.  A.T.  Kearney,  however, 
collaborates  with  your  entire  team.  So  you  not  only  get  big  ideas,  but  an 
organization  prepared  to  implement  them — and  deliver  even  more. 
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Taxing  Yourself  Rich  A  shame  that  Frederic 

Bastiat,  the  French  economist,  is  not  around  to  take  on  the  con- 
vention centers. 

Convention  centers  are  springing  up  everywhere,  in  big 
cities  (Denver,  Portland,  Ore.)  and  small  (Schaumburg,  111.). 
Money  is  extracted  from  taxpayers  to  pay  for  the  centers  on  the 
theory  that,  by  attracting  business,  they  more  than  pay  for  them- 
selves. You  see,  there's  a  multiplier  effect.  The  convention-goers 
spend  money  on  meals  and  hotel  rooms,  and  so  they  create 
employment  for  chefs  and  bellhops.  Then  the  chefs  and  the  bell- 
hops spend  their  paychecks  and  other  people  get  jobs  from  that, 
and  so  on.  Consultants  told  the  Village  of  Schaumburg  that  its 
convention  center  and  entertainment  complex  would  generate 
$8.6  billion  of  economic  activity  over  30  years,  of  which  $6  bil- 
lion would  be  "earnings"  (whatever  is  meant  by  that).  Makes 
you  wonder:  With  billions  to  be  made,  maybe  private  investors 
could  build  the  convention  hall? 

But  private  investors  are  too  smart  to  do  that.  They  are  at 
least  dimly  aware  that  the  country  is  awash  in  convention  cen- 
ters and  rental  fees  for  the  halls  are  collapsing.  Victoria  Murphy 
reports  on  page  82. 

Bastiat  has  been  dead  for  155  years,  but  he  knew  all  about 
multipliers.  His  acerbic  take  on  the  matter  is  called  the  Broken 
Window  Fallacy.  In  this  parable  a  mischievous  boy  breaks  a 
shopkeeper's  window.  That  provides  work  for  the  glazier,  who 
puts  the  money  back  into  circulation,  and  the  money  keeps 
going  around  and  around,  to  the  point  where  the  townspeople 
are  all  but  rejoicing  at  the  vandalism.  Bastiat  points  out  the  fal- 
lacy: You've  forgotten  that  the  money  spent  on  the  window  is 
money  the  shopkeeper  might  otherwise  have  spent  at  the  cob- 
bler. Breaking  windows  does  not  enrich  the  town. 

New  York  City  has  a  scheme  afoot  to  have  the  taxpayers  help 
finance  a  new  Jets  stadium  that  would  double  as  an  exhibition 
hall.  According  to  the  politicians  this  building  will  cause  sports 
fans  and  conventioneers  to  flood  our  hotels.  Thus  will  New 
Yorkers  get  rich,  despite  higher  taxes  to  pay  for  the  stadium. 

It  beats  smashing  windows,  but  I  think  Bastiat  might  have 
come  up  with  another  way  to  attract  visitors  to  New  York: 
Repeal  the  13.6%  hotel  occupancy  tax.  For  some  reason  the  con- 
sultants aren't  pushing  this  particular  idea. 

i/v  Editor 
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'  the  HP  Color  LaserJet  2550L  for  just  $499.  Now  amazingly  accurate  HP  color  laser 
inology  is  available  to  even  the  tightest  budgets.  HP  Color  LaserJet  printers  let 

create  such  incredible  color  documents  in-house,  it's  no  wonder  HP  is  the  most 
ferred  printer  brand  in  the  world.  But  quality  doesn't  stop  with  the  output.  With  HP, 

can  count  on  more  advice  before  you  buy,  more  technology  when  you  do  and 
re  support  after. 
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Readers  Say 


Unburied  Treasure 


Despite  Senator  Harry  Reid's  opposition  to  using  Yucca  Mountain  as  a 
repository  for  nuclear  waste,  as  you  describe  in  "The  Silence  of  the  Nuke 
Protesters"  (Jan.  31,  p.  85),  we  in  Nevada  welcome  such  an  energy-produc- 
ing initiative.  Spent  fuel  can  be  processed  and  used  to  supply  this  country 
with  energy  for  centuries  and  is  collectively  approaching  $  1  trillion  in  value. 
The  hazard  of  transporting  spent  fuel  is  nil.  Witness  the  tens  of  thousands  of 
nuclear  weapons  transported  almost  a  hundred  million  truck-miles  since 
1945  without  release  of  nuclear  material.  Advocates  of  Yucca  Mountain  view 
it  as  a  Fort  Knox  of  energy. 

MIKE  DIX 
Las  Vegas,  Nev. 


All  Wet? 

In  "Reform,  Caucasus-Style"  (Jan.  10, 
p.  78)  you  stated  that  Borjomi  Water  is 
now  controlled  by  Badri  Patarkatsishvili 
and  that  "in  2003  he  took  his  stake  in 
Georgian  Glass  &  Mineral  Water  Co. 
through  his  London-based  Salford 
investment  arm  (a  piece  of  which  is 
owned  by  Berezovsky)."  This  statement 
is  entirely  false:  Salford  is  headquartered 
in  the  British  Virgin  Islands.  It  is  a 
private  equity  firm  specializing  in  the 
food  and  beverage  industries  in  Central 
and  Eastern  Europe. 

Salford  advises  on  projects  and 
manages  investments  for  a  number  of 
investors  and  international  companies, 
including  Boris  Berezovsky  and  Badri 
Patarkatsishvili.  Mr.  Patarkatsishvili  is 
not  a  shareholder  and  has  no  financial, 
managerial  or  voting  control  in  Geor- 
gian Glass  &  Mineral  Water  or  Borjomi 
Water.  Neither  Mr.  Patarkatsishvili  nor 
Mr.  Berezovsky  is  a  shareholder  in  Sal- 


ford, nor  do  they  have  any  financial, 
managerial  or  voting  control  in  Salford, 
which  is  owned  by  its  management. 
Further,  neither  Georgian  Glass  &  Min- 
eral Water,  Borjomi  Water  nor  Salford 
has  ever  received  any  form  of  compen- 
sation, whether  direct  or  indirect,  from 
BP  or  any  other  party  as  a  result  of  the 
routing  of  an  oil  pipeline. 

JAMAL  KHAN 
Senior  Group  Counsel,  Salford 
London,  England 

While  Salford  manages  Georgian  Glass  & 
Mineral  Water  and  Borjomi  Water, 
Mr.  Patarkatsishvili  holds  no  shares  in  the 
water  company,  contrary  to  information 
provided  by  several  sources  close  to 
the  deal. — ED. 


Forbes 

Send  e-mail  to  readers@forbes.com  or  visit 
www.forbes.com/lerters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 
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"Objective,  independent,  third-party  research." 

Can  your  broker  say  that? 


FREE  TRADES  FOR  A  MONTH 

Open  an  account  online  at 
tdwaterhousejcom/freetrades 
and  enter  offer  code  MRCFBF. 

CONTACT  US  AT: 

1.800.tdwaterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  $9.95 


At  TD  Waterhouse,  you  can  feel  confident 
in  the  objectivity  of  the  research  and 
information  they  provide.  Because  it 
comes  from  independent,  third-party 
sources.  Not  in-house  research  analysts. 

You'll  find  offerings  like  MarketEdge 
Second  Opinion.  Standard  &  Poor's 
Reports.  Reuters  ProVestor  Plus. 
Vickers  Insider  Trading  Chronologies. 
Standard  &  Poor's  The  Outlook.  And 
Standard  &  Poor's  Five  STAR  Stock 
Reports.  And  it's  all  FREE. 

Il  is  also  easy  to  use,  thanks  to  tools 
like  their  Stock  Screeners  that  let  you 


"screen"  for  investment  ideas  according 
to  various  criteria,  including  10 
pre-defined  Standard  &  Poor's  strategies. 

So  if  your  current  broker's  lack  of 
objectivity  is  a  concern,  check  out 
TD  Waterhouse.  They  make  it  easy  to 
switch,  and  easy  to  invest  on  your  own. 

You  can  do  this.  Switch  today  to 
TD  Waterhouse.  The  alternative  to 
higher-priced  brokers. 


TD 


Waterhouse 


You're  in  Control. 


004  TD  Waterhouse  Investor  Services,  Inc.  Member  NYSE/SIPC.  Comparison  based  on  survey  of  standard  equity  commissions  as  ot  3/1 7/04.  Services  vary  by  firm.  Access  to  services  and  your  account  may  be  affected  by  market  conditions,  system 
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Comment 


By  Steve  Forbes,  Editor-in-Chief 
"With  all  thy  getting  get  understanding" 


Deadly  Prejudice 


NEARLY  EVERY  MONTH  ALMOST  AS  MANY  PEOPLE  DIE  FROM 
malaria  as  were  killed  by  the  tsunami  waves  in  the  Indian  Ocean. 
Most  of  malaria's  victims,  some  2  million  a  year,  are  children  under 
the  age  of  5.  More  than  300  million  annu- 
ally suffer  from  this  debilitating  disease  that 
drains  survivors  of  their  mental  and  physical 
energies.  Incredibly,  there's  an  easy,  proven 
and  cheap  way  to  eradicate  most  of  the 
globe's  malaria — DDT.  Yet  in  one  of  history's 
more  murderously  myopic  ongoing  actions, 
most  advanced  countries  and  international 
agencies  discourage  its  use.  Why?  Blame 
Rachel  Carson's  seismically  influential — and 
now  largely  discredited — book,  Silent  Spring, 
first  published  in  1962.  In  it  she  blames  DDT 
for  imperiling  birds  and  people,  portraying  it  as  a  blight  of  almost 
biblical  proportions.  It  ain't  so.  As  Dr.  Elizabeth  Whelan  of  the 
American  Council  on  Science  &  Health  once  put  it,  there  "has  never 
been  a  documented  case  of  human  illness  or  death  in  the  U.S.  as  a 
result  of  the  standard  and  accepted  use  of  pesticides."  The  British 
medical  journal  The  Lancet  similarly  notes  that  after  40  years  of 
research  no  significant  health  threat  from  DDT  has  been  found. 


A  health  worker  sprays  a  small  amount  of  DDT  on 
a  home.  Wider  use  would  save  millions  of  lives. 


Indiscriminate  use  of  DDT  will  indeed  have  a  deleterious  im- 
pact on  certain  birds.  But  we're  not  advocating  that.  The  use  of  tiny 
amounts  inside  a  house  or  hut  is  all  that's  needed  As  Nicholas  Kristof 
observed  in  one  of  his  New  York  Times 
columns,  "Four  hundred  fifty  thousand  peo- 
ple can  be  protected  [from  malaria]  with  the 
same  amount  [of  DDT]  that  was  applied  in 
the  1960s  to  a  single  1,000-acre  American 
cotton  farm. . . .  Humans  are  far  better  off 
exposed  to  DDT  than  exposed  to  malaria." 

Yet  Carson's  book  has  made  DDT 
taboo — with  ghastly  results.  Some  30  mil- 
lion to  60  million  people  have  perished 
unnecessarily.  In  1996,  for  example,  South 
Africa  stopped  using  DDT,  and  its  malaria 
cases  increased  tenfold.  Four  years  later  South  Africa  reversed 
itself  and  employed  DDT  again.  The  result:  The  incidence  of 
malaria  promptly  dropped  almost  80%.  Nevertheless,  too  many 
health  officials  cling  to  alternatives  that  are  only  fractionally  as 
effective.  That  various  agencies,  governments,  health  officials  and 
environmentalists  have  deliberately  dissuaded  the  world  from 
using  DDT  is  one  of  the  most  immoral  moves  of  modern  times. 


Soviet-Style  Pricing 


ZALIFORNIA  has  a  NEW  law  on  its  books  requiring  hospi- 
As  to  disclose  prices  for  goods  and  services.  One  immediate,  eye- 
apening  result  is  being  able  to  see  the  Grand  Canyon-esque  gaps 
n  what  hospitals  charge  for  similar  treatments  and  medications. 
\  head/brain  CT  scan,  for  instance,  can  range  in  price  from  a 
ittle  less  than  $900  to  as  much  as 
56,600.  In  short,  the  hospitals'  pricing 
seems  to  have  little  to  do  with  supply 
and  demand  and  no  real  rationale. 

At  some  of  these  institutions 
:onsumers  must  make  special 
appointments  in  order  to  see  the 
lospital's  price  list.  Can  you  imag- 
ine, say,  a  hotel  not  letting  you  know  how  much  a  room  costs? 

This  just  further  demonstrates  the  need  for  promoting  the 
new  Health  Savings  Accounts.  HSAs  are  like  IRAs — the  money 
joes  in  tax-free,  grows  tax-free  and  can  be  spent  for  health  care 
purposes  tax-free.  HSAs  enable  companies  to  buy  high- 
deductible  health  care  insurance  policies  at  low  prices,  and  most 
af  the  deductible  is  covered  by  the  contributions  to  the  HSAs. 
ITiese  accounts  are  owned  by  the  individual  employees,  so  if  you 
lose  your  job,  you  take  the  HSA  with  you.  The  money  is  yours. 


Medical  Markup: 
California  Hospitals  Open  Books, 
Showing  Huge  Price  Differences.. 
Why  a  Leech  Retails  for  $81 


We've  used  a  variation  of  HSAs  here  at  Forbes  for  a  number  of 
years.  Each  year  our  employees  get  $2,000  to  use  for  medical 
expenses.  What  they  don't  use  gets  rolled  over.  If  your  medical  out- 
lays exceed  $2,000,  then — and  only  then — the  deductible  kicks  in. 
Go  above  the  deductible  and  the  plan's  catastrophic  insurance 
comes  into  play.  We're  now  also  offer- 
ing HSAs  themselves — they  have  the 
advantage  of  being  easily,  fully 
portable.  Bottom  line:  Our  health 
care  costs  have  gone  up  less  than 
those  of  our  peers.  Individual  workers 
search  out  better  values  for  the  health 
care  money  that  belongs  to  them. 
Injecting  consumerism  into  health  care  would  give  us  the  best 
of  all  worlds:  more  health  care  for  less  money.  The  most  vivid 
example  is  laser  eye  surgery.  Today  the  procedure  that  enables  peo- 
ple to  do  away  with  glasses  costs  about  a  third  of  what  it  did  a 
decade  ago.  Why?  Because  it's  not  covered  by  insurance;  therefore, 
those  performing  the  laser  surgery  have  every  incentive  to  make 
the  procedure  better  and  more  affordable.  HSAs  will  have  the 
same  effect:  You,  the  consumer  (i.e.,  the  patient),  will  get  full  value 
for  your  health  care  dollars  precisely  because  they  are  your  dollars. 


-Wall  Street  Journal 
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Fact  and  Comment 


Band  of  Buyers 


INSTEAD  OF  BELLYACHING  OVER  THE  INCREASE  IN  THE  NUMBER  OF 
people  who  don't  have  health  insurance,  Congress  should  imme- 
diately pass  the  Small  Business  Health  Fairness  Act.  This  piece  of 
legislation  would  make  insurance  affordable  for  as  many  as  8.5  mil- 
lion people  by  allowing  small  businesses  to  band  together  through 
trade  and  professional  associations  to  purchase  health  insurance  for 
their  employees.  Currently  these  outfits  must  buy  policies  on  their 
own,  often  at  prohibitively  high  prices.  These  businesses  lack  the 
buying  clout  of  big  companies,  and  they  fall  under  state  regulations 
whose  mandated  benefits  enormously  increase  insurance  costs. 

With  so-called  Association  Health  Plans  (AHPs),  small  busi- 
nesses would  gain  the  bargaining  power  of  large  corporations 
and,  in  being  put  under  federal  jurisdiction,  would  avoid  costly 


state  mandates,  just  as  big  companies  do  today.  Fewer  small  busi- 
nesses would  be  forced  out  of  the  health  care  market  altogether. 

The  Congressional  Budget  Office  estimates  that  AHPs  would 
cut  small  business  insurance  premiums  13%  on  average,  and  in 
some  cases,  up  to  25%.  The  bill  passed  the  House  last  year  but 
was  stalled  in  the  Senate.  The  White  House  and  congressional 
leaders  should  push  enactment  of  this  bill  as  soon  as  possible. 

Congress  should  also  permit  individuals  and  companies  to  buy 
health  insurance  through  the  Internet.  Buyers  could  then  choose 
from  policies  around  the  country.  Thus  a  person  in  New  Jersey 
could  purchase  a  policy  issued  by  a  company  in  Oklahoma,  thereby 
avoiding  the  costly,  onerous  regulations  that  make  health  insurance 
in  New  Jersey  so  unnecessarily  expensive— and  unaffordable. 


True  Titan 


WALTER  B.  WRISTON,  FORMER  CHAIRMAN  AND  CEO  OF  CITI- 
corp/Citibank,  was  a  founding  director  of  Forbes.com,  serving 
until  last  year.  Our  dot-com  revenues  would  never  have  equaled 
those  that  Citicorp  took  in  every  few  minutes,  but  to  Walt  that 
mattered  not  at  all. 

He  was,  at  heart,  an  innovator,  an  entrepre- 
neur, an  original  thinker  and  a  man  who  delighted 
in  getting  things  done.  He  quickly  grasped  the 
promise  of  the  Internet  and  never  lost  faith  in  its 
possibilities,  even  in  the  aftermath  of  the  high- 
tech bubble.  The  fact  that  there  were  setbacks  and 
excesses  in  the  field  was  to  him  part  of  the  normal 
course  of  events  in  a  free  market.  That  never  made 
Walt  lose  sight  of  how  powerful  an  instrument  the 
Internet  is.  He  understood,  as  few  do,  how  funda- 
mentally vital  is  the  spread  of  information. 

The  willingness  to  pioneer  by  pursuing  and  investing  in  new 
technologies  and  venturing  into  areas  where  others  feared  to 
tread — or  had  tread  and  faltered — was  how  this  man  truly  rev- 
olutionized American  and  global  banking.  The  word  "revolu- 
tion" has  been  grossly  overused,  but  what  Wriston  did  for 
finance  was  just  that — a  revolution. 

Until  the  1960s  banking  had  been  a  backwater.  A  handful  of 
hours  each  day  was  more  than  sufficient  to  handle  one's  respon- 
sibilities. Commercial  bankers  were  risk  averse,  stodgy.  They 


didn't  want  to  be  bothered  with  consumers — that  was  for  sav- 
ings banks,  not  commercial  banks.  And  the  government  told 
banks  what  interest  rates  they  were  allowed  to  pay  on  deposits. 
Before  Walt  was  through,  however,  he  had  almost  singlehand- 
edly  turned  banking  from  the  equivalent  of  a 
small,  sleepy  town  into  a  hyperenergetic  New  York- 
like metropolis.  Under  his  leadership  Citibank  pio- 
neered automated  teller  machines.  It  pursued  the 
credit  card  business  in  a  way  that  no  other  bank 
was  doing  at  the  time.  He  constandy  battered  gov- 
ernment regulations.  He  expanded  internationally 
at  a  dizzying  pace.  Old  constraints  on  banks  were 
consigned  to  the  dustbin  of  history.  Walt  made 
what  is  now  known  as  Citigroup  the  world's  lead- 
ing financial  institution.  Because  he  was  not  risk 
averse,  Walt  made  his  share  of  mistakes.  But  these 
were  minute  compared  with  his  monumental  achievements. 

Walt  was  a  delight  to  be  around.  He  believed  passionately  in  free 
markets.  His  insights  were  almost  always  original  and  profound, 
and  our  board  meetings  were  always  productive  and  stimulating. 

My  only  regret  is  that  he  was  never  given  the  reins  to  run  the 
Treasury  Department  or  the  Federal  Reserve.  Now  that  would 
have  been  something  to  behold!  Ultimately,  however,  Walt  Wris- 
ton achieved  far,  far  more  than  those  who  have  held  these  kinds 
of  public-sector  posts.  We  have  lost  a  truly  remarkable  man. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Lure  Fishbar— 142  Mercer  St.,  near  Prince  St.  (Tel.:  212-431- 
7676).  The  yachtlike  ambience  immediately  beguiles.  The  fare 
is  uniformly  delicious:  first-rate  sashimi  platter;  flavorful  clam 
chowder;  tender,  tasty  chicken  skewers;  and  moist  and  fabulous 
swordfish.  All  are  served  by  a  staff  who  clearly  like  their  jobs. 

Ben  Benson's- 123  West  52nd  St.  (Tel.:  212-581-8888).  An  old- 
fashioned  steak  house  in  the  grand  tradition.  It's  crowded,  but  the 
crowd  is  very  happy.  Steaks  are  right  up  there  with  the  best;  the 


lobster  and  shrimp  dishes  are  generous  and  delicious.  The  baked 
potatoes  are  enormous  and  done  to  perfection,  and  the  tomato 
and  onion  salad  with  Roquefort  dressing  is  obscenely  good. 
•  Coco  Pazzo-23  East  74th  St.  (Tel.:  212-794-0205).  This  spot 
has  finally  come  into  its  own.  The  welcome  is  warm;  the  food, 
mouthwateringly  good.  Favorites:  scrumptious  white  aspara- 
gus with  Parmesan  sauce,  tender  Italian  pot  roast  and  superb 
broccoli  rabe.  Desserts  are  simple  and  good.  F 
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The  Granddaddy  of  all  ETFs. 

Since  their  launch  in  1993,  exchange  traded  funds  (ETFs)  have  become  one  of  the  world's  fastest  growing  investments. 
It  all  started  with  Spiders  (SPY),  the  first  of  the  species.  As  powerful  as  ever,  Spiders  still  have  the  highest  market  value 
among  the  more  than  140  ETFs  that  exist  today.  Each  Spider  puts  the  strength  of  the  entire  S&P  500  to  work  in  your 
portfolio.  That's  500  of  America's  leading  companies  in  every  share.  Spiders  are  tax-efficient  and  have  low 
management  fees!  Like  stocks,  they  can  be  traded  all  day  long,  and  of  course,  Spiders  are  subject  to  similar  risks. 
This  granddaddy's  been  around,  but  can  still  add  some  muscle  to  any  portfolio.  www.SPDR.com.Ticker  symbol 
Amex:SPY.The  entire  S&P  500  in  every  share. 


53P  Dff? 


State  Street 

Global  Aovsoks  AMERICAN 

ssgA,  STOCK  EXCHANGE* 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully 
before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  call 
1-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  *Usual  brokerage  commission  applies. 

Since  inception  in  1993,  the  SPDR  Trust  has  distributed  only  $0.16  in  short  and  long-term  capital  gains.  S&P  500*  and  SPDR* are  trademarks  of 
The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or 
promoted  by  Standard  &  Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs.  ©2004  Ametican  Stock  Exchange  LLC 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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Other  Comments 


All  knowledge  is  sterile  which  does  not  lead  to  action  and  end  in  charity. 

— DESIRfi-JOSEPH  cardinal  mercier 


□ 


Instrument  of  Salvation  DDT  is  a  victim  of  its 

success,  having  so  thoroughly  eliminated  malaria  in  wealthy 
nations  that  we  forget  why  we  once  needed  it.  But  malaria  kills 
Africans  today.  Those  worried  about  the  arrogance  of  playing 
God  should  realize  that  we  have  forged  an  instrument  of  salva- 
tion, and  we  choose  to  hide  it  under  our  robes. 

Malaria  is  a  disease  Westerners  no  longer  have  to  think 
about.  Independent  malariologists  believe  it  kills  2  million  peo- 
ple a  year,  mainly  children  under  5  and  90%  of  them  in  Africa. 
Until  it  was  overtaken  by  AIDS  in  1999,  it  was  Africa's  leading 
killer.  One  in  20  African  children  dies  of  malaria,  and  many  of 
those  who  survive  are  brain-damaged.  Each  year,  300  million  to 
500  million  people  worldwide  get  malaria. 

The  very  insecticide  that  eradicated  malaria  in  developed  na- 
tions has  been  essentially  deactivated  as  a  malaria-control  tool  today. 
The  paradox  is  that  sprayed  in  tiny  quantities  inside  houses — the 
only  way  anyone  proposes  to  use  it  today — DDT  is  most  likely  not 
harmful  to  people  or  the  environment.  Certainly,  the  possible  harm 
from  DDT  is  vastly  outweighed  by  its  ability  to  save  children's  lives. 

—TINA  ROSENBERG,  New  York  Times 

Leveling  the  Playing  Field  The  Small  Business 

Health  Fairness  Act,  which  I  introduced  [in  2003]  while  I  was  in 
Congress,  will  help  reduce  the  high  cost  of  health  insurance  for 
small  businesses,  farmers  and  the  self-employed.  Reducing  the 
cost  of  health  care  for  small  businesses  gives  them  more  money 
to  grow  their  businesses,  to  expand  into  new  areas  and  hire  new 
workers.  President  Bush  expressed  this  at  a  health  care  forum 
[last  year],  remarking  that  the  best  way  to  create  jobs  is  to  ensure 
that  businesses  here  at  home  are  competitive.  "The  more  com- 
petitive we  are  here  at  home,"  Bush  said,  "the  better  it  is  to  do 
business  at  home,  the  more  likely  it  is  we'll  keep  jobs  here  at 


"I  don't  have  any  corporate  sponsors.  I  have  a  job." 


home.  And  Association  Health  Plans  is  one  such  way." 

It  is  vital  that  we  provide  small-business  owners  with  more  af- 
fordable insurance  options.  Small  business  is  the  catalyst  of  our 
economy,  and  half  of  new  jobs  created  are  in  small  businesses.  Pres- 
ident Bush  has  said  that  "to  make  sure  the  entrepreneurial  spirit  re- 
mains strong,  we  need  to  address  the  issue  of  the  cost  of  health 
care."  Savings  from  legislation  like  this  could  bring  down  the  cost  of 
hiring  an  employee,  which  will  make  new  business  hiring  a  reality. 

—ERNIE  FLETCHER,  governor  of  Kentucky, 
Lexington  Herald  Leader 

Striving  for  Excellence  Liberty  is  the  way,  and  the 

only  way,  of  perfectibility.  Without  liberty  heavy  industry  can  be 
perfected,  but  not  justice  or  truth. 

—ALBERT  CAMUS 

The  Furious  Left  Long  ago,  sophisticates  hated  Lincoln 
the  same  way  "sophisticates"  hate  Mr.  Bush  today.  Lincoln,  with  his 
earnest,  plainspoken  honesty,  his  dislike  of  the  social  scene,  and  his 
Midwestern,  middle-American  style,  was  so  obviously  dumb  that 
no  one  could  even  begin  to  take  him  seriously.  Even  worse,  he 
believed  in  God,  quoted  the  Bible,  and  insisted  that  America  had 
an  obligation  to  do  right.  Mr.  Bush  isn't  Lincoln;  Lincoln  was 
incomparable.  But  just  as  Lincoln  once  did,  Mr.  Bush  makes  his 
political  enemies  feel  superior  plus  guilty — which  equals  nasty. 
—DAVID  GELERNTER,  professor,  Yale  University,  New  York  Sun 

Money  Managers  One  reason  Mr.  Bush,  and  not  John 
Kerry,  [took]  the  oath  of  the  presidency  [last  month]  is  that  he 
has  proved  himself  more  aware  than  the  Democrats  of  what  kind 
of  a  country  the  U.S.  has  become.  It  already  is  an  "ownership 
society,"  and  the  voters  seem  to  like  it  that  way.  Managing  securi- 
ties is  no  longer  something  just  for  the  toffs;  some  27%  of  Amer- 
ican households  own  stocks  or  mutual  funds,  according  to  census 
data.  Nearly  30%  have  a  401  (k)  plan  and  23%  have  an  IRA  or 
Keogh  plan.  About  65%  own  interest-bearing  assets  at  financial 
institutions.  Nearly  70%  own  their  primary  residence.  Median 
net  worth  was  $86,100  in  2001  and  average  net  worth  $395,500. 

It  seems  safe  to  say  that  most  Americans  feel  quite  capable  of 
running  their  financial  affairs.  Social  Security  and  the  New  Deal 
gave  Americans  hope  at  a  time  when  an  unholy  series  of  gov- 
ernment policy  errors  had  thrown  the  country  into  Depression. 
But  that  was  then  and  this  is  now. 

—GEORGE  MELLOAN,  Wall  Street  Journal 

The  Art  of  Conversation  Conversation  is  possible, 

of  course,  between  two  people,  but  it  can't  be  much  of  an  art 
unless  there  are  at  least  three. 

—JOHN  ERSKINE  F 
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TEN  MOVES  AHEAD 


1.  LINUX  AND  SOLARIS™  OS 
APPLICATIONS  RUN  SIDE-BY-SIDE 

2.  CHOICE  OF  SYSTEMS  - 
SPARC®,  AMD  OPTERON™,  INTEL 

3.  RUNS  ON  OVER  250  SYSTEMS  FROM 


5.  MILITARY-GRADE  SECURITY, 
VIRUS-FREE  FOR  THE  LAST  20  YEARS 

6.  GUARANTEED  COMPATIBILITY*, 
GUARANTEED  INDEMNITY 

7.  UP  TO  80%  SYSTEM  UTILIZATION 
(NO  MAINFRAME  REQUIRED) 


SUN.COM/SOLARIS10 


IX  THEMSELVES 

f  FAILSAFE  FILE 
OTECTION 

TO  100-WAY 


+Sun 

microsystems 

The  Network  is  the  Computer- 


C  20W  SUN  MICROSYSTEMS,  INC  ALL  RIGHTS  RESERVED  SUN.  SUN  MICROSYSTEMS,  THE  SUN  LOGO.  SOLARIS  AND  THE  NETWORK  IS  THE  COMPUTER  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  SUN  MICROSYSTEMS,  INC  IN  THE  UNITED  STATES  AND  OTHER 

COUNTRIES  ALL  SPARC  TRADEMARKS  ARE  USED  UNDER  LICENSE  AND  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  SPARC  .NTERNATIONAL.  INC  IN  THE  UNITED  STATES  AND  OTHER  COUNTRIES 
'  SEE  SOLARIS  APPLICATION  GUARANTEE  PROGRAM  FOR  MORE  OETAJLS 


Current  Events 


By  Paul  Johnson 


Why  Millions  Say,  Softly,  God  Bless  America 


DEMOCRACY  HAS  MANY  ENEMIES,  AND  THE  TERRORIST  IS  ONLY 
one  of  them.  It  also  has  many  hypocritical  and  humbugging 
pseudosupporters,  which  is  one  of  numerous  lessons  to  be 
drawn  from  the  situation  in  Iraq. 

When  America — having  smashed  Iraq's  40-year-old  Baathist 
tyranny  and  captured  its  blood-soaked  leader,  Saddam  Hussein — 
promised  to  hold  democratic  elections  with  all  deliberate  speed  so 
that  Iraqis  could  decide  their  own  future,  the  hope  and  expecta- 
tion was  that  democratic  nations  and  peoples  the  world  over 
would  come  and  help.  But  that  did  not  happen.  With  the  notable 
exceptions  of  Australia,  Poland  and  Britain  (whose  prime  minister, 
Tony  Blair,  has  taken  huge  political  risks  to  back  America  100%), 
most  other  democratic  nations  have  looked  the  other  way. 

The  worst  example  is  Spain.  On  the  eve  of  elections  there,  ter- 
rorists detonated  bombs  on  trains  in  Madrid,  panicking  the  nation. 
In  a  spasm  of  fear  the  Spanish — not  normally  lacking  in  courage — 
voted  in  a  Socialist  government.  The  new  government  took  the  cow- 
ard's way  out  and  withdrew  its  troops  from  Iraq. 

In  Ukraine  voters  took  to  the  streets  to  reverse  a  crooked  elec- 
tion. Thanks  to  the  backing  of  the  U.S.,  Ukrainians  won  their  point, 
and  their  true,  democratically  elected  president  took  office.  But 
even  though  it  has  tasted  the  sweets  of  democracy  itself,  Ukraine  is 
also  withdrawing  its  troops  from  Iraq — a  case  of  cowardice  com- 
pounded by  selfishness  that  bodes  ill  for  the  country's  future. 

Spain  and  Ukraine  expect  to  enjoy  democracy  but  will  not 
lift  a  finger  to  help  the  Iraqis,  who  have  never  had  such  a  luxury. 

France  and  Germany  have  remained  on  the  sidelines,  greet- 
ing America's  cosdy  efforts  to  bring  democracy  to  the  Arab  world 
with  a  mixture  of  vicious  criticism,  sneers  and  obstructive  tac- 
tics. But  then,  neither  nation  has  much  of  a  democratic  record. 

The  Germans  have  had  democracy  imposed  on  them  twice  by 
the  victorious  Allies,  each  time  after  a  world  war  Germany  started. 
German  democracy  is  a  superficial  growth,  and  if  the  Socialists 
there  continue  to  mismanage  the  economy  and  impoverish  the 
people,  who  can  say  whether  freedom  in  Germany  will  survive? 

The  French  have  had  12  written  constitutions  since  1789.  None 
has  given  ordinary  French  people  the  feeling  that  they  are  really  in 
charge  of  their  affairs.  If  they  have  a  real  grievance  they  take  to  the 
streets  and  block  the  roads  and  ports,  knowing  from  bitter  experi- 
ence that  force  is  more  likely  to  get  results  than  arguments  or  votes. 

Italy  has  had  democracy  of  a  sort  since  1945,  but  it  is  so  cor- 
rupt that  Italians  don't  put  much  faith  in  it.  They  know  that 
family  and  business  connections — based  on  favors  given  and 
reciprocated — are  the  only  way  to  obtain  justice  and  their  rights. 


The  European  Union  itself  is  the  epitome  of  the  Continent's 
pseudodemocracy.  There  power  is  distributed  among  masterful 
bureaucrats  and  permanent  political  elites.  The  resulting  lack  of 
freedom  for  individuals  and  businesses  means  that  economic 
growth  is  almost  nil  and  the  future  is  bleak. 

As  for  European  intellectuals,  who  command  so  much  power  in 
the  media,  universities  and  opinion-forming  circles,  they  have  done 
everything  they  possibly  could  to  abuse  America's  initiative  in  Iraq 
and  to  prevent  the  installation  of  freedom.  Some  make  it  clear  that 
they  would  much  prefer  Iraq  to  be  run  by  men  like  Saddam  than  by 
American-backed  democrats.  Of  course,  intellectuals  pay  lip  service 
to  free  elections  but  in  practice  have  a  profound  (if  secret)  hatred  of 
democracy.  They  cannot  believe  that  their  votes  should  count  for  no 
more  than  the  votes  of  "uneducated"  people  who  run  small  busi- 
nesses, work  on  farms  and  in  factories  and  have  never  read  Proust. 

The  intellectuals  wanted  the  Iraqi  elections  to  be  defeated  by 
terror.  But  now  that  the  elections  have  actually  taken  place,  they 
want  the  new  government  to  fail.  They  want  democracy  to  fail  in 
Afghanistan  as  well  so  that  they  can  smile  smugly  and  say,  "We 
told  you  so."  For  if  democracy  were  to  triumph  everywhere, 
what  role  would  there  be  for  the  intellectual  critic?  As  Shake- 
speare put  it,  "Othello's  occupation's  gone." 

Turning  Point? 

Despite  all  these  false  friends  and  hidden  enemies,  however, 
democracy  is  taking  its  first  faltering  steps  in  the  Arab-Muslim 
world.  It  may  well  be  that  in  history's  long  perspective,  Amer- 
ica's success  in  turning  Afghanistan  and  Iraq  away  from  tyranny, 
fear  and  murder  toward  the  peaceful  rule  of  the  ballot  will  seem 
a  historic  turning  point.  Other  successes  may  well  follow,  and 
the  chariot  of  democracy  will  gather  momentum. 

lust  as  the  appalling  20th  century  was  the  age  of  the  totalitar- 
ian state,  the  Gulag  and  Auschwitz,  so  the  21st  may  come  to  be 
seen  as  the  age  of  government  "of  the  people,  by  the  people,  for 
the  people."  If  so,  the  U.S.,  by  its  courage  and  persistence,  will  be 
able  to  take  primary  credit.  It  has  certainly  led  from  the  front,  and 
it  has  shown  that  it  knows  how  to  use  its  position  as  the  world's 
sole  superpower  with  judgment,  honor  and  unselfishness. 

I  think  Abraham  Lincoln  would  be  proud  of  what  George  W. 
Bush  and  the  U.S.  forces  have  done.  After  the  freeing  of  the  slaves, 
what  more  logical  and  benevolent  step  could  there  be  than  to  free 
millions  of  Arabs  from  the  slavery  of  terror?  So  I  say,  God  Bless 
America.  And  I'm  confident  that  countless  millions  throughout  the 
world  say  so,  too,  even  if  they  do  not  dare — yet — to  say  so  aloud.  F 


Paul  Johnson,  eminent  British  historian  and  author;  Lee  Kuan  Yew,  minister  mentor  of  Singapore;  and  Ernesto  Zedillo,  director, 
Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 
rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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Digital  Rules 

By  Rich  Karlgaard,  publisher 


Startup  Beats  Back  Death 


NINE  OUT  OF  TEN  ENTREPRENEURS  FAIL  IN  THEIR  ENTREPRE- 
neurial  attempts.  The  odds  are  worse  if  you  try  to  launch  a  busi- 
ness while  your  body's  largest  internal  organ,  the  liver,  is  going 
south  with  hepatitis  C  and  your  energy  is  good  for  only  three 
hours  a  day,  tops.  But  this  was  the  story  with  Gary  Doan  of 
Eagan,  Minn,  and  his  data-storage/backup  company,  Intradyn. 

"I  first  got  sick  in  1993,  when  I  was  on  a  cruise  ship  in  the 
Caribbean,"  Doan  begins.  The  doctor  ran  blood  tests.  He  suspected 
hepatitis,  but  nobody  knew  about  hep  C  back  then.  The  doctor's 
diagnosis  was  "non-A  and  non-B."  Doan  later 
traced  his  infection  to  a  blood  transfusion  he'd 
had  after  a  motorcycle  accident  in  the  1970s. 

After  being  diagnosed  Doan  took  the 
usual  precautions;  he  stopped  drinking  and 
had  quarterly  blood  tests.  But  he  felt  tired  all 
the  time.  In  1997  his  liver  worsened,  and  his 
doctors  put  him  on  a  transplant  list.  "They 
told  me  the  wait  would  be  three  years,"  Doan 
says.  He  quit  work  and  moved  to  Florida  to  be 
near  his  children  from  a  previous  marriage. 

He  also  began  plotting  a  new  startup  com- 
pany. A  twice-successful  entrepreneur  in  the  field 
of  data  networking,  Doan  couldn't  stop  thinking  and  dreaming, 
even  though  it  was  likely  he  was  dying.  Some  people — though  one 
supposes  not  many — are  like  that.  Even  when  dying  they  think  and 
dream.  Doan's  problem  was  with  the  thinking  part.  "By  1998,"  he 
recalls,  "there  were  so  many  toxins  in  my  body  and  brain  that  I  had 
symptoms  of  Alzheimer's.  My  short-term  memory  was  disappear- 
ing, and  I  had  to  write  everything  down  on  yellow  pads  or  I'd  forget. 
And,  at  best,  my  energy  level  was  good  for  a  three-hour  stretch." 

"Nobody  Was  Targeting  Small  Businesses" 

Doan  filled  his  pads  and  his  notebook  with  thoughts  on  where 
the  data-storage  business  was  going.  During  his  lucid  hours  he 
reasoned  that  e-mail  and  the  Web  would  soon  overwhelm  most 
companies'  existing  storage  capacity.  Backup  and  retrieval  needs 
would  grow  exponentially,  which  meant  the  cost  in  labor  hours 
would  kill  a  company  if  it  didn't  have  some  kind  of  automated 
backup.  Doan  knew  that  data-storage  giants  such  as  EMC  were 
onto  this  trend.  "But  EMC,"  he  says,  "was  selling  to  big  busi- 
nesses that  could  spend  hundreds  of  thousands  of  bucks  on 
automated  backup  and  retrieval.  Nobody  was  targeting  small 
businesses.  That  was  where  the  opportunity  lay." 

But  Doan  first  had  to  stay  alive.  By  2000  his  ankles  and  feet 
looked  like  water  balloons,  his  liver  unable  to  flush  out  toxins. 
Finally,  a  year  later,  the  call  came  for  the  transplant.  But 
Doan  slept  through  the  call  and  missed  his  chance.  Another 


Gary  Doan  came  up  with  the  idea  for 
Intradyn  while  dying  from  liver  failure 


call  came  a  month  later,  but  Doan  blew  it  again.  "That's  when  I  put 
all  my  friends  and  relatives  on  the  hospital's  speed  dial,"  he  says. 
Over  Labor  Day  weekend  2001  Doan  received  a  new  liver  at  the 
University  of  Minnesota.  Eight  days  later  he  was  out  of  the  hospital. 

This  year  Doan  thinks  Intradyn  will  break  $10  million  in 
sales.  Three  big  trends  are  driving  the  company  right  now.  One 
is  the  proliferating  use  of  cheap  servers  powered  by  commodity 
chips — a  trend  that  has  made  Dell  four  times  bigger  than  Sun 
and  has  given  Google  a  cost  edge  over  its  rivals.  Doan  foresaw 
the  day  of  cheap  servers  and  made  his  soft- 
ware bet  on  that  platform. 

A  second  trend  has  turned  out  to  be  bigger 
than  Doan  imagined.  That  is  the  growing  need 
for  companies  to  back  up  their  data.  "The 
myth,"  Doan  says,  "is  that  only  large  public 
companies  are  subjected  to  Sarbanes-Oxley  and 
other  regulatory  oversights."  Doan  points  to  the 
financial  investment  field,  where  the  Securities 
&  Exchange  Commission  now  requires  broker- 
dealers  and  registered  investment  advisers  to 
save  their  data  to  an  unalterable  form,  retriev- 
able within  24  hours.  "Most  broker-dealers  and 
registered  investment  advisers  work  for  small  firms,"  says  Doan. 

Doan's  third  inspiration,  jotted  down  by  his  yellowing  hand 
on  yellow  pads  in  1998,  was  that  small  businesses  would  one  day 
surpass  large  businesses  as  consumers  of  software  and  services. 
That  day  is  drawing  nearer.  The  research  firm  International 
Data  Corp.  says  small  business  IT  spending  will  be  60%  of  all  IT 
spending  within  ten  years.  IBM  and  Microsoft  concur  with  this 
view.  The  two  giants  see  their  fastest  growth  coming  from  small 
and  medium-size  businesses  in  the  years  ahead. 

Intradyn  offers  an  entry-level  price  point  of  $1,500  for  its 
RocketVault  software.  You'd  have  to  add  a  couple  of  zeroes  to 
that  if  you  wanted  to  buy  similar  software  from  EMC  or  other 
large  vendors.  Well,  okay,  perhaps  "similar"  is  not  a  fair  compar- 
ison between  Intradyn's  dirt-cheap  product  and  the  well-tested, 
hugely  scalable,  professional  offerings  of  EMC.  Then  again, 
don't  we  often  laugh  off  disruptive  technologies  when  they  first 
appear?  As  Clayton  Christensen  of  the  Harvard  Business  School 
has  written,  RCA  gave  no  thought  to  the  cheap  transistor  radios 
Sony  was  selling  in  the  1950s.  AT&T  turned  down  a  chance  to 
buy  the  Internet  in  the  1970s.  (Who'd  use  it?)  Microsoft  is  still 
giggling  at  Google.  (Of  course,  that  battle  has  only  just  begun.) 

Gary  Doan  is  an  entrepreneur  who  cheated  death  and  now  finds 
himself  riding  all  the  right  trends.  I'm  not  laughing.  I'm  in  awe.  F 


J]OI"|)CS  Visit  Rich  Karlgaard's  home  page  at  www.life2where.com 
— om  I  or  e-mail  him  at  publisher@forbes.com. 
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Whfinne  Those  Fiscal  Woes'    CorP°rate  V*™'™™  at  Work 


T 


I  he  Internal  Revenue  Ser- 
vice says  that  Silicon  Val- 
ley executive  David  J. 
Shimmon,  head  of  semicon- 
ductor product  equipment 
maker  Celerity,  earned  $70 
million  in  1999  but,  thanks  to 
a  questionable  tax  shelter, 
reported  only  $2.8  million  on 
his  tax  return.  Shimmon  is  in 
U.S.  Tax  Court  fighting  the  IRS' 
demand  for  $16  million  in 
taxes  plus  penalties.  He  did  not 
respond  to  requests  for  com- 
ment. Shimmon,  who  is  also  a  prominent  racehorse  owner,  was  a 
large  financial  contributor  to  Democratic  California  Governor 
Gray  Davis  when  he  won  reelection  in  2002  over  Republican  Bill 
Simon  Jr.,  partly  by  making  political  hay  about  Simon's  personal 
use  of  offshore  tax  shelters.  The  following  year  voters  removed 
Davis  from  office  amid  the  Golden  State's  ongoing  gigantic  bud- 
get problems.  —Janet  Novack  and  William  P.  Barrett 

Justice  Delayed  Can  Be  Very  Lucrative 

The  federal  appeals  court  in  New  Orleans  has  overturned  a 
lower  court's  order  that  gave  the  IRS  extra  time  to  pursue 
$30  million  in  taxes  and  penalties  from  Waddell  &  Reed  Finan- 
cial executives  Keith  A.  Tucker  and  Robert  L.  Hechler  over  their 
use  of  a  dubious  tax  shelter  (Informer,  Oct.  18,  2004).  The  feds 
claimed  that  the  two  financial  services  industry  leaders  deliber- 
ately stalled  release  of  their  names  to  IRS  investigators  by 
accountancy  KPMG  until  after  the  three-year  deadline  for  tax 
assessments  had  passed.  "There  is  some  truth  in  the  govern- 
ment's effort  to  portray  the  taxpayers  as  having  less-than-clean 
hands  in  this  litigation,"  the  three-judge  panel  wrote,  but  they 
declared  that  Congress  simply  had  not  authorized  this  IRS  strat- 
egy. Since  then  federal  law  has  been  changed  to  allow  stopping 
the  clock.  — J.N.  and  W.P.B. 


An  academic  study  concludes  that  the  1990  federal  Americans 
With  Disabilities  Act,  which  barred  discrimination  against  the 
handicapped' in  access  to  buildings  and  employment,  reduced 
the  number  of  small  and  medium-size  retail  businesses  across 
the  country  by  1 .2%  to  2.3%.  University  of  California,  Davis  econ- 
omist James  E.  Prieger  says  the  drop  from  1993-97,  as  the  law 
was  being  phased  in,  was  biggest  in  states  with  "more  disabled 
people,  more  ADA-related  lawsuits  and  more  ADA-related  labor 
complaints."  However,  he  writes  that  the  fall  was  offset  partially 
by  new  businesses  "better  able  to  adapt."        — Tatiana  Serafin 

Simply  Out  of  This  World 

Funded  by  the  National  Aeronautics  &  Space  Administration, 
the  Space  Alliance  Technology  Outreach  Program  facilitates  use 
of  U.S.  outer-space  research  by  private  industry  back  here  on 
planet  Earth.  Among  the  claimed  tech-transfer  successes  that  the 
program  lists  on  its  Web  site:  quick-drying  adhesives  to  make  life 
rafts;  filtering  of  water  to  clean  paintbrushes;  a  cooling  system 
for  boats;  a  technique  to  reduce  mildew;  development  of  nose 
filters;  a  gizmo  to  trim  and  light  a  wax  candle;  and  a  better  way 
to  ship  aquarium  fish.  — T.S. 


Like  There's  Not  Enough  Junk  Mail  Now 

Now  in  its  third  century  of  hauling  publications,  the  U.S.  Postal 
Service  is  starting  one  of  its  own.  Deliver  will  be  a  bimonthly 
magazine  aimed  at,  in  the  words  of  a  breathless  government- 
authorized  e-mail,  "corporate  marketers  who  want  to  push 
brand  marketing  to  new  frontiers."  Editorial  content  from  "the 
leading  authority  on  mail  and  its  use"  will 
include  commentaries  from  "industry 
practitioners,  thought  leaders  and  strate- 
gists." Other  features  scheduled  for 
appearances  in  upcoming  issues:  "case 
studies  and  firsthand  testimonials  from 
companies  who  build  business  through 
direct  marketing."        —J.N.  and  W.P.B. 


States'  Rights 


With  health  insurance  regulated  state  by  state,  some  jurisdictions  have  taken  to  requiring  specific  inclusions.     —J.N.  and  W.P.B. 

CONDITION  OR  BENEFIT 

COVERAGE  MANDATED 

CONDITION  OR  BENEFIT 

COVERAGE  MANDATED 

Alzheimer's 

Maryland,  Texas 

Lyme  disease 

Connecticut,  Minnesota,  Rhode  Island 

Cancer  pain  medication 

Virginia 

Morbid-obesity  treatment 

Georgia,  Indiana,  Maryland,  Virginia 

Chlamydia 

Georgia,  Maryland,  Texas 

Neurodevelopment  therapy 

Washington 

Congenital  bleeding  disorder 

New  Jersey.  Virginia 

Newborn  sickle-cell  testing 

Oklahoma,  Rhode  Island 

Hysterectomy  (minimum  stay) 

Virginia 

Port-wine  stain  elimination 

Minnesota,  Washington 

Kidney  disease 

Wisconsin 

Testicular  cancer  (minimum 

stay)  Maryland 

Long-term  care 

Oregon,  West  Virginia 

Wilms'  tumor 

New  Jersey 

Source:  Council  for  Affordable  Health  In. 

urance. 
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TOBus«wsatwmo  house 


When  Publisher's  Clearing  House  needed  a  line  of  credit  to  expand  their 
business,  they  came  to  GIT,  Why?  They  knew  we'd  knock  ourselves  but 
for  them.  Learn  more  at  CIT.com.  We  see  what  you  see! 


On  My  Mind  .  

By  Daniel  H.  Pink,  author,  a  whole  new  mind:  moving  from  the  information  age  to  the  conceptual  age  (rjvkrhead) 


A  Story  Goes  With  It 

Everybody  loves  a  good  yarn,  which  is  why  marketers  are  starting 
to  use  narratives  to  make  their  products  stand  out. 


NOT  LONG  AGO  I  WALKED  INTO  A  LARGE  ELECTRONICS  RETAILER 
to  buy  a  cordless  phone.  I  found  about  15  models  that  had  the 
features,  warranties  and  price  I  was  seeking.  So  I  decided  to  get 
the  one  that  looked  the  coolest.  But  as  I  eyeballed  the  choices,  I 
realized  all  of  them  were  sleek,  shiny  and  impressive.  So  I 
grabbed  the  one  that  was  a  few  bucks  cheaper  than  the  rest. 
Though  that  phone  is  now  affixed  to  our  kitchen  wall,  I  honestly 
couldn't  tell  you  what  brand  it  is  or  which  company  made  it. 

Some  weeks  later  I  bought  a  few  bottles  of  wine  at  a  mod- 
estly upscale  food  retailer.  On  a 
rack  of  50  wines,  I  zeroed  in  on 
three  reds  in  the  $10  range.  Two 
of  them  had  nifty  labels  splashed 
with  bright  colors  and  fancy  wine 
adjectives.  But  the  third  bottle — 
2  Brothers  Big  Tattoo  Red — had  a 
label  that  told  me  how  the  wine 
came  into  being.  The  two  broth- 
ers, I  learned,  were  real  people, 
Erik  and  Alex  Bartholomaus. 
Their  mother,  Liliana,  had  died  of 
cancer,  and  they  decided  to  pay 
homage  to  her  by  producing  a 
winning  wine  and  donating  part 
of  the  proceeds  to  cancer 
research.  Unlike  the  other  two 
bottles,  this  one  had  a  compelling 
story.  Which  is  why  I  bought  it. 
The  wine  turned  out  to  be  pretty 
good,  and  I've  since  purchased  it 
again  and  recommended  it  to 
others. 

Storytelling  is  becoming  the 
new  design,  a  powerful  tool  to 
differentiate  products  and  services. 

We  live  in  an  age  of  breathtaking  material  abundance.  No 
matter  what  we're  shopping  for,  we  can  now  select  from  a  mind- 
boggling  array  of  high-quality,  reasonably  priced  merchandise. 
But  this  cornucopia  for  buyers  presents  a  conundrum  for  sell- 
ers. Price  and  technology,  traditional  levers  of  advantage,  have 
become  merely  the  table  stakes  for  entering  the  game.  Sellers 
need  something  else — something  that  appeals  to  the  right  side 
of  the  brain — in  order  to  stand  out. 

Over  the  last  decade  businesses  have  realized  that  one  of  the 
most  effective  ways  to  distinguish  products  and  services  in  an 
overstocked  marketplace  is  through  design.  Get  Michael  Graves 


"These  tales  aren't  fiction  concocted  by 
marketing  departments.  They're  true-life  sagas 
that  aim  to  infuse  products  with  authenticity." 


to  design  a  toilet  brush  (as  Target  did)  and  you  turn  a  mundane 
thing  into  an  object  of  desire.  But  as  every  business  grasps  the 
value  of  good  design,  its  ability  to  differentiate  diminishes.  So 
now  we're  seeing  the  first  stirrings  of  story  as  marketing  tool. 

Walk  into  a  store  such  as  Whole  Foods.  You'll  find  that  a 
growing  proportion  of  products  carry  tales  that  turn  their 
creators  into  characters  or  spin  narratives  out  of  the  products' 
journey  to  your  shopping  cart.  You'll  read  about  the  Santa  Cruz 
fishermen  who  caught  Dave's  Fancy  Chinook  King  Salmon  by 

hook  and  line,  the  family  farm 
that  grew  the  ingredients  in  the 
Lundberg  honey  nut  rice  cakes 
and  the  creation  myth  behind 
Honest  Tea's  tea  bags.  These  tales 
aren't  fiction  concocted  by 
marketing  departments,  in  the 
manner  of  Betty  Crocker.  They're 
true-life  sagas  that  aim  to  infuse 
products  with  authenticity  and 
uniqueness. 

Title  9  Sports,  which  sells 
women's  athletic  gear,  attaches  sto- 
ries to  many  of  its  products,  like 
Meg's  Favorite  Shoe.  The  back 
story:  A  Title  9  employee  who  was 
also  a  serious  runner  found  these 
shoes  so  comfortable  that  she  lob- 
bied her  bosses  to  sell  them. 

And  leave  it  to  Hollywood 
types  to  realize  that  they  need  a 
screenplay  even  when  they're  not 
making  a  movie.  Robert  Redford's 
Sundance  Catalog  is  awash  in  tales 
of  heroes'  journeys  to  find  the 
perfect  fabric  for  that  funky  throw  pillow. 

Even  services  have  gotten  into  the  act.  Instead  of  sending  out 
postcards  to  prospective  sellers  that  tout  the  high  prices  they've 
gotten  for  clients,  many  Realtors  have  begun  sending  out  post- 
cards that  tell  a  story  about  a  home  they've  sold,  its  owners  and 
its  new  buyers.  Why?  Knowledge  of  the  selling  price  is  easy  to 
find,  and,  truth  be  told,  there's  not  that  much  variance  within 
neighborhoods  and  home  types.  But  if  you're  looking  for  an 
agent  to  sell  a  house  you've  lived  in  for  40  years,  you  want  some- 
thing else,  like  reassurance  or  empathy. 

Once  upon  a  time  businesses  could  ignore  story.  Doing  that 
today,  though,  could  spell  the  end.  F 


30     FORBES"  February  28,  2005 


No  one  gets  more  work  done  on  a  golf  course  than  The  PGA  of  America.  Which  is  why  the 
PGA  turns  to  Sprint  for  a  customized  network  to  help  seamlessly  connect  the  course  to  the 
rest  of  the  world.  The  Sprint  solution  is  a  fully  integrated  wireless  and  wireline  network  that 
enables  the  media  to  send  large  digital  files  quickly  and  keeps  business  professionals  connected 
to  their  offices  -  at  broadband  speeds.  All  this  and  Sprint  reduced  the  PGA's  network  setup 
costs  by  33%.  Conducting  business  as  usual  while  on  a  golf  course  -  now  that's  beautiful. 
With  Sprint,  business  is  beautiful. 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP 


©2005  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L  P 


80  YEARS  AGO  IN  FORBES/ JANUARY  I,  1925 

J.P.  Morgan,  Collector  The  pub- 
lic doubtless  pictures  J.P. 
Morgan  as  engrossed  solely 
in  finance.  He  has  just 
revealed  himself  in  a  new 
light.  The  greatest  collection 
of  rare  old  manuscripts  ever 
made  available  for  the  pub- 
lic's view  is  being  exhibited  at 
the  New  York  Public  Library.  These  manuscripts 
were  collected  mostly  by  the  late  J.P.  Morgan  and 
added  to  by  the  present  Morgan.  In  going  over  the 
collection  with  a  few  friends,  Mr.  Morgan  revealed 
not  only  his  intimate  familiarity  with  the  manu- 
scripts and  their  authors,  but  a  sense  of  humor  and 
streak  of  humanness  the  public  did  not  know  the 
famous  banker  possessed. 

30  YEARS  AGO  IN  FORBES/June  15,  1975 

The  Federated  Edge  Federated's 

biggest  edge  of  all  is  its  ability  to  run  a  decentral- 
ized operation  with  strong  local  autonomy.  Presi- 
dent Harold  Krensky  and  Chairman  Ralph  Lazarus, 
who  both  came  up  through  the  ranks  (Krensky  at 
Bloomingdale's  and  Filene's,  Lazarus  at  F&R 
Lazarus),  believe  devoutly  that  only  the  people  on 
the  spot— division  bosses,  store  managers,  local 
buyers— know  what  sells  best  in  each  market.  Thus 
Bloomingdale's  is  able  to  stock  up  on  funky,  out-of- 
sight  merchandise  that  would  be  out  of  the  ques- 
tion for  F&R  Lazarus  in  Columbus  or  even  for  A&S, 
only  seven  subway  stops  away  in  Brooklyn.  This  is 
the  department  store's  ultimate  advantage  over  the 
chain  store,  especially  in  fashion-oriented  soft 
goods,  where  merchandising  skill  counts  most. 
Federated  is  reportedly  in  talks  to  buy  May 
Department  Stores. 

25  YEARS  AGO  IN  FORBES/ JANUARY  7,  1980 

Steel  Determination  U.S.  Steel's 

16  closings  and  partial  shutdowns  are  designed  to 
streamline  operations  to  fewer  products  and  to 
cut  out  some  of  the  older,  less  profitable  mills. 
Chairman  David  M.  Roderick  is  leaving  the  door 
open  to  still  more  shutdowns  if  efficiency  doesn't 
pick  up.  What's  more,  he  says  the  company  will 
start  buying  technology  from  the  Japanese 
instead  of  trying  to  invent  everything  in-house. 
These  are  steps  in  the  right  direction,  at  long  last. 
Crediting  a  strong  rise  in  its  tubular  business, 
U.S.  Steel  recently  announced  a  47%  rise  in  sales 
in  its  fourth  quarter. 


Follow-Through 


DECEMBER  8,  2003 


Thank  You,  Howard  Hughes 


Soaring: 
Graham  King. 


hen  we  profiled  Graham  King  a  year  ago,  we  won- 
dered whether  the  producer's  high-stakes  gamble  on 
his  then-upcoming  movie,  The  Aviator,  would  pay.  It 
.  The  picture,  about  eccentric  billionaire  Howard  Hughes, 
;  nominated  for  1 1  Academy  awards,  including  best  pic- 
e  and  best  director,  and  it  has  already  won  the  Golden 
obe  for  best  picture.  Worldwide  ticket  sales  are  over 
100  million,  considered  the  Hollywood  hit  benchmark. 
Vhat  has  all  this  acclaim  meant  for  King  and  his  company, 
nitial  Entertainment  Group?  Most  significantly,  the  43- 
year-old  British-born  producer  closed  a  $210  million, 
five-year  revolving-credit  deal  led  by  J.P.  Morgan,  nearly 
double  the  $120  million  King  sought.  King  says  his  new- 
found fame  has  its  odd  moments.  Stepping  out  of  the 
men's  room  the  other  day,  he  met  a  stranger  who  tried 
to  push  a  script  into  his  hands.  — Seth  Lubove 


SEPTEMBER  6,  2004 

Radio  Days 

Since  our  cover  story  on  XM  Satellite  Radio,  its  main  satellite  competitor, 
Sirius,  has  grabbed  the  headlines.  First  Sirius  signed  radio's  biggest 
name,  Howard  Stern,  in  a  deal  ostensibly  worth  $500  million.  Then  it 
got  star  executive  Mel  Karmazin  to  leave  Viacom  to  take  a  job  as  its  boss. 

But  while  Sirius  has  gotten  the  ink,  XM  continues  to  get  most  of  the  sub- 
scribers, adding  1.8  million  last  year  to  end  with  3.2  million.  Sirius  added 
880,000,  to  end  the  year  with  1.1  million.  XM  also  beat  Sirius  to  market  with 
the  first  satellite  radio  small  enough  to  carry  on  a  jog. 

Feeling  the  heat,  Clear  Channel  and  20  other  owners  of  traditional  radio 
announced  plans  in  January  to  speed  up  the  conversion  of  2,000  AM  and  FM 
stations  to  digital,  bringing  the  total  to  2,500.  That  will  improve  their  sound. 
Also  in  January  traditional  radio  launched  a  new  antisatellite  ad  campaign 
starring  performers  like  Avril  Lavigne.  In  the  meantime  lobbying  efforts  to 
limit  satellite  service  continue  full  force.  — Scott  Woolley 


DECEMBER  29,  1997 

Motorhead 

A gritty  transmission  and  electric-motor  company  we  profiled  seven  years 
ago  has  quintupled  in  size  and  earned  a  ticker  on  the  New  York  Stock 
Exchange.  Regal-Beloit  of  Beloit,  Wis.  just  closed  on  the  second  of  two 
deals  with  rival  General  Electric.  In  total  it  paid  nearly  $500  million  for  divi- 
sions that  make  motors  for  heating  and  air-conditioning  equipment,  pro- 
pelling Regal's  2005  projected  sales  to  $1.4  billion.  Earnings  are  less  robust. 
Besieged  by  expensive  steel  and  copper,  Regal's  profit  margin,  before  interest 
and  taxes,  slipped  to  8%  from  15%  since  our  story.  The  stock,  at  a  recent  $31, 
is  up  12%  versus  26%  for  the  S&P  500.  — Brett  Nelson 
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f  IRA  Rollover  Service. 


No  fees.  No  mi 
No  brainei 


lums.1 


Easy  set-up.  We'll  walk 
you  through  every  step 
of  your  rollover. 


O 


Expert  Advice.  Optimize 
your  retirement  portfolio 
with  guidance  on  bonds 
and  mutual  funds.2 


® 


12b-1  Mutual  Fund 
Rebate  program  — 

with  cash  back  on 
thousands  of  funds.3 


Call  1-888-296-5583  for  your  free  Portfolio  Review. 

E*  TRADE 

FINANCIAL 


www.etrade.com/nofees  1-888-296-5583 
PLEASE  READ  THE  IMPORTANT  DISCLOSURES  BELOW. 

You  should  consider  the  investment  objectives,  risks,  charges  and  expenses  of  a  mutual  fund  carefully  before  investing. 
The  fund's  prospectus  contains  this  and  other  important  information.  Please  visit  etrade.com/mutualfunds.  Read  the 
prospectus  carefully  before  investing. 

1  Please  visit  etrade.com/nofeeira  for  details  explaining  that  E*TRADE  Securities  no-fee,  no  minimum  IRA  customers  must  accept  electronic  confirms 
and  statements  or  have  combined  assets  of  $25,000  or  more  in  E'TRADE  Securities  and  E*TRADE  Bank  accounts. 

2  The  Investment  Specialist  Group  provides  advice  on  mutual  funds,  bonds,  and  asset  allocation.  Customers  are  required  to  complete  additional  forms 
and  documentation  in  order  to  receive  such  services.  Different  commission  structures  will  apply. 

3  For  details  and  important  information  about  the  12b-1  rebate  program,  please  visit  etrade.com/fundrebate  for  a  list  of  participating  funds 
and  specific  restrictions  such  as  account  eligibility,  tax  consequences  and  payment  schedules. 

System  response  and  account  access  times  may  vary  due  to  a  variety  of  factors,  including  trading  volumes,  market  conditions,  system 
performance,  and  other  factors. 

The  E'TRADE  FINANCIAL  family  of  companies  provides  financial  services  that  include  brokerage,  banking,  and  lending 
Securities  products  and  services  are  offered  by  E'TRADE  Securities  LLC,  Member  NASD/SIPC. 
©2005  E'TRADE  FINANCIAL  Corp.  All  rights  reserved 
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mm  ORGE  GOMEZ  WAS  HELPING  TO  BUILD  A  TWO-STORY 
iM\  \m  AP^k  1L0^ house  on  a  [acksonville,  Fla.  area  construction  site 
h    BmjJB  I  owned  by  D.R.  Horton  in  2003  when  a  24-foot  wood 

B^k^^jpH     HLjp        mm  beam  fell  and  broke  his  neck.  Gomez,  who  had 

wL^^^g  crossed  into  the  U.S.  from  Mexico  illegally,  was  being 
paid  $400  a  week  in  cash  from  a  subcontractor.  Now 


I 


Companies  are 
cheating  on  workers' 
compensation, 
costing  billions  in 
added  premiums— 
and  leaving  their 
employees  at  risk. 
By  Nathan  Vardi 


a  quadriplegic,  the  23-year-old  has  amassed  more  than  $1  mil- 
lion in  hospital  bills  but  has  no  way  to  pay  them.  Companies  are 
supposed  to  cover  all  workers,  even  illegal  ones.  But  his 
disability  claims  to  the  subcontractor  and  the 
home  builder  were  denied.  He  is  now 
suing  $11  billion  (sales)  D.R.  Hor- 
ton, which  insists  it  did 
nothing  wrong 

and  points  the 
finger  at  the  sub.  Trial 
date:  this  fall. 
Workers'  comp  is  out  of  control 
again.  Premium  rates  have  risen  44%  in  the 
last  three  years,  says  the  Insurance  Information  In- 
stitute, pushing  total  corporate  costs  to  $80  billion  annu- 
ally. Along  with  rising  medical  costs,  fraud  is  a  swelling  part  of 
that  bill,  amounting  to  billions  of  dollars  each  year,  says  the  in- 
stitute's chief  economist,  Robert  Hartwig.  Some  skulduggery 
still  comes  from  people  faking  or  exaggerating  injuries.  But 
employers  cheat,  too,  using  creative  ways  to  underpay 
workers'  comp  insurance,  driving  up  premiums 
for  other  businesses. 

Judging  by  the  number  of  suits  by  pri- 
vate and  state  insurers,  the  problem  is 
getting  worse.  Fraud  is  particularly 
prevalent  in  the  construction 


PEOs  collect  a  fee  to  coemploy  and  take  responsibility  for  work- 
ers. The  highest  incidence  of  fraud  seems  to  be  among  compa- 
nies in  California  and  Florida. 

This  month  the  U.S.  attorney  in  Jacksonville  plans  to  file 
indictments  involving  a  PEO,  according  to  sources  familiar  with 
the  investigation,  accusing  it  of  pocketing  $600  million  or  so, 
much  of  which  was  to  have  paid  for  workers'  comp  premiums.  A 
federal  grand  jury  in  the  Jacksonville  case  has  heard  evidence  that 
the  PEO  collected  fees  and  comp  premium  payouts  from  clients 
across  the  nation  but  never  purchased  insurance.  Every  state  except 
Texas  requires  most  businesses  to  insure  all  their  employees. 

Some  companies  rely  on  their  own  ingenuity  to  cheat. 
Charles  Yi,  62,  stands  accused  of  underreporting  the  number  of 
employees  on  his  payroll  as  a  way  of  reducing  his  workers'  comp 
premiums.  According  to  a  Los  Angeles  deputy  district  attorney,  Yi 
committed  fraud  between  2000  and  2003,  when  his  Natural 
Building  Maintenance  painted  dorm  rooms  at  UCLA  and  pro- 
vided janitorial  services  at  the  Rose  Bowl,  claiming  the  work  had 
been  done  by  18  employees  when,  in  fact,  it  was  the  labor  of  at 
least  300.  Yi  pleaded  not  guilty  in  November  and  is  awaiting  trial. 

A  craftier  way  to  avoid  paying  workers'  compensation:  Shift 
employees  around  phony  companies.  Miguel  and  Linda  Delgado 
created  a  fake  entity  to  hide  staff  at  their  San  Antonio,  Tex.  janito- 
rial outfit,  Border  Maintenance  Services,  thereby  reducing  workers' 
comp  premiums,  says  a  suit  filed  by  its  insurer,  Texas  Mutual.  The 
allegedly  bogus  company,  Del-Kleen,  got  fat  state  contracts  by 
showing  it  had  insured  its  workers  against  injury,  a  re- 
quirement for  state  government  jobs  in  Texas. 

But,  according  to  the  complaint,  the 
work  was  actually  done 
by  Border  Main- 


tenance's 450  employees.  The  company 
managed  to  avoid  nearly  $1  million  in  comp  pre- 
miums. The  Delgados  were  ordered  to  pay  $1.6  million  to 
Texas  Mutual. 

Another  favorite  trick:  giving  fake  job  titles  to  workers.  James 
Duff  pleaded  guilty  in  January  to  fraudulently  obtaining  municipal 
contracts  in  Chicago.  His  Windy  City  Labor  Service,  which  sup- 
plied temporary  workers,  ducked  $3  million  in  workers'  comp 
insurance  premiums  by  reclassifying  nearly  all  2,100  workers  toil- 
ing in  warehouses  and  refuse  centers  as  paper  pushers,  even  though 
he  knew  they  were  temporary  day  laborers  engaged  in  manual  labor, 
says  a  federal  indictment.  Clerical  jobs  carried  premium  rates  of 
near  35  cents  per  $100  of  payroll,  as  opposed  to  $8  for  muscle  jobs, 
according  to  court  papers.  (The  payroll  used  to  calculate  the  rate  can 
be  capped  as  high  as  $84,500.)  Duff  is  awaiting  sentencing. 

Hiding  wages  is  a  clever  way  to  go — until  you  get  caught. 
That,  according  to  a  suit  filed  by  the  California  State  Compensa- 
tion Insurance  Fund,  was  the  intention  behind  Ideal  Payroll  Plus 
and  Ideal  Management,  two  Rancho  Cucamonga,  Calif.  PEOs  run 
as  limited  partnerships  by  David  Clancy.  The  complaint  alleges 
that  by  disguising  half  of  the  paid-out  wages  as  distributions  to 
partners,  Clancy  skirted  $1.3  million  in  premium  payments. 

How  did  it  work?  The  partnerships  hired  and  leased  employ- 
ees to  a  Buick  dealership  and  a  local  roofer,  among  others,  says  the 
suit,  and  paid  some  wages  legitimately.  An  associate,  Telma  Moguel, 
set  up  a  trust  that  was  financed  by  the  partnerships  to  funnel  the 
rest  of  employee  wages  tirrough  the  trust  as  "partnership  income," 
as  if  it  were  a  payout  from  an  investment.  A  California  court  hit  the 
PEOs  with  a  $14.6  million  default  judgment  in  late  December.  Suits 
against  Clancy  and  Moguel  are  pending;  both  deny  wrongdoing. 

"Premium  scams  milk  workers'  comp  insurers  out  of  untold 
millions,"  says  James  Quiggle  at  the  Coalition  Against  Insurance 
Fraud,  "depressing  profits  and  forcing  comp  premiums  higher 
for  honest  businesses."  But  there  aren't  enough  cops  to  nab  crooks. 
Jeffrey  Korte,  head  of  Florida's  workers'  comp  fraud  bureau,  says 
his  26  investigators  can't  keep  up. 

In  the  1990s  workers'  comp  costs  fell,  thanks  to  deregulation, 
which  goosed  price  competition  among  insurers,  and  the  stock 
market,  which  helped  insurance  firms  cover  underwriting  losses 
with  investment  income.  The  monster  is  back.  Average  employer 
costs  per  $100  of  wages  were  $1.58  nationwide  in  2002 — down 
from  $2.18  at  the  1990  peak,  but  steadily  climbing  since  2000, 
when  they  were  $1.33.  The  rate  in  California  averages  $5.34. 

It's  enough  to  make  you  want  to  cheat  the  system.  W 
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"WE  CAN  TURN  ON  A  DIME. 
IF  IT'S  A  REALLY, 


IBM.  the  IBM  logo  and  the  On  Demand  logo  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States 
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ibm.com/ondemand 


There  it  is.  Over  there.  That  great  opportunity.  You  try  to  get  everyone 
in  your  place  to  go  after  it.  That's  when  you  realize  what  three  years 
of  belt-tightening  have  done.  The  "lean  times"  business  model  doesn't 
quite  match  the  new  "time  to  grow  again"  agenda.  How  do  you  get 
more  responsive?  More  flexible?  "THROUGH  YOGA?" 
We're  talking  about  the  kind  of  flexible  that  makes  you  an  on  demand 
business.  The  kind  that  IBM  Business  Consulting  Services  can  help  you 
with.  We  have  years  of  experience  in  virtually  every  industry,  helping 
companies  align  business  goals  with  on-the-ground  practices.  So 
we're  in  a  unique  position  to  offer  insights  into  business  model  issues, 
is  your  problem  a  clogged  business  process?  Is  it  your  corporate 
culture?  Is  it  workflow  related?  We'll  help  you  zero  in  on  what's 
working  and  what's  creating  drag  "SOUNDS  PRETTY  MAJOR.' 
Not  as  major  as  you  might  think.  Why?  Once  we've  identified  what  your 
problem  areas  are,  we  prioritize  change.  So  you  can  tackle  one  bite-sized 
issue  at  a  time,  one  ROI  at  a  time.  We  don't  just  come  up  with  a  plan  and 
hand  you  off  to  someone  else,  either.  What  we  strategize,  we  can  deploy. 

"SO  YOU  GUYS  KNOW  HOW  TO  TURN  IT  AROUND 

Thousands  of  companies  have  relied  on  IBM's  business  expertise  to 
improve  their  turning  radius.  Check  out  some  of  their  stories.  Visit  us 
at  ibm.com/ondemand/growth 

g|3  DEMAND  BUSINESS 
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SEEMED  LIKE  A  GOOD  IDEA  AT  THE  TIME 

As  mergers  and  acquisitions  heat  up,  so  does  the  rhetoric  justifying  them.  "A  terrific  fit,"  exclaimed  Procter  &  Gamble 
Chief  Executive  A.G.  Lafley  of  his  $57  billion  purchase  of  Gillette  last  month.  Three  days  later  SBC  Communications 
Chairman  Edward  Whitacre  described  his  $16  billion  purchase  of  AT&T  as  a  "great  combination"  that  will  help  "lead  an 
American  communications  revolution."  It  might.  —Bernard  Condor 


LTV  buys  Jones  & 
Laughlin  Steel/May  1968 

VISION:  Turn  around 
low-profit  business;  sell 
parts  to  public. 

PRICE:  $425  million1 

" ...  entrepreneurial  in- 
novators ...  increasing 
values  for  their  share- 
holders."    -James  Ling 

OUTCOME:  Debt  cripples 
conglomerate;  stock 
falls  from  $120  to  $12  in 

two  years. 

'For  63%. 


American  Express  buys 
Shearson  Loeb 
Rhoades/April  1981 

VISION:  One-stop  shopping 
for  financial  products. 

PRICE:  $915  million 

" ...  the  widest  variety 
of  consumer  financial 
services  available 
from  any  single 
source." 

—James  Robinson 

OUTCOME:  Brokerage  sold  in 
1993;  financial  advisory  arm 
to  be  unloaded  this  summer. 


Daimler-Benz  buys 
Chrysler/May  1998 

VISION:  Broader  line  of  autos 
sold  in  two  companies' 
complementary  geographies. 

PRICE:  $46  billion 

"...a  perfect  fit." 

— Juergen  Schrempp 

OUTCOME:  Chrysler 
executives  quit.  Combined 
market  value  down  50%,  or 
$45  billion. 


AT&T  buys  Tele-Communi- 
cations Inc./June  1998 

VISION:  Phone,  Internet  and 
cable— all  in  one. 

PRICE:  $48  billion 

" ...  undisputed  leader 
in ...  the  fastest- 
growing  segments  of 
the  communications 
services  industry." 

— C.  Michael  Armstrong 

OUTCOME:  Phone  and 
cable  customers  bolt.  Cable 
businesses  sold  for  half 
original  price. 


America  Online  buys  Time 
Warner/January  2000 

VISION:  Inject  Internet  sawy 
into  old-line  media  company. 

PRICE:  $173  billion  in 
AOL  stock 

"We  did  wrestle  a 
little  bit  with 
valuations  ...but  most 
of  the  time  was  spent 
on  social  issues." 

—Gerald  Levin 

OUTCOME:  Too  bad  more  time 
wasn't  spent  on  valuations. 
Time  Warner  stock  off  from 
$73  to  $18. 


Sources:  Dealogic;  company  reports.  Ling:  The  Rise,  Fall  and  Return  of  a  Texas  Titan,  by  Stanley  H.  Brown  (1972). 
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Your  Name  Here 

a  few  forms  and  you  too  could  walk  away  with 
millions  in  ill-gotten  stock  By  Joann  Muller 


C 


OMRANIES  WORRY  ABOUT  WHETHER  THEIR  EMPLOYEES 
have  their  hands  in  the  till.  Then  there's  the  scheme 
cooked  up  by  former  Kmart  employee  Eduardo  Portero. 
The  20-year-old  cashier  used  the  company  treasurer's 
signature  found  on  one  of  his  weekly  paychecks  to  con- 
coct a  scheme  to  steal  1.9  million  shares,  or  $145  mil- 
ion  worth,  of  Kmart  Holding  Corp.  stock.  He  very 
nearly  pulled  it  off,  duping  two  of  the  nation's 
largest  banks,  Wachovia  and  Citibank,  along 
with  EquiServe,  the  stock  transfer  agent  for 
1,300  U.S.  companies. 

Portero  pleaded  guilty  Jan.  21  in  a  Miami 
federal  court  to  four  counts  of  mail  fraud 
and  four  counts  of  securities  fraud.  He  faces 
jail  and  up  to  $2  million  in  fines  when  he's 
sentenced  on  Apr.  8.  Says  court-appointed 
lawyer  Daniel  Ecarius,  "If  a  20-year-old  can 
do  this,  imagine  what  somebody  else  can  do." 


Inspired  by  the  2002  movie  Catch  Me  If  You  Can,  says  Ecarius, 
Portero  got  much  of  what  he  needed  from  the  Internet  at  a  site 
called  Socrates.com,  which  sells  do-it-yourself  business  forms.  He 
downloaded  a  sample  certificate  of  a  corporate  resolution,  which 
is  typically  used  to  record  an  action  taken  by  a  company's  board 
of  directors.  He  then  filled  in  a  few  fake  sentences  of  legalese, 
which,  in  essence,  gave  James  Gooch,  who  was  then  treasurer  of 
Kmart  Holding,  widespread  authority  to  dole  out  Kmart  shares  as 
he  saw  fit.  To  make  it  look  official,  Portero  affixed  a  phony  raised 
seal  of  Kmart  Holding,  using  an  $8  stamp.  Portero  then  forged 
Gooch's  signature  on  several  transfer-of-ownership  forms. 

Using  various  aliases,  he  then  went  to  Citibank  and 
Wachovia  and  asked  that  bank  officers  affix  medallions  guaran- 
teeing his  signature  on  three  separate  transfer  documents.  They 
obliged.  These  signature  stamps,  when  presented  to  EquiServe 
with  the  corporate  resolution,  authorized  the  stock  transfer. 

EquiServe  complied,  sending  him,  under  an  alias,  two  ship- 
ments of  shares.  He  deposited  the  certificates  into  his  E-Trade 
account.  But  by  then  the  FBI  was  hot  on  his  trail.  Several  pack- 
ages of  stock  had  been  returned  to  EquiServe  (which  tipped  off 
the  FBI)  because  Portero  had  failed  to  provide  FedEx  with  a 
proper  address.  He  was  arrested  at  his  apartment  by  an  under- 
cover FBI  agent — before  he  was  able  to  sell  any  of  the  stock. 

If  the  banks  or  EquiServe  think  they  behaved  stupidly,  they 
aren't  admitting  it.  F 
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Same  flight  time. 
More  sleep  time. 


■ 


Experience  our  Sleeper  Service." 


Now  you  get  an  extra  hour  of  sleep  with  British  Airways'  Sleeper  Service,  a  start-to-finish  redesign  of  our  business  class  service 
n  evening  flights  to  London*.  A  pre-flight  supper  and  a  quieter  cabin  mean  you  can  cozy  into  our  180-degree  flat  bed  right  after  takeoff. 
On  arrival,  invigorate  with  a  shower  and  spa  treatment  at  our  Arrivals  Lounge.  It  all  adds  up  to  a  better  night  for  a  better  day. 

To  learn  more,  visit  ba.com/thesleeperservice. 


•  On  flights  after  7:30pm  from  New  York  JFK,  Newark,  Boston,  Chicago,  Toronto  and  Philadelphia. 


BRITISH  AIRWAYS 
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TECHNOLOGY 

Think  Again 


Success  has  brought  out  the  bully  in  Apple  By  David  Whelan 


The  truth  hurts:  Nick  Ciarelli, 

in  Harvard  Yard,  runs  news  site  ThinkSecret.co 


NICHOLAS  CIARELLI  IS  THE  OWNER  OF  A  POWER  MAC  G5, 
a  PowerBook  G4,  a  Cinema  Display,  an  iSight  camera 
and  two  iPod  music  players,  all  made  by  Apple.  The  19- 
year-old  Harvard  freshman  also  runs  ThinkSecret.com, 
a  popular  news  site  filled  with  gossip  about  what  Apple  Chief 
Steve  Jobs  will  think  up  next. 

Last  month  Jobs  thought  up  a  lawsuit  against  Ciarelli  for, 
among  other  things,  correctly  predicting  that  Apple's  first  $500  PC 
would  be  unveiled  at  Jobs'  flashy  keynote  talk  at  MacWorld  expo. 


Before  that  same  speech,  conference  staff  ejected 
author  Fredric  Alan  Maxwell  as  he  waited  in  line  to  get 
in.  Maxwell  claims  that  a  MacWorld  representative 
ripped  his  press  credentials  from  his  neck  and  said  he'd 
gotten  them  mistakenly  from  an  intern.  Maxwell  had  a 
contract  with  Penguin  Putnam  to  write  what  he  says  is 
a  sympathetic  biography  called  Finding  Steve  Jobs. 

Bullying  behavior  seems  out  of  tune  for  a  company 
that  promotes  a  youthful,  hipster  image — with  dancing 
silhouettes  bopping  to  U2  on  their  music  players  in  a 
current  commercial — and  is  still  remembered  for  a 
1984  ad  depicting  IBM  as  Orwellian.  But  in  Apple's 
rebound  from  its  low  in  2000,  the  company  has  been 
emboldened  to  throw  its  weight  around. 

In  December  Apple  sued  a  John  Doe  defendant, 
claiming  that  he  or  she  had  leaked  confidential  informa- 
tion about  its  rumored  Asteroid  music  recording  device. 
A  judge  granted  Apple  the  right  to  subpoena  three  online 
publications:  ThinkSecret,  Applelnsider  and  PowerPage. 
Lawyers  are  contesting  the  subpoenas.  But  Ciarelli  thinks 
Apple's  behavior  goes  beyond  patrolling  its  intellectual  property. 
"Apple  is  attempting  to  silence  a  small  online  publication,"  he  says. 
"ThinkSecret's  reporting  is  protected  by  the  First  Amendment." 

Apple  accuses  Ciarelli  of  obtaining  stolen  trade  secrets.  The 
lawsuit  says  it  straight:  "Unauthorized  disclosures  of  future 
product  information  causes  Apple  to  lose  control  over  the  tim- 
ing and  nature  of  product  releases."  Control:  Now  there's  a  good 
excuse  to  go  after  the  little  guys.  F 


MAGIC  BUS 

Gadget  hounds  can  never  have  enough  of  their  Universal  Serial  Bus,  the  handy  little  slots  on  the  back  of  PCs  and 
laptops.  New  computers  used  to  come  with  two  slots,  but  now  they  come  with  six  or  eight  just  begging  to  be  filled  by 
toys  that  promise,  in  some  small  way,  to  bring  joy  and  humanity  to  our  daily,  deadening  screen  time.  So  don't  limit 
yourself.  Groove  with  a  USB  disco  ball,  then  chill  with  your  fake  aquarium  while  you  unwind  with  a  personal  massager. 
For  more  ideas,  visit  everythingusb.com  and  usbtoystore.com.  —Victoria  Murphy  and  David  Whelan 
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Meet  Bill,  our  president.  He's  focused  on  ensuring  that  we  put  our  clients  first. 
And,  if  our  results  are  any  indication,  he's  not  easily  distracted. 


~iere's  a  lot  to  be  said  for  staying  focused.  At  American  Century  Investments,  our  focus 
simple.  Our  clients  and  investors  come  first.  It's  a  belief  we've  held  since  our  inception 
.  1958.  Which  is  why  we've  taken  strong,  proactive  positions  over  the  years  on  improving 
>rporate  governance,  heavily  utilizing  electronic  trading  networks  and  limiting  the  use 
:  soft  dollars.  Delivering  strong  performance  and  keeping  the  interests  of  our  clients  at 
ie  forefront  have  helped  us  grow  to  more  than  $90  billion  in  assets  under  management, 
irther  proof  that  nothing  can  distract  us  from  our  primary  focus:  our  clients  and  investors. 


American  Century 
Investments" 

Genuine.  Results. 


Call  1-877-442-6236     Contact  your  investment  professional     Visit  americancentury.com 


ist  performance  is  not  a  guarantee  of  future  results. 


lencan  Century  Investment  Services,  Inc.,  Distributor. 

2005  American  Century  Proprietary  Holdings,  Inc.  All  rights  reserved. 
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INITIAL  OFFERINGS 

Revisionist  History 

Investors  in  Conor  Medsystems  heard  a  lot 
about  the  company's  medicated  stent.  But  not 
nearly  enough  about  its  chief  executive. 
By  Michael  Maiello 

WHO  SAYS  THERE  ARE  NO  SECOND 
acts  in  life?  In  1991  Frank  Litvack 
took  his  company  public  on  the 
strength  of  a  laser  that  he  helped 
develop  for  heart  surgery.  It  turned  out  that 
Advanced  Interventional  Systems'  laser 
violated  patents  held  by  a  rival.  Patent  and 
shareholder  suits  ensued — a  jury  found 
against  Advanced  Interventional  on  the 
patent  issue,  and  that  case,  along  with  the 
shareholder  suit,  were  ultimately  settled. 
During  the  drama  the  market  value  of  Lit- 
vack's  company  collapsed  from  $149  million 
after  its  offering  to  $12  million  when  it  was 
sold  in  1993. 

Two  months  ago  Litvack  brought  Conor 
Medsystems  public  at  $13  a  share,  raising  $78 
million.  The  Menlo  Park,  Calif,  company  didn't  have  a  penny 
of  revenue  in  2004,  but  investors  have  since  bid  the  stock  up 
to  $16.  Conor's  one  product:  a  medicated  vascular  stent  that 
the  company  thinks  will  make  it  profitable  by  2008. 

Strange  thing  is,  investors  were  in  the  dark  about  Litvack's 


history.  Conor's  underwriters — Citigroup,  CIBC,  AG  Edwards 
and  SG  Cowen — didn't  mention  it  in  the  prospectus  accom- 
panying Conor's  stock  offering.  Nor,  of  course,  do  the  analysts 
at  those  banks — who  all  rate  Conor  a  "buy,"  with  the  excep- 
tion of  Cowan,  which  doesn't  issue  ratings. 

Too  bad,  because  it  looks  like  the  past  is  repeating  itself. 
Boston  Scientific  makes  a  similar  medicated  stent,  under  a 
patent  licensed  from  a  Vancouver  firm 
called  Angiotech.  Boston  Scientific  and 
Angiotech  have  already  sued  Conor  in  the 
Netherlands  in  an  effort  to  keep  their  new 
rival  from  bringing  its  stent  to  market  in 
the  European  Union.  Conor  plans  to  fight 
that  suit.  It  doesn't  plan  to  sell  the  stent  in 
the  U.S.  until  2007  at  the  earliest. 

Boston  Scientific  has  signaled  it  will 
fight  Conor  vigorously  on  the  patent  issue. 
The  stent  accounted  for  42%  of  its  $5.6  bil- 
lion in  sales  last  year.  At  a  recent  meeting  of 
health  care  analysts  Chief  Financial  Offi- 
k  cer  Lawrence  Best  characterized  Conor's 

stent  plans  as  "dreaming  in  Technicolor." 

The  underwriters  won't  say  why  they 
left  Advanced  Interventional  out  of  Lit- 
vack's career  history.  Conor's  chief  finan- 
cial officer,  Michael  Boennighausen,  says 
only:  "We  believe  that  everything  material 
was  included  in  our  registration  statement."  In  that  statement 
the  company  said  that  a  patent  suit  was  the  major  risk  factor. 
For  his  part,  Litvack  says  in  a  statement  that  neither  the 
Advanced  shareholder  suit  nor  the  patent  infringement  were 
material  to  that  company's  business.  F 


Protesters,  here  in  Michigan,  don't  like  what's  on  the  shelves.  But  can  they  stop  the  takeover? 


DEALS 

Porn  Gallery 

Movie  Gallery  and  Blockbuster 
are  vying  for  another  rental 
chain.  Movie  Gallery  has  a 
potent  weapon. 
By  Seth  Lubove 

FOR  A  BUSINESS  THAT'S  SUPPOS- 
edly  being  throttled  by  broad- 
band, the  2,482-store,  $793  mil- 
lion (expected  2004  sales)  Movie 
Gallery  video  rental  chain  is  coining 
money.  Same-store  sales  for  the  most 
recent  nine  months  increased  6%, 
compared  with  declines  for  the  larger 
Hollywood  Entertainment  and  Block- 
buster chains.  Movie  Gallery's  net 
income  increased  19%  during  the  same 
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WHAT  CAN 

MADAME  BUTTERFLY 

TEACH  US  ABOUT 

EQUITY    CAPITAL  MARKETS? 


It  takes  depth  and  range  to  p\aj  the  lead. 


With  depth,  experience  and  the  comprehensive  resources  to  back  them  up,  no 
one  is  more  qualified  to  lead  your  next  transaction  than  Wachovia's  Corporate 
and  Investment  Bank.  Talk  to  us.  Together,  we  can  achieve  uncommon  results. 


1  50%  increase  in  the  number  of  lead  managed  mandates  YTD  2004  vs.  YTD  2003. 
1  90%  increase  in  the  volume  of  lead  managed  mandates  YTD  2004  vs.  YTD  2003. 

45  senior  sales  executives,  averaging  12  years'  experience. 
39  senior  analysts,  530  stocks  under  coverage  across  10  strategic  industry  sectors. 
3rd  largest  retail  brokerage  firm  in  the  United  States,  with  over  $600  billion  in  client  assets. 


wachovia 
Securities 

Uncommon  Wisdom 


IPOs  •  Follow-On  Offerings  ■  Block  Trades  ■  Convertibles  ■  Share  Repurchase 


Qutfront 


period,  while  Hollywood's  net  declined 
and  Blockbuster  reported  a  $1.3  billion 
loss  after  a  charge. 

Flush  with  his  success,  Movie 
Gallery's  cofounder  and  chief  executive, 
Joe  T.  Malugen,  recently  announced  an 
audacious  $1.2  billion  takeover  (includ- 
ing assumption  of  debt)  of  the  larger 
Hollywood  Entertainment,  which  has 
1,900  stores  and  $1.3  billion  sales  for 
the  most  recent  nine  months,  swiping 
the  company  out  from  under  Block- 
buster, which  has  9,000  stores.  Block- 
buster recently  increased  its  offer  to  $1.3 
billion  (including  debt  assumption 
but  Hollywood's  board  has  already 
signed  off  on  the  deal  with  Movie 
Gallery,  of  Dothan,  Ala. 

What's  the  dirty  little  secret  of 
Malugen's  success?  Unlike  Blockbuster 
and  Hollywood,  Movie  Gallery  is  the 
last  of  the  big  chains  to  rent  out 
X-rated  videos  (at  least  in  stores  bear- 
ing its  name).  When  asked,  the  company 
claims    porn     rentals     make  up 
barely  5%  of  revenues.  But  outside  crit- 
ics say  they're  much  higher,  as  porn 
flicks  are  significantly  more  profitable 
than  family  movies  since 
they  have  a  longer  rental  life 
span.  They've  tried  to  gum 
up  the  takeover  but  so  far  to 
little  avail. 

Worried     that  Movie 
Gallery  will  introduce  porn 
into  Hollywood's  stores,  the 
conservative  American  Family 
Association  got  supporters  to 
fire  off  34,000  e-mail  missives  to 
Hollywood  founder  Mark  Wat- 
tles, warning  that  Movie  Gallery 
"will  bring  pornography  into 
hundreds  of  communities." 

Wattles,  a  devout  Mormon,  told  the 
AFA  in  an  e-mail  response  that  he  can't 
stop  the  deal  because  he  owns  only  10% 
of  its  shares.  But  he  added  he  is  "unwill- 
ing to  work  for  Movie  Gallery  and  have 
refused  to  assign  my  shares."  Wattles 
quit  on  Feb.  3.  "I  am  sorry  for  letting 
you  down,"  he  wrote. 

Movie  Gallery  claims  it  won't  put  porn 
in  any  of  the  Hollywood  stores  and  refuses 
to  comment  on  the  AFA,  whose  antics  have 
included  hiring  a  plane  to  fly  a  banner 
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reading  "www.stopmoviegalleryporn.com" 
over  Dothan's  beloved  annual  National 
Peanut  Festival  parade. 

Malcolm  Newman,  an  attorney  in 
Dothan,  has  slapped  four  lawsuits  against 
Movie  Gallery.  Two  were  filed  on  behalf  of 
smaller  competing  video  stores,  which 
allege  that  Movie  Gallery's  profits  from  the 


illegal  distribution  of  porn  across  state 
lines  allow  it  to  lowball  the  prices  of  non- 
porn  movies.  One  of  the  other  lawsuits  is  a 
harassment  action  filed  by  former  employ- 
ees who  say  the  porn  created  a  hostile 
working  environment.  Thomas  Johnson 
Jr.,  a  Movie  Gallery  senior  vice  president, 
says  the  suits  are  "frivolous."  F 
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WE  MAKE  THOUSANDS  OF  PRODUCTS  THAT  AREN'T  SIMPLY  IMPORTANT.  THEY'RE  VITAL. 


At  Tyco  International  we  make  more  than  200,000  products  for  hundreds  of  different  industries. 
Tyco's  Earth  Tech  is  a  global  leader  in  the  water,  environmental,  transportation,  and  facilities 
markets.  From  drinking  water  to  automotive  components  to  emergency  room  supplies,  the  things 
we  do  aren't  simply  important.  They're  vital. 
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MANUFACTURING 

Turning  a  Bogey 
Into  a  Birdie 

THE  US. GOLF  INDUSTRY  HAS  LOST  2  MILLION 
players  in  the  past  two  years,  equipment  sales 
have  crept  up  less  than  2%  and  the  number 
of  rounds  played  has  been  flat  or  sagging 
since  2001.  The  main  cause:  an  inability  to  attract 
and  keep  younger  golfers.  So  what  to  do  if  you  make 
25%  of  all  golf  club  heads  sold  worldwide?  Diversify 
into  making  artificial  joints  and  body  implants  to 
help  aging  duffers. 

Last  year  Taiwanese  metal-bender  Fu  Sheng  In- 
dustrial bought  struggling  Coastcast,  the  last  U.S. 
club  head  manufacturer,  for  $8  million.  But  rather 
than  buying  L.A.'s  Coastcast  for  its  golf  units,  Fu  Sheng 
picked  up  its  California  plant  to  focus  on  casting 
knees,  elbows,  ankles,  hips  and  heart  valves.  It  does  $6 
million  in  sales  in  its  medical  and  orthopedic  implants 
business,  with  Johnson  &  Johnson  as  its  biggest  client. 

"The  growth  rate  is  not  that  exciting  in  golf,  but 
there  are  more  people  with  disabilities  and  a  grow- 
ing number  of  senior  citizens,  including  myself," 
says  75-year-old  Fu  Sheng  founder  Hou  Teng  Lee. 

No  doubt,  golf  has  been  good  to  Fu  Sheng,  which  got  into 
the  business  in  1978.  It  still  credits  60%  of  its  $600  million  yearly 
sales  to  the  sport  (clients  include  Taylor  Made,  Callaway,  Ping 
and  Titleist).  But  besides  artificial  joints,  Fu  Sheng's  bigger 


investments  now  are  spent  ramping  up  its  original  air-compres 
sor  business  to  run  a  new  generation  of  factory  machines.  Ove: 
the  last  couple  of  years  it  has  spent  $30  million  acquiring  nev 
air-compressor  units,  including  one  in  St.  Louis  and  another  it 
Pittsburgh.  — Patricia  Jinan; 


Oxy  Moron? 


How  Libya's  Qaddafi  is  holding  up  Occidental  Petroleum  for 
millions  of  dollars  |  By  Christopher  Helman 

When  terrorist-turned-nice-guy  Muam- 
mar  Qaddafi  recently  auctioned  off  explo- 
ration rights  to  thousands  of  miles  of  oil- 
rich  Libyan  desert,  the  surprise  winner 
turned  out  to  be  a  shrimp  among  the 
mighty,  petros.  Occidental  Petroleum, 
ninth  largest  in  the  oil  industry  in  terms  of 
reserves,  took  9  of  the  15  blocks.  How? 

Apparently  by  giving  away  the  store. 
According  to  the  law  firm  Chadbourne  & 
Parke,  Oxy,  in  its  winning  bids,  agreed 
to  give  as  much  as  89%  of  all  hydrocar- 
bons it  finds  back  to  Libya.  The  Los  An- 
geles oil  company  also  agreed  to  pay 
signing  bonuses  of  $90  million,  multi- 


ples of  what  other  bidders  were  willing 
to  cough  up. 

Such  largesse  is  possible  thanks  to 
the  lifting  of  U.S.  sanctions  last  year  in 
return  for  Libya's  giving  up  its  nuclear 
ambitions.  Oxy  wants  back  in  after  19 
years  in  exile;  the  fields  it  once  controlled 
there  produced  150,000  barrels  a  day. 
Chief  Executive  Ray  R.  Irani,  who  speaks 
Arabic,  even  scored  a  rare  one-on-one 
chat  with  crazy  Colonel  Qaddafi  to  dis- 
cuss returning  to  those  fields. 

Beyond  politics  lies  the  desperate 
push  by  all  players  to  replenish  shrinking 
reserves  with  easily  accessible  crude. 
That  explains  why  Oxy  went  a  little  nuts 
on  some  fields.  Example:  Area  124,  where 
it  agreed  to  keep  just  10.8%  of  any  oil 
found  and  to  pay  a  bonus  of  $15.3  mil- 
lion—before any  of  it  is  discovered.  F 
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WORKPLACE 


Matchmaker 

Part  sleuth,  part  networker, 


ueora 


offers  to 


help  find  you  a  job- 
for  a  very  large  fee. 


VENU  VENUGOPAL,  40,  HAS  A 
Ph.D.  in  engineering  and  an 
M.B.A.  in  marketing,  but  when 
it  comes  to  calling  companies 
about  job  openings,  he's  as 
nervous  as  a  schoolboy.  He's  so  tongue- 
tied,  in  fact,  that  he  was  willing  to  shell 
out — up  front — $11,000  to  a  job  coach 
just  to  help  him  find  the  right  hiring  con- 
tacts at  companies. 

The  job  coach,  Debra  Feldman,  called 
a  New  York  software  company  that  had 
posted  an  ad  online.  Describing  herself  as 
a  management  consultant  who  knew  a 
qualified  person,  she  made  a  pitch  for 
Venugopal.  He  then  took  over  the  search, 
and  in  September  he  accepted  a  job  as  a 
product-marketing  director  for  20%  more 
pay  than  his  former  six-figure  salary.  "I'm 
good  at  continuing  a  discussion  once  I  get 
the  first  contact,"  says  Venugopal. 

It  seems  a  bit  mind-boggling  that 
anyone  would  pay  Feldman  that  much  in 
advance,  a  practice  long  discouraged  in 
the  unregulated  industry  of  career  coun- 
seling ("Promises,  Promises,"  July  22, 


2002).  Unscrupulous  counselors  typically 
solicit  unemployed  executives  who  post 
resumes  online,  claiming  access  to  unad- 
vertised  job  listings.  The  business  attracts 
a  fair  number  of  shysters  who  collect  fees 
and  then  do  little  more  than  tweak 
resumes  and  pass  on  dead-end  job  leads. 

Feldman  has  had  some  luck  setting 
herself  apart  from  that  riffraff.  A  53-year- 
old  former  health  care  management  con- 
sultant, she  markets  herself  as  a  hired-gun 
networker  for  $150,000-a-year-plus  exec- 
utives who  lack  connections  and  are  too 
busy — or  uncomfortable — to  find  job 
leads.  She  has  seen  some  60  clients  (all 
working,  she  claims)  since  she  founded 
her  Riverside,  Conn,  company  JobWhiz  in 
November  2000.  Job  hunters  pay  her  as 
much  as  $20,000,  depending  on  how 
many  weeks  they  want  to  work  with  her. 
Most  opt  for  eight  weeks  at  $15,000  to 
$20,000.  She  never  guarantees  anyone  a 
job,  and  only  promises  to  introduce  clients 
to  managers  who  can  hire  them  or  she 
refers  them  to  unadvertised  opportunities. 

Feldman  is  essentially  selling  connec- 


tions. Even  with  widespread  use  of  online 
job  postings,  three-quarters  of  senior 
executives  who  were  let  go  found  their 
next  job  through  networking,  according 
to  a  2003  study  by  outplacement  firm 
DBM.  Most  legitimate  executive  search 
firms  charge  job-hunters  nothing;  they 
get  a  fee  from  the  employer. 

Feldman,  who  holds  a  master's  degree 
from  Columbia  in  public  health,  got  into 
the  career  business  after  posting  her  own 
resume  online  in  1999.  She  asks  a  client  to 
name  places  where  he  or  she  might  like  to 
work.  Then  she  hunts  down  the  right  hir- 
ing person  by  such  tactics  as  scouring 
articles,  press  releases  and  Securities  & 
Exchange  Commission  documents.  She 
phones  the  company,  introducing  herself 
as  a  management  consultant  or  as  "a  per- 
sonal job  search  agent."  People  return  her 
calls,  she  says,  because  they  perceive  her 
not  to  be  a  desperate  job  seeker. 

One  current  client,  a  former  food  and 
beverage  executive,  is  coming  out  of 
retirement  to  work  on  the  East  Coast  so 
he  can  live  close  to  his  grandchildren. 
Feldman  searched  Dun  &  Bradstreet 
Reports  and  Hoover's  Online  for  pri- 
vately owned  manufacturers  with  less 
than  $300  million  in  sales.  She  came  up 
with  75  companies,  which  her  client  will 
narrow  to  about  20.  Another  client  was 
interested  in  working  for  famously  secre- 
tive Tootsie  Roll  Industries.  Feldman  read 
about  a  company  that  rented  trucks  to 
the  candy  manufacturer.  She  called  the 
trucking  company,  asked  for  the  name  of 
Tootsie's  purchasing  director  and  then 
called  the  director  to  find  out  who  in 
operations  was  in  charge  of  hiring. 

Jessica  Koplos-Miller,  43,  a  former 
film  producer  with  Walt  Disney  Co.,  relo- 
cated to  Chicago  after  14  years  in  Los 
Angeles.  Feldman  identified  12  to  15 
organizations  there  in  advertising,  film, 
television,  the  Internet  and  production. 
Koplos-Miller  hasn't  found  a  job  yet  but 
insists  the  contacts  that  Feldman  has 
found  makes  her  "worth  every  penny"  of 
the  $12,000  she  has  already  spent. 


Joanne  Gordon  is  author  of  the  forthcom- 
ing Be  Happy  at  Work:  100  Women 
Who  Love  Their  Jobs,  and  Why.  F 
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"We're  in  this  together.  Literally." 

RALPH  vicinnnzn 

Stephen  King's  publishing  adviser 


Introducing  the  Collaborative  Business  Experience 

You  enjoy  suspense  in  a  good  mystery  novel.  Not  in  a  working  relationship!  To  successfully  manage  all 
the  complexities  and  risks  involved  in  any  business  you  need  collaboration.  With  someone  who 
brings  all  the  experience,  tools  and  understanding  to  bear,  in  order  to  help  you  anticipate  and 
fell  deal  with  any  unforeseen  problem.  Someone  who  will  share  with  you  knowledge,  practices, 
risks.  And  results.  Discover  the  Collaborative  Business  Experience,  discover  Capgemini, 
a  partner  you  can  count  on  day  after  day.  A  partner  who  is  committed  to  helping  you  achieve  faster, 
better  and  more  sustainable  results.  And  puts  it  on  paper. 


www.capgemini.com 
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CONSULTING. TECHNOLOGY. OUTSOURCING 


1  Technology 


I I  WAS  IN  THE  LATE  FALL  OF  2001 
when  Victor  Viegas  finally  got 
fed  up.  In  the  past  year  Sony 
Computer  Entertainment  of 
America  had  shipped  10  mil- 
lion of  its  PlayStation  2  game 
consoles  in  the  U.S.,  and 
Microsoft  was  on  the  cusp  of  releasing 
its  rival  Xbox  game  machine.  Viegas, 
chief  executive  of  tiny  Immersion 
Corp.  in  San  Jose,  Calif., 
knew  that  his  vibration 
technology  was  inside 
those  game  systems,  mak- 
ing their  controllers  rattle 
and  jump  in  the  hands  of 
kids  fragging  blood-soaked 
hell  beasts.  And  Viegas 
wasn't  getting  paid  for  it. 

So  in  February  2002  he 
sued  them  for  patent  in- 
fringement, taking  on  two  of 
technology's  biggest  players  in 
a  bold  legal  campaign  that 
would  drag  on  for  two  and  a 
half  years.  Viegas  risked  derail- 
ing  an    already  sputtering 
growth  story  and  being  cast  as 
a  noisome  nobody  trying  to 
extract  a  toll  from  richer  firms.  A 
loss  at  trial  would  make  Immer- 
sion's claim  to  intellectual  prop- 
erty more  or  less  worthless. 

But  Viegas  got  Microsoft  to 
settle  and  in  September  beat  Sony 
in  court,  winning  $82  million  for 
lost  royalties.  Sony  promises  to 


Suing  Sony  and  Microsoft  and 
staking  your  company's  existence 
on  the  outcome— this  is  not 
a  preferred  technology  strategy. 

By  David  Armstrong 


HAPTICS 


Feel  for  Design 

The  science  of  haptics 
(haptikos  is  Greek  for  "to  grasp") 
is  slowly  finding  its  way  into 
low-cost  consumer  devices. 


appeal.  Though  Immer- 
sion's future  is  still 
murky,  it  shows  that  an 
underdog  can,  from  time 
to  time,  take  a  shot  at  the 
giants  and  land  a  decent 
blow.  "I  joined  the  com- 
pany because  this  tech- 
nology has  potential.  But 
this  is  not  a  skirmish  I'm 
going  to  shy  away  from. 
If  we  did,  no  company 
would  ever  take  us  seri- 
ously," he  says. 

With  240  patents,  and 
another  280  pending,  Im- 
mersion has  a  firmer  grip 
than  almost  anyone  else 
on  the  always-overdue- 
but-promising  science  of 
haptics,  which  combines 
software  and  motors  to 
add  a  tactile  interface  to 
the  digital  world.  Its 
surgical-training  ma- 
chines can  flawlessly 
reproduce  the  sensa- 
tion of  inserting  a 
catheter  into  a  vein. 
BMW  uses  Immer- 
sion's haptics  to  help 
drivers  fiddle  with 
dozens  of  functions 
of  their  iDrive  dash- 
board knob.  Last 
,  month  Samsung 
showed  off  Im- 
mersion-enabled 
mobiles  that  iden- 
tify callers  by  dif- 
ferent vibrations  and  add  cus- 
tomized pulsations  to  games  and 
ring  tones. 

Cool  stuff,  but  profits 
have  never  followed.  Since 
Viegas  joined  the  company 
in  1999,  sales  have  risen 
from  $11  million  to  $24 
million    last    year.  But 


GAMES  Wheels,  joysticks 
and  controllers  use  haptics 
to  pulse,  rattle  and  purr. 


MOBILE  PHONES  Ring  tones 
become  vibratones,  identifying 
callers  by  their  unique  vibe. 


AUTOS  BMW's  iDrive  knob 
adjusts  its  tactile  response, 
depending  on  the  function. 


f 


J. 


MEDICAL  Haptic  devices  give 
trainees  a  feel  for  using 
catheters  and  needles. 


Immersion's  accumu- 
lated deficit,  now  $111 
million,  keeps  growing. 
The  company  raised  $50 
million  in  a  1999  initial 
offering,  but  Wall  Street 
analysts  stopped  follow- 
ing it  after  the  tech 
meltdown. 

Founded  in  1993  by  a 
group  of  Stanford  and 
MIT  engineers,  Immer- 
sion financed  its  early 
days  partly  by  developing 
technology  the  Navy  used 
to  feel  around  the  ocean 
floor  for  lost  submarines. 
Dreams  for  haptics  as  a 
component  in  every  PC 
never  panned  out.  In 
2000  Logitech  started 
selling  a  mouse  that 
made  the  cursor  bump 
over  icons  and  gently  pull 
toward  hyperlinks.  Immer- 
sion executives  spent  too 
much  on  that  project, 
and  it  was  a  bust. 

But  "vibrotactile"  fea- 
tures were  becoming 
common  in  PC  gaming, 
and  Immersion's  lock  on 
the  technology  earned  it 
increasing  license  revenue 
on  steering  wheels  and 
joysticks  from  the  likes  of 
Logitech,  Microsoft  and 
MadCatz. 

In  late  2000  gamers 
started  shifting  their 
allegiance  to  the  powerful  PlayStation 
system  from  Sony,  which  promoted  its 
vibrating  "Dual  Shock"  controller 
prominently  on  the  box.  Immersion 
began  calling  Sony  to  negotiate  a  licens- 
ing deal.  Sony  repeatedly  declined. 
Microsoft,  openly  planning  its  Xbox  for 
release  in  late  2001,  told  Viegas  it  would 
not  pay  unless  Sony  started  paying. 


M  immersion  1 
Chief  Victor 
Viegas  didn't  1 
sue,  no  one 
^ouid  take  him 
seriously. 
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Technology 


Negotiations  with  both  companies 
went  nowhere  throughout  2001.  Sony 
staffed  its  meetings  with  lawyers  intent 
on  not  conceding  an  inch,  Viegas  says. 
"Their  conclusion  was:  They  don't 
infringe,  they  aren't  paying,  and  they 
aren't  dealing  with  some  small  company 
called  Immersion,"  Viegas  says. 

He  called  a  board  meeting  in  Octo- 
ber 2001  to  make  the  case  for  legal 
action.  Viegas  delivered  a  speech  that 
one  director  compares  with  the  St. 
Crispin's  Day  speech  in  Shakespeare's 
Henry  V  when  the  king  rallies  out- 
manned  troops  to  storm  the  fields  of 
Agincourt.  Not  only  would  trial  costs 
trash  the  income  statement,  but  a  trial 
could  also  easily  invalidate 
Immersion's  patents,  meaning 
even  automakers  could  take  a 
second  look  at  their  deals.  It 
could  have  been  the  demise  of 
the  company.  "This  was  not 
bad  news.  In  fact,  this  was 
going  to  be  our  finest  hour,"  says  direc- 
tor Steven  Blank. 

On  Feb.  11,  2002  Immersion  filed 
suit  against  both  companies,  a  move 
meant  to  draw  attention.  That  it  did: 
Immersion's  stock  got  savaged,  falling 
50%  in  a  week,  from  $4.50  to  $2.30. 
Then  litigation  began  to  drag  on. 
Microsoft,  which  had  a  decent  prior 
relationship  with  Immersion,  settled  in 
July  2003,  agreeing  to  pay  a  one-time 
licensing  fee  of  $20  million  and  another 
$6  million  in  preferred  stock  later  con- 
verted to  2.2  million  shares,  or  a  9.4% 
equity  stake  in  Immersion. 

Sony  chose  to  keep  fighting.  The 
case  went  to  trial  in  August  in  the  fed- 
eral district  court  in  Oakland.  Sony's 
lawyers,  in  their  opening  statements, 
portrayed  Immersion's  claims  as  the  last 
gasp  of  a  dying  company.  They  argued 
that  Sony's  technology  was  simply  an 
off-center  weight  on  a  spinning  motor, 
the  ubiquitous  combination  that  makes 
pagers  and  cell  phones  vibrate.  And  in 
any  case,  they  argued,  Immersion's 
patents  were  invalid,  given  the  dozens 
of  examples  of  similar,  prior  technolo- 
gies. They  put  Sony's  former  technol- 


Sony  spent  millions  developing  its  con- 
trollers in-house. 

Over  the  course  of  a  five-week  trial 
Immersion's  lawyers  brought  in  a 
Northwestern  University  engineering 
professor  who  used  a  yo-yo  to  help 
explain  Immersion's  "spinning  mass" 
technology  and  experts  showed  jurors 
dozens  of  charts  and  diagrams  with 
electrical  readings  taken  from  Sony's 
Dual  Shock  game  controllers.  The  buzz 
wasn't  just  the  kind  that  comes  from 
beepers.  The  vibrations  used  two 
motors  that  modulated  in  frequency 
and  intensity  of  vibration  in  response 
to  software  commands  in  the  game.  The 
feel  of  the  quickening  heartbeat  from  a 


"Their  conclusion  was 

they  don't  infringe  and 
they  aren't  payings 


ogy  officer  on  the  stand  to  testify  that 


nervous  sniper  in  SOCOM:  U.S.  Navy 
Seals  was  distinctly  different  from  the 
receding  hoofbeats  of  horses  in  the  Leg- 
end of  Dragoon. 

The  jury  came  back  with  a  verdict 
on  Sept.  21,  agreeing  that  Sony's  con- 
trollers infringed  two  Immersion 
patents,  one  applied  for  in  1995  though 
not  issued  until  200 1 .  The  jury  awarded 
Immersion  $82  million  in  lost  licensing 
revenue,  and  the  judge  later  ordered 
Sony  to  pay  Immersion  1.4%  of  ongoing 
revenue  from  its  PlayStation  2  system 
and  offending  games,  a  rate  that  would 
double  Immersion's  revenue.  Says  Sony 
lawyer  Matthew  Powers,  "It's  not  the 
way  it  should  be,  but  it's  the  way  it  is. 
You  can  get  a  patent  out  of  anything." 

Until  Viegas  cashes  Sony's  checks,  he 
will  still  have  to  contend  with  losses 
worsened  by  the  $18  million  spent  on 
the  lawsuits.  Its  stock  now  at  $7,  Immer- 
sion raised  $20  million  through  a  pri- 
vate convertible  offering  in  December. 

Since  the  big  courtroom  win,  two 
more  companies,  including  Philips' 
computer  peripherals  group,  have 
signed  licensing  deals  with  Immersion. 
The  momentum  seems  to  be  running  in 
its  favor.  F 
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Where  IP  and  telecom  unite. 
Where  security  is  offensive,  not  defensive. 
Where  e-commerce  is  safe  commerce. 
Where  content  is  mobile  and  personal. 

Where  infrastructure  is  more  intelligent. 
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ons  of  times  each  day,  the  world  interacts  with  a  company 
i  may  not  realize  is  there.  One  that  is  driving  dynamic  trans- 
nations  at  the  very  core  of  commerce  and  communications. 
iSign."  Through  our  Intelligent  Infrastructure  Services,  we  enable 
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over  30  percent  of  all  e-commerce  transactions  in  North  America, 
processing  $100-million  in  daily  sales.  As  next-generation  networks 
emerge  and  converge,  VeriSign  will  be  there,  deploying  the 
Intelligent  Infrastructure  Services  necessary  for  everything .  from 
RFID-enabled  supply  chains  to  inter-enterprise  VoIP  to  mobile  and 
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Digital  Tools 


Speech! 
Speech! 


DICTATING  TEXT  AND  SEEING  IT  APPEAR  ON  THE  SCREEN 
almost  instantly  is  one  of  the  most  thrilling  things  you 
can  do  with  a  computer.  It's  also  one  of  the  most 
productive — when  it  works.  And  the  new  Dragon 
NaturallySpeaking  8  from  ScanSoft  works  better  than 
any  speech-recognition  product  I've  ever  tried.  Even  though  I  tested 
it  on  a  slow,  ancient,  "one  deer  hurts" — make  that  1  gigahertz — 
Pentium  machine,  it  was  surprisingly  snappy  and  accurate. 

When  I  fooled  around  with  Dragon  in  the  past,  I  was  always 
impressed — but  not  quite  enough  to  use  it  on  a  daily  basis.  Now 
a  plethora  of  subde  tweaks  and  improve- 
ments have  made  this  product  signifi- 
cantly more  useful.  After  just  a  week  it's 
becoming  an  essential  part  of  my  working 
software  arsenal.  I  wrote  this  column 
with  it. 

Not  that  Dragon  is  perfect.  It  did  crash 
once.  In  the  very  first  sentence  here,  "dic- 
tating text"  came  out  as  "the  dating  text." 
And  in  a  transformation  worthy  of 
Woody  Allen,  "It's  not  huge"  in  a  different 
document  came  out  as  "It's  not  Jewish." 
But  "Haller's" — uh,  howlers — like  that 
were  surprising  in  their  scarcity. 

By  and  large  Dragon  gets  things  right. 
Its  occasional  stumbles  are  mostly  on 
homonyms,  plurals,  possessives  and  short 
words  like  "a"  and  "the."  But  you  can 
invoke  a  short  correction  list  just  by  say- 
ing the  word  "select"  and  the  error  in 
question.  The  word  you  really  meant  is 
usually  at  the  top  of  the  list,  and  you  can 
pick  it  by  voice. 

My  interest  in  Dragon  was  rekindled 
when  a  heavy  bout  of  typing  played  hob  with 
my  left  shoulder  and  the  idea  of  speaking 


Stephen  Manes 


instead  of  typing  suddenly  became  very  attractive.  Installing 
Dragon,  training  it  to  my  voice,  letting  it  analyze  my  documents 
and  my  e-mail  to  learn  the  vocabulary  I  use,  and  working 
through  a  brisk  tutorial  of  the  basics  took  well  under  an  hour. 
The  program  worked  decently  from  the  start;  as  I  orally  entered 
corrections,  it  got  better.  The  company  claims  up  to  99%  accu- 
racy; I  wouldn't  go  that  far,  but  the  hit  rate  is  more  than  accept- 
able, and  correcting  errors  is  easier  than  it  ever  has  been,  partic- 
ularly when  you  are  the  one  who  makes  them. 

The  $90  Standard  edition  lets  you  dictate  into  Internet 
Explorer,  AOL,  Outlook  Express,  Microsoft  Word  and  Word- 
Perfect and  operate  them  by  voice  command.  The  $180 
Preferred  edition  adds  commands  for  Excel.  I  tried  the  $700 
Professional  edition,  which  adds  support  for  Outlook,  Power- 
Point and  Lotus  Notes,  as  well  as  complex  automated  features 
best  appreciated  in  corporate  settings.  The  Pro  version  comes 

with  a  better  headset  than 
the  cheaper  versions,  but 
the  company  says  both 
headsets  should  give  equally 
good  recognition  results. 

Those  with  physical 
handicaps  have  been  taking 
advantage  of  Dragon  for 
years;  an  earlier  iteration  of 
the  product  gave  a  friend 
with  Lou  Gehrig's  disease 
an  extra  year  of  working 
life.  Initially,  you'll  be  hap- 
pier using  it  primarily  to 
bat  out  a  lot  of  words  in  a 
hurry  than  to  tweak  those 
words.  But  once  you  gain 
familiarity  with  the  pro- 
gram and  its  commands, 
you  may  find  yourself  edit- 
ing mosdy  with  your  voice 
instead  of  your  mouse. 

Dragon  could  use  a  bet- 
ter quick  reference  card  and 
clearer  documentation  and 
online  help,  particularly  for 
its  more  arcane  features. 
But  even  if  you  have  to  stop 
and  pore  through  the  man- 
ual now  and  then  to  learn 
new  tricks,  Dragon  will  al- 
most certainly  let  you  cre- 
ate documents  faster  than 
you  can  type  and  will  re- 
duce stress  on  your  bones, 
joints,  muscles  and  liga- 
ments. It  just  did  for  me.  F 


Want  a  tech  thrill? 
Talk  to  your 
computer  and  have 
it  type  what  you  say. 
It  can  boost  your 
productivity— and 
now  it  really  works. 


Forbes 


Stephen  Manes  (steve@cranky.com)  was  cohost  of  Digital  Duo  and  has  been 
covering  technology  tor  two  decades  Visit  his  home  page  at  www.forbes.com/manes. 
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Fighting  Cancer 


Extending  Life 


Science  For  A  Better  Life 


Last  year  around  six  million  people  die 
cancer  -  equivalent  to  the  population  of  H 
Kong  or  Rio  de  Janeiro. 

Improving  diagnosis  and  finding  r 
effective  treatments  of  this  pervasive  dise 
are  major  challenges  for  the  coming  deca 

Bayer  HealthCare  is  working  tireless 
improve  both  cancer  diagnosis  and 
monitoring  of  cancer  therapy. 

In  addition,  Bayer  scientists  are  curre 
working  on  ways  to  inhibit  the  growt 
tumor  cells.  Helping  to  extend  life  when 
at  its  most  precious,  www.bayer.com 


HealthCare 


Entreprenei 


MICROBREWING 


Chateau  Dogfish 

How  does  Sam  Calagione  get  $9  for  a  bottle  of  beer?  |  By  Patricia  Huang 


$7  million,  according  to  Calagione. 

Dogfish  got  off  to  a  rough  start  when  it 
ran  into  a  Delaware  law  forbidding  brew- 
pubs  to  sell  outside  the  establishment.  So 
Calagione  went  knocking  on  legislators' 


doors  to  win  support  and  paid  his  lawyer 
$3,000  to  help  draft  a  proposal  to  lift  the 
ban.  It  passed  several  months  later.  He  used 
profits  from  the  restaurant  to  build  300-gal- 
lon  fermentation  tanks.  Three  workers 


THE  ITALIAN  WORD  FOR  CHUTZ- 
pah  is  audacia,  but  it  might  as 
well  be  "Sam  A.  Calagione."  His 
Dogfish  Head  Craft  Brewery 
packs  an  18%  alcohol  content 
into  its  stout  and  gets  $9  (retail)  for 
a  12-ounce  bottle.  That's  twice  what 
the  Trappist  monks  in  Belgium 
charge  for  their  Chimay  ale  and  ten 
times  what  you'd  pay  for  a  Coors. 
"We  saw  $100  as  the  magic  num- 
ber," Calagione  says,  referring  to 
what  distributors  pay  him  for  a  case 
of  24.  "It  seemed  like  the  most  out- 
landish figure  we  could  charge." 
Today  his  Web  site  posts  a  release 
schedule  of  brews,  as  if  they  were 
the  finest  Bordeaux. 

Starting  as  a  home  brewer  12 
years  ago,  Calagione  has  built  up  a 
business  that  makes  21,000  barrels  a 
year  of  high-priced,  and  very  prof- 
itable, beer.  In  1995  he  scraped  to- 
gether $220,000— $80,000  from  a 
bank  loan  and  the  rest  from  his 
dad,  his  orthodontist  and  a  man  for 
whom  he  once  built  stone  walls. 
Then  he  packed  off  to  Rehoboth 
Beach,  Del.,  where  his  wife's  family 
lived,  deciding  that  a  growing  resort 
town  was  the  perfect  spot  for  a 
restaurant-brewpub. 

Microbrewers — which  usually 
produce  up  to  15,000  barrels  of 
beer  a  year — have  gotten  to  be 
something  of  a  fad,  with  at  least 
382  in  business,  accounting  for 
3.9%  of  U.S.  beer  production. 
Many  of  them  will  probably  fail, 
sooner  or  later.  For  now  Dogfish  is 
doing  fine,  with  pretax  earnings 
last  year  of  $800,000  on  revenue  of  "The  most  outlandish  figure  we  could  charge":  Calagione  and  some  of  the  world's  priciest  beer. 
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.  FOR  THE  TRIP  BACK,  CONSIDER 


THE  LEGACY  EXECUTIVE.  WITH  MORE  CABIN 


AND  JUST  AS 


MUCH  LUXURY,  IT'S  HARD  TO  BELIEVE  IT  COSTS  MILLIONS  LESS  THAN  THE  COMPETITION 
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The  largest  cabin  and  baggage  area  in  its  class.  A  3,250  nm  range.  And  room  for  up  to  16  passengers.  All  for  millions  less  than  comparably  sized  jets 


LEGACY* 
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would  spend  eight  hours  to  fill  and  cap 
1,200, 22-ounce  bottles  by  hand.  The  next 
trick  was  to  get  distributors  to  carry  his 
beer.  "I  basically  lived  out  of  my  box 
truck,  slept  in  the  back  and  did  busi- 
ness on  my  cell  phone  while  driving 
around  to  bars,  restaurants  and  liquor 
stores,"  says  Calagione,  now  35. 

One  of  his  first  distributors,  Ed- 
ward Friedland,  had  doubts.  Dogfish 
had  some  intriguing  recipes,  but  the 
quality  wasn't  consistent  and  bot- 
tles sometimes  exploded,  he  re- 
calls. What's  more,  some  of  Dog- 
fish's less-expensive  brands  still 
cost  twice  what  its  competitors 
charged.  "I  told  him  'You're  out 
of  your  mind.  No  one's  going  to 
pay  S25  a  case  for  pumpkin  ale' 
while  I  was  paying  S12  to  S16  for 
some  others."  But  Sam  was  per- 
suasive and  offered  to  take  back 
cases  that  didn't  sell.  Friedland 
managed  to  unload  them  all. 
Dogfish  broke  even  in  its  second 
year  on  revenue  of  S590,000,  in- 
cluding restaurant  sales. 

By  that  time  Calagione  had 
set  up  a  separate  microbrewery  8  miles 
away  from  the  restaurant  and  pushed  into 
New  Jersey,  one  of  24  states  ( along  with 
Canada,  Puerto  Rico  and  the  U.K. )  where 
his  beer  is  distributed.  He  kicked  off  the 
expansion  with  gimmicky'  marketing  that 
has  become  something  of  a  trademark, 
spending  S  1,500  to  build  an  18-foot  row- 
boat.  He  then  loaded  a  case  of  his  beer 
aboard  and  rowed  across  the  Delaware 
River,  Washington-style  (though  in  sum- 
mer and  without  the  frock  coat  J.  The 
crossing  caught  some  press — and  the  at- 
tention of  Levi  Strauss  &  Co.,  which  in- 
vited the  good-looking,  6-foot-tall  chief  to 
appear  in  an  ad  campaign  spotiighting 
gutsy  entrepreneurs,  shot  by  the  late  pho- 
tographer Richard  Avedon. 

In  2000  Calagione  teamed  up  with 
University  of  Pennsylvania  Museum 
archeologists  who  were  trying  to  discern 
recipes  for  ancient  food  and  drink  from 
chemical  residues  left  on  artifacts  exca- 
vated from  a  tomb  in  central  Turkey  dat- 
ing to  740  B.C.  Says  Penn  researcher 
Patrick  McGovern,  "I  met  Sam  and  real- 
ized he  was  already  making  something 


"Not  tame— and 
loaded  with  flavor 
Connoisseurs  are 
willing  to  pay  up. 


Entrepreneurs 

that  was  similar — a  medieval  drink  called 
bragget,  made  from  beer,  plums  and 
honey."  McGovern  suggested  Calagione 
step  back  a  couple  of  millennia  with  a 
concoction  of  barley,  muscat  grapes 
and  saffron.  The  result  was  Midas 
Touch  Golden  Elixir,  an  ale  named 
after  the  mythical  Phrygian  king, 
which  retails  for  $10  a  four-pack.  In 
return,  Dogfish  pays  60  cents  per 
case  sold  to  one  of  the  collabora- 
tors on  the  recipe,  who  lent 
money  for  the  research. 

Calagione  is  still  hamming 
it  up,  spending  at  least  two  days 
a  week  on  the  road.  You'd  hardfy 
know  he  was  conducting  busi- 
ness at  restaurants.  He  often 
shows  up  dressed  for  various 
skits,  rapping  his  own  lyrics 
about  Anheuser-Busch  girls  or 
holding  forth  on  subjects  like 
"Beer  is  from  Mars  and  wine  is 
from  Venus"  with  the  help  of  a 
female  sommelier. 

Business,  though,  is  serious. 
Raw  ingredients  for  one  case  of 
World  Wide  Stout  cost  S30;  bot- 
tling and  packaging  is  another  S6.  Because 
the  beer  can  take  two  months  to  ferment, 
gas  and  electric  bills  run  up  to  S10  per  case. 
With  labor,  the  pricier  brews  from  Dogfish 
cost  around  S62  per  case  to  make  and  sell 
for  an  average  SI 00.  Wholesalers  generally 
tack  on  25%  and  retailers  another  30%. 
Connoisseurs  are  apparently  willing  to  pay. 
"His  beers  are  not  tame,  they're  loaded 
with  flavor — with  malt  and  hops  and  com- 
plex toffee-  and  caramel-like  flavors  that 
make  it  very  distinctive,"  says  Paul  Gatza, 
director  of  the  Brewers  Association. 

Now  comes  a  novel  way  to  generate 
more  beer  business.  Calagione  has  enlisted 
a  group  of  four  investors,  all  from  the  food 
industry,  to  open  the  first  of  six  new  Dog- 
fish Head  brewhouses,  restaurants  offer- 
ing organic  fare  and  live  music,  in  the 
greater  Washington,  D.C.  area.  For  licens- 
ing its  name,  Dogfish  will  receive  2%  of 
gross  rev  enue  from  the  initial  brewhouse 
in  Silver  Spring,  Md.;  the  royalty  rate  for 
subsequent  deals  depends  on  the  fate  of 
the  first  joint.  "It's  kind  of  like  walking 
your  daughter  down  the  aisle,"  he  says, 
"and  hoping  for  the  best."  F 
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Is  the  Honeymoon  Over? 

Scion's  demanding  young  drivers  love  the  brand.  But  the  AC?  And  the  dealers? 
What  a  drag!  By  Joann  Muller 


TOYOTA  MOTOR  SALES'  JAMES  FARLEY 
should  be  on  top  of  the  world.  He  is 
vice  president  in  charge  of  selling  the 
wildly  popular  Scion.  The  stylish  brand, 
which  outdid  all  expectations  by 
moving  nearly  100,000  cars  last  year, 
is  resonating  with  young  buyers. 
Their  median  age  of  35  makes  it  the 
youngest  nameplate  in  the  U.S.  auto- 
motive industry. 

But  Farley  is  troubled.  Just  20 
months  after  the  brand's  initial 
launch  Toyota  is  finding  that  Scion 
customers,  some  of  them  first-time 
car  buyers,  are  frustrated  with  Toy- 
ota, the  car-buying  process  and  in 
some  cases  their  beloved  Scions. 

Sure,  young  folks  like  ordering  a 
car  with  a  $12,600  base  price  and 
then  customizing  it  with  snazzy 
accessories,  such  as  turbocharged 
engines  and  stereo  equipment.  Many 
are  like  Ron  M.  Sutton,  a  25-year-old 
from  Fontana,  Calif,  who  paid 
$18,500  for  his  boxy  white  xB  and 
then  spent  another  $10,000  cus- 
tomizing it  with  stuff  like  neon  lights 
and  a  TV.  "This  is  a  keeper,"  says  he. 

But  Scion  buyers  find  the  dealership 
experience  irksome.  Some  gripe  that  they 
know  more  about  the  vehicles  and  their 
accessories  than  the  salesmen  do.  Another 
complaint:  Buying  an  xA  hatchback,  an 
xB  or  a  tC  coupe  takes  too  long — even 
though  Scion's  haggle-free  "pure-price" 
strategy  shaves  up  to  three  hours  off  the 
time  it  typically  takes  to  buy  a  car. 

The  problem,  Farley  admits,  is  the  time 
customers  spend  waiting  for  a  finance 
manager  to  explain  credit  scores  and  new- 
car  insurance.  The  financing  process  can 


take  two  hours,  too  long  for  a  generation 
that  demands  immediate  gratification. 

"These  people  are  unlike  any  group 
the  automotive  industry  has  seen,"  says 


Facing  customer  complaints: 
Scion  brand  chief  James  Farley. 


Farley.  "They  just  expect  things  to  work 
differendy." 

Maybe  they  expect  too  much.  Scion's 
initial  quality  ratings  were  stunningly  low 
on  J.D.  Powers'  2004  survey.  Owners  cited 
158  problems  per  100  vehicles,  compared 
with  the  industry  average  of  119.  Among 
them:  bulky  headrests  and  an  air-condi- 
tioning system  that  didn't  cool  the  car 
quickly  enough.  The  report  stung  Toyota, 
known  for  dependability. 

Toyota  created  Scion  as  a  way  to 
experiment  with  marketing  and  retailing 
concepts  aimed  at  young  drivers  who  will 


later  be  the  target  audience  for  main- 
stream Toyota  and  Lexus  vehicles.  The 
new  brand's  unexpected  success  means 
Toyota  must  adapt  quickly  to  a  market  it's 
just  getting  to  know.  "The  next  cou- 
pie  of  steps  will  be  tricky,"  says  Far- 
^Bf  ley,  42.  "We  need  to  react,  rather 
^  than  just  throw  spaghetti  on  the  wall 
to  see  what  sticks." 

Scion's  Japanese  designers 
recently  flew  to  Los  Angeles  to  quiz 
Scion  owners  about  their  likes  and 
gripes.  But  Toyota  realizes  it's  not 
enough  to  sell  an  appealing  car.  It 
must  also  make  the  sales  process 
more  pleasant.  Many  dealers  now 
stock  accessories  so  they  can  cus- 
tomize cars  on-site,  slashing  the  time 
it  takes  buyers  to  get  their  vehicles. 
Some  dealers  are  also  dabbling  with 
"straight-selling,"  which  allows 
salespeople  to  handle  financing  and 
service  details  often  handed  off  to 
intimidating  number-crunchers. 
And  salespeople  who  are  stumped 
by  tough  questions  from  Internet- 
savvy  customers  now  head  to  Inter- 
net kiosks  in  their  showrooms  that  allow 
them  to  call  up  with  a  click  competitive 
comparisons  and  technical  data. 

There's  some  resistance  to  change 
among  the  800  dealers  who  sell  Scions. 
"Scion  is  brushing  up  against  Toyota  tradi- 
tions, so  there's  a  bit  of  culture  clash,"  says 
Jeremy  Anwyl,  who  heads  Edmunds.com, 
a  Web-based  automotive  researcher. 

But  others  predict  Scion's  experiment 
will  spark  industrywide  changes.  "This  is 
the  right  approach,"  says  Michael  Sullivan, 
who  sells  Scions  in  southern  California. 
"It's  the  way  cars  should  be  sold."  F 
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oh  s  European  Ch(J 
Nani  Beccalli  says 
France  has  a  talent  for 
innovation. 

GE  is  as  American  as  apple  pie.  What's  it 
like  doing  business  with  the  French? 

Firstly,  GE  today  is  a  truly  global  company  with  a  long 
history  in  Europe.  Secondly,  there  is  a  way  of  doing  busi- 
ness which  France  and  the  United  States  have  in  common. 
Just  look  at  our  50/50  joint  venture  with  SNECMA 
producing  jet  engines  in  France  [CFM  International]. 
It's  an  outstanding  and  extremely  successful  partnership. 
It  has  existed  for  30  years  and  will  probably  be  around  for 
30  more.  We've  become  so  intimate,  we  can't  do  without 
each  other. 

What  qualities  does  France  have  to  offer? 
The  French  have  a  passion  for  engineering  and  technology, 
for  research  and  solutions  that  push  back  the  boundaries. 
The  Ecole  Polytechnique  is  one  of  the  best  engineering 
schools  in  the  world  and  French  technology  tends  to  be 
very  sophisticated.  I'm  a  car  fanatic  and  I  can  still  remember 
when  the  Citroen  DS  was  introduced  in  the  mid  50s.  It  was 
incredibly  advanced,  way  ahead  of  its  time. 

Has  France  kept  that  edge? 

Unlike  most  other  countries,  France  hasn't  given  up  any 
particular  element  of  its  technology.  A  lot  of  European 
countries  have  either  limited  or  even  non-existent  portfo- 
lios of  technology  products.  France  is  different.  They  still 
have  a  pharmaceutical  industry,  aviation,  space,  a 
helicopter  industry,  a  train  industry... 

Does  that  make 
it  attractive 
for  a  foreign 
investor? 

Yes  it  does, 
especially  if  you're 
trying  to  make 
a  technological 
product.  In  France, 
GE  has  one  of  the 
world's  most 
technologically 
advanced  units  for 
producing  turbines  as  well  as  the  technology  center  for  our 
medical  business.  The  French  are  very  creative.  They  have 
a  great  capacity  for  dreaming  and  they're  not  afraid  to 
launch  large-scale  projects.  TGV  is  a  perfect  example. 

The  French  also  value  tradition.  Does  that 
make  them  conservative? 

Not  at  all.  Respect  for  tradition  doesn't  mean  you're 
afraid  of  change.  I've  brought  my  fair  share  of  change  to 
GE,  but  I  have  tremendous  respect  for  tradition.  You  can 
tell  by  the  way  I  dress.  I'd  say  France  strikes  the  right 
balance  between  tradition  and  innovation. 


GE  in  France 

•  Established  in  France  for 
more  than  50  years 

•  9,500  employees,  3  R& 
centers,  6  production  site 

•  GE's  partnership  with 
SNECMA  gave  them  a  lea 
the  aircraft  engines  indus 


"The  French 
have  a  passion 
for  engineering 
and  technology, 
for  research 
and  solutions 
that  push  back 
the  boundaries/' 


GE  is  a  major  player  in  financial  services. 
How  do  you  rate  France  in  that  department? 

France  is  an  advanced  and  sophisticated  country  from 
every  point  of  view.  In  an  environment  like  that,  it's  natural 
for  financial  services  to  be  thriving.  There  are  60  million 
consumers  in  France.  That's  a  rich  community  of  people 
that  has  to  save  money,  spend  money,  buy  houses,  buy 
cars,  take  out  mortgages  and  borrow. 

Would  you  live  there? 

Absolutely.  Paris  is  my  favorite  city.  I'm  Italian,  but 
I  prefer  Paris  to  Rome  by  a  factor  of  100.  Paris  is  a  place 
which  combines  tradition  with  modernity. 

There  has  never  been  a  better  time  to 
invest  in  France.  To  find  out  what  the  new 
France  can  do  for  your  business, 
visit  www.thenewfrance.com 


The  new  France.  Where  the  smart  mop* 


Health 
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Holy  Water 

Can  a  dash  of  electrically  charged  liquid  heal 
life-threatening  burns  and  wounds?  By  Mary  Ellen  Egan 


FILE  THIS  UNDER  HARD  TO  BELIEVE:  RESEARCHERS  AT 
Oculus  Innovative  Sciences,  a  small  biotech  based  in 
Petaluma,  Calif.,  have  developed  a  kind  of  superwater 
that  kills  bacteria,  viruses,  mold  and  spores  at  rates  com- 
parable to  any  antiseptic  agent  on  the  market  but  with- 
out the  toxic  side  effects  of  bleach,  alcohol  and  iodine. 

Even  more  remarkable,  but  yet  to  be  proven  to  U.S.  drug 
regulators,  is  the  effect  that  the  clear  liquid,  called  Microcyn, 
has  on  burns  and  chronic  wounds.  With  the  appli- 
cation of  Microcyn,  Oculus  says,  diabetic  foot 
ulcers  are  healing  for  the  first  time  ever,  and  kids  with 
burns  are  leaving  the  hospital  faster. 

While  the  research  data  are  preliminary,  doctors 
are  enthusiastic  about  the  solu- 
tion's potential.  Microcyn  has 
been  approved  as  a  disinfectant 
in  the  U.S.,  Mexico  and  Europe, 
and  for  wound  care  in  Canada, 
Mexico  and  Europe.  If  the  solu- 
tion wins  Food  &  Drug  Admin- 
istration approval  for  wound 
care — a  decision  is  due  by  late 
March — the  privately  held  Ocu- 
lus could  clean  up:  Chronic 
wound  care  is  a  $4.3  billion 
global  market,  and  consumer 
wipes  another  $4.5  billion.  The  best  part,  the  com- 
pany says,  is  that  the  solution  has  a  shelf  life  of  two 
years.  Some  antiseptics  break  down  after  hours 
or  days. 

Microcyn  has  roots  in  the  basic  chemistry  of  oxi- 
dation. If  you  zap  purified  water  with  electric  current, 
you  can  split  apart  a  water  molecule  into  a  positively  charged 
hydrogen  ion  and  a  negatively  charged  hydroxide  ion  (oxygen 
attached  to  hydrogen).  The  ions,  having  lost  their  stabilizing  elec- 
tron, go  off  looking  for  electrons  to  steal  from  other  molecules. 
This  is  why  highly  oxidized  water  has  a  lethal  effect  on  bacteria. 
Highly  concentrated  ions  in  a  solution  outside  a  bacterial  cell 
want  to  rush  inside  where  there's  a  lower  concentration,  thus 
damaging  the  bacterial  cell  membrane  and  killing  the  cell. 

Microcyn  arose  from  research  done  in  the  1990s  by  Japanese 
physicists  looking  for  a  way  to  disinfect  cooling  water  in  nuclear 


H20  molecule 


H+  ion  and  OH-  ion 


Electrolysis 


Hydrogen  electrons 
Oxygen  electrons 

Add  electricity  to  water  and  you  create  ions  that  can  disinfect 
wounds  and  may  speed  healing.  The  trick  was  making  it  shelf-stable. 


reactors.  Other  research  at  the  time 
pointed  to  the  possibility  that  so- 
called  active  oxygen  stimulates  tissue 
growth  at  wound  sites.  But  after  12 
years  of  work,  the  Japanese  physicists, 
using  sodium  chloride  and  water, 
couldn't  figure  out  how  to  balance  the 
acidity  or  how  to  keep  their  product 
viable  for  more  than  a  couple  of  days. 
In  2000  Hoji  Alimi,  an  Iranian- 
born  biologist,  bought  the  license  for  the  technology  for  his  com- 
pany, Oculus,  originally  started  to  develop  a  cancer  treatment. 
Alimi  spent  the  next  three  years  and  $5  million  fine-tuning  the 
ionization  process.  Since  2003  he  has  raised  $21  million  from  an 
investor  group  led  by  Brookstreet  Securities.  In  Oculus'  method, 
water  saturated  with  salt  is  electrolyzed,  and  the  positive  and 
negative  ions  are  separated  into  multiple  chambers.  The  solu- 
tion undergoes  further  processing  to  stabilize  the  ions  and  to 
adjust  the  pH  level.  Trace  chlorine  left  over  from  the 
process  gives  Microcyn  its  antimicrobial  quality. 

In  early  2003  Oculus  filed  for  approval  with  Mexico's 
Ministry  of  Health  for  Microcyn  to  be  used  as  a  disin- 
fectant and  an  antiseptic  for  wounds.  Dr.  Andres 
Gutierrez,  head  of  the  cell  therapy 
unit  at  the  National  Institute  of 
Rehabilitation  in  Mexico  City,  was 
asked  to  test  its  safety  and  efficacy. 
"I  was  skeptical  at  first,"  he  says. 
"Others  have  tried  to  do  this  before 
and  have  failed  miserably." 

But  he  quickly  discovered  that 
the  solution  killed  spores,  fungi 
and  viruses.  It  eradicated  bacillus 
bacteria  in  less  than  a  minute 
compared  with  15  minutes  for 
alcohol,  which  doesn't  even  kill 
spores.  Satisfied  that  Microcyn  was  effective  and  non- 
toxic, the  institute  tested  the  solution  on  patients 
with  diabetic  foot  ulcers.  "The  first  thing  we  noticed 
was  that  the  odor  from  the  wound  faded  away  in  24 
hours.  This  had  never  happened  before,"  says 
Gutierrez. 

Doctors  in  Mexico  are  now  using  Microcyn  on 
patients  with  varicose  vein  ulcers  and  on  children  with  second- 
and  third-degree  burns.  With  other  treatments  the  average  stay 
for  pediatric  burn  patients  was  20  days.  With  Microcyn  the  length 
was  cut  in  half,  saving  Mexican  hospitals  $18,000  per  patient. 

It  is  too  early  to  be  sanguine  about  Microcyn's  claimed  heal- 
ing powers.  Its  backers  don't  even  know  exactly  how  the  solu- 
tion promotes  healing.  But  if  Microcyn  receives  its  next  FDA 
approval,  the  company  will  begin  clinical  trials  for  wound  heal- 
ing at  the  Veterans  Administration  hospital  in  Denver.  F 


w 


62     FORBES"  February  28,  2005 


People  like  Joan  ar 
for  an  investment  f 

RAYMOND 


^■JMflney&lnvesting 

STOCK  FOCUS 


Allegiance 
To  Value 

You  want  a  growth  stock 
trading  at  ten  times 
earnings?  Grit  your  teeth 
and  buy  a  commodity 
producer  in  a  left-leaning 
Latin  country.  By  Andy  Stone 

JOHNSONFAMILY  INTERNATIONAL 
Value  is  a  pip-squeak  in  assets,  but 
a  giant  in  performance.  Over  the 
past  three  years  this  $77  million 
fund  has  delivered  an  annualized  return 
of  16.9%,  compared  with  13.6%  for  the 
Morgan  Stanley  Capital  International 
world  stock  index  that  excludes  the  U.S. 

Wendell  Perkins,  4 1 ,  joined  Johnson- 
Family  in  1992  to  manage  the  invest- 
ments of  the  owners  of  S.C.  Johnson,  a 
$6.5  billion  (revenue)  privately  held 
manufacturer  of  household  aids  such  as 
Pledge,  Glade  and  Windex,  18th  on  the 
2004  FORBES  list  of  America's  largest  pri- 
vate companies.  Perkins  has  run  three 
funds,  with  $320  million  in  assets,  from 
their  inception  in  1998.  Originally  just 
for  Johnson's  owners,  the  funds  have 
been  sold  to  the  public  since  2000. 

Perkins  advised  the  state  of  Wiscon- 
sin's investment  board  before  coming  to 
JohnsonFamily.  He  knew  little  about  in- 
vesting overseas  when  patriarch  Samuel 
Johnson  hired  him.  "We  started  with  a 
portfolio  that  closely  mirrored  the  MSCI 
World  ex  U.S.A.  index,  but  under-  or 
overweighted  sectors  or  countries  based 
upon  perceived  opportunities  or  risks,"  he 
says.  Perkins  now  has  90%  of  assets  in  big 
companies  from  developed  markets. 
Among  them:  BP  and  Mitsubishi  Tokyo 
Finance  (both  of  which  trade  in  New  York 
as  American  Depositary  Receipts). 

The  remaining  10%  of  Perkins'  in- 
vestments are  in  emerging  markets,  but  he 
buys  such  stocks  only  when  they  seem 


Retiring  early. 


Caring  for  two  (  f 
generations. 


Saving  for 
twins'  college. 


Enjoying 
investment  income,  ^ti. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 
raymondjames.com 


grossly  undervalued  relative  to  counter- 
parts in  developed  markets.  To  play  it  safe, 
he  focuses  on  the  largest  and  best-known 
emerging-market  companies,  such  as 
Mexico's  Cemex,  the  world's  third-largest 
cement  company.  Cemex  shares  are  up 
35%  over  the  past  1 2  months  and  sell  for 
1 1  times  estimated  2005  earnings. 

Another  pick:  Brazil's  Companhia 
Vale  do  Rio  Doce,  the  world's  largest  pro- 
ducer of  iron  ore,  with  $6.3  billion  in 
annual  sales.  Its  shares  have  risen  58%  in 
the  past  1 2  months  and  trade  at  ten  times 
sstimated  2005  earnings.  That's  not  dirt 
:heap  for  a  mining  company,  but  Perkins 
relieves  that  Asia's  voracious  demand  for 
ore  will  keep  the  share  price  rising. 

Perkins  has  owned  shares  in  Telefonos 
de  Mexico,  Mexico's  leading  nationwide 
provider  of  fixed-line  telephony,  since 
Z002,  when  Latin  America  suffered  the 
backwash  of  the  U.S.  economy  going  into 
recession  the  previous  year.  Telmex  then 
:raded  at  four  times  cash  flow  (in  the 
>ense  of  net  income  plus  depreciation),  a 
relatively  cheap  valuation  reflecting  the 
ract  that,  as  in  the  U.S.,  fixed-line  phone 
service  is  not  a  growth  business  and 
Ielmex  faces  stiff  competition  from  cellu- 
ar  providers  such  as  America  Movil. 
'You  own  them  for  some  stability  and 
field,"  says  Perkins  about  Telmex.  Telmex 
las  appreciated  10%  since  he  bought  it; 
die  stock  yields  3.1%. 

Perkins  jumped  into  Brazil  prior  to 
die  election  of  Luiz  Inacio  Lula  da  Silva  as 
^resident  at  the  end  of  2002.  He  reckoned 
nost  investors  were  being  overly  pes- 
simistic about  how  antibusiness  the  left- 
eaning  candidate  would  be  if  elected.  He 


bought  Petroleo  Brasileiro,  Brazil's  55%- 
state-owned  oil  company,  familiarly 
known  as  Petrobras.  The  stock  rose  35% 
in  the  past  12  months,  but  the  inherent 
risk  in  the  Brazilian  market  is  one  reason 
that  its  shares  sell  for  just  6  times  esti- 
mated 2005  earnings,  compared  with 
ExxonMobil  at  15. 

Perkins  also  sampled  Brazilian  bank- 
ing through  Banco  Itau,  the  country's 
second-largest  private  bank.  At  the  time 
Itau  looked  cheap  at  8  times  earnings. 
Perkins  has  stayed  with  the  stock  as  the 
multiple  has  risen  to  1 1  times  estimated 
2005  earnings,  close  to  the  valuations  of 
big  U.S.  banks  like  Citigroup.  He  thinks  it 
will  surpass  them,  so  he  has  no  immedi- 
ate plans  to  sell. 

The  fund's  Latin  American  holdings 
delivered  a  35%  return  in  2004,  but 
Perkins  sees  slower  growth  in  2005.  "At 
some  point  we'll  make  the  decision  [for 
Latin  America],  much  like  we  have  in  our 
Chinese  holdings,  that  we've  seen  the  bulk 
of  the  return  and  it's  time  to  go  else- 
where," he  says. 

Chinese  stocks  now  represent  just  5% 
of  Perkins'  holdings,  down  from  9%  in 
2003.  The  fund  concentrates  its  remain- 
ing investments  in  infrastructure.  Perkins 
has  held  onto  companies  that  dominate 
their  industry,  like  China  Mobile,  the 
largest  wireless  provider  in  China,  utility 
China  Light  and  China  Petroleum. 

JohnsonFamily  International  Value  is  a 
no-load  hind  whose  annual  expenses  run 
$1.70  for  every  $100  invested.  The  average 
international  market  fund  charges  $1.76. 
Do-it-yourself  investors  might  consider 
the  equities  listed  below.  F 


Window  of  Oooortunitv 

Wendell  Perkins  sees  value  in  Latin  American  stocks,  especially  those  that  are 
sector  leaders. 


PRICE 

2005 

MARKET 

52-WK 

EST. 

EPS 

VALUE 

COMPANY 

RECENT 

CHANGE 

P/E 

GROWTH1 

(SMIL) 

BANCO  ITAU  HOLDING  FINANCEIRA 

$76.15 

55% 

11 

11% 

$8,361 

CEMEX 

38.53 

35 

11 

10 

13,777 

COMPANHIA  VALE  DO  RIO  DOCE 

30.65 

58 

10 

17 

22,986 

PETROLEO  BRASILEIRO 

41.10 

35 

6 

21 

26,064 

TELEFONOS  DE  MEXICO 

38.03 

9 

11 

5 

14,638 

Prices  as  of  Feb  I.  Shares  of  all  above  companies  trade  as  American  Depositary  Receipts.  'Annualized,  projected  over  the  next 
three  to  five  years.  Sources:  FT  Interactive  Data,  neuters  Fundamentals  and  Thomson  First  Call  via  FactSet  Research  Systems. 
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out-Trumping  Trump- 
revolutionizing  the 

risky  business  of 

erecting 

1% 

learning 

s 

ikyscra 

pers. 

BY  STEPHANE  FITCH  „ 

JUTTING  PROUDLY  ABOVE  THE  NEW  YORK  BUSTLE, 
its  blue-green  glass  walls  reflecting  Times  Square's 
neon  flash,  Mort  Zuckerman's  newest  skyscraper 
was  built  in  2002  at  a  cost  of  $650  million.  Risky? 
Well,  Zuckerman  had  a  prime  tenant  lined  up  to  fill 
half  of  the  47-floor  Times  Square  Tower.  Oops.  The 
tenant  was  accounting  firm  Arthur  Andersen,  which 
disintegrated  before  it  could  move  in. 

Mortimer  B.  Zuckerman  and  his  office  building  empire, 
the  publicly  traded  Boston  Properties,  survived  the  Andersen 
disaster  with  scarcely  a  hiccup.  Boasting  125  buildings 
nationwide,  a  vast  network  of  contacts  and  a  balance  sheet  as 
solid  as  Manhattan  bedrock,  his.  real  estate  investment  trust 
patiently  gathered  new  tenants,  including  the  Ann  Taylor 
Stores  headquarters  and  the  O'Melveny  &  Myers  law  firm — 
and  at  premium  prices.  No  fire  sales  for  Mort. 

The  business  of  putting  up  skyscrapers  attracts  people 
with  big  egos.  When  their  bank  accounts  do  not  match  their 
ambitions,  they  build  with  borrowed  money,  taking  the 
chance  that  a  miscue  in  timing  or  location  will  wipe  them 
out.  Thus  it  was  that  William  Zeckendorf,  the  immensely 
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successful  New  York  City  developer  of  the  1950s,  went  bust  in  A 
1965.  The  brash  Donald  Trump,  now  riding  high  on  a  strong 
New  York  market  (and  a  television  show),  got  overextended  in 
the  early  1990s  and  almost  lost  everything. 

Zuckerman  is  no  piker.  "I'll  build  the  biggest  and  the  best," 
boasts  the  stylishly  coiffed  and  nattily  dressed  67-year-old.  "In 
the  next  five  years  I'm  putting  up  a  lot  of  buildings." 

Just  outside  Boston  at  MIT  he  has  broken  ground  on  a 
231,000-square-foot  office  building  that  will  cost  $146  million. 
In  Washington  he's  starting  work  on  a  $120  million,  315,000- 
square-foot  structure  whose  main  tenant  will  be  law  firm  Piper 
Rudnick.  In  Manhattan  he  is  one  of  three  developers  vying  to 
build  a  grandiose  office  tower  above  New  York's  new  Pennsylva- 
nia Station,  now  the  Farley  Post  Office. 

What's  to  stop  him  from  reaching  a  little  too  high  and  suf- 
fering a  spectacular  collapse?  In  a  word,  the  REIT.  Unlike  Trump, 
whose  development  business  is  privately  held,  and  Zeckendorf, 
who  flourished  before  the  real  estate  investment  trust  was 
invented,  Zuckerman  gets  ample  equity  capital  for  his  projects 
via  share  offerings  of  Boston  Properties.  He  owns  10.6%  of  the 
Rf.IT,  a  stake  worth  $870  million  and  enough  to  give  him  effec- 
tive control  of  the  company.  The  REIT  has  $7.4  billion  in  equity. 


It  has  borrowed  another  $6  billion  to  build  or  acquire  property. 
So  he  presides  over  a  collection  of  buildings  holding  45  million 
square  feet  and  worth  $13.4  billion,  but  he  does  not  have  to 
sweat  to  make  the  monthly  mortgage  payments.  Boston  Proper- 
ties' leverage  is  modest — comparable  to  buying  a  $500,000 
house  and  putting  $275,000  down. 

While  Trump  blats  to  the  press  about  his  deals  and  writes 
books  trumpeting  his  prowess,  Zuckerman  keeps  his  own  deal- 
making  modus  operandi  under  wraps.  Trump,  while  professing 
admiration  for  Zuckerman's  talents,  says  there  always  will  be 
private  developers.  And  though  Zuckerman  is  more  low-key 
than  Trump,  the  two  share  enormous  drive  and  ego.  Zucker- 
man's intense  side  does  peek  out  sometimes.  As  a  pitcher  in  the 
annual  celebrity  softball  game  in  tony  Sag  Harbor,  N.Y,  Zucker- 
man throws  fastballs  while  others  just  lob  them  in. 

Zuckerman  lacks  the  celebrity  candlepower  of  Trump  and 
The  Apprentice  television  show,  but  the  title  "publisher"  has 
added  to  his  cachet.  In  1984  Zuckerman  bought  U.S.  News  & 
World  Report.  This  has  been  by  all  appearances  an  unprofitable 
venture,  yet  the  magazine  gave  him  an  excuse  to  set  up  house  in 
Washington,  D.C.,  where  U.S.  News  is  produced.  He  bought  a 
townhouse  in  Georgetown,  filled  it  with  art  and  held  dinners  for 


THE  SKY'S 
THE  LIMIT 

The  old  rule  for 
skyscraper  devel- 
opment: "Build 
tall— borrow  it  all." 
Deep-pocket 
corporations  like 
Woolworth  and 
Sears,  Roebuck 
had  the  financial 
heft  to  shrug  off 
the  risk.  William 
Zeckendorf  went 
into  hock  and 
suffered  for  it.  The 
long-term  trend 
for  landmark 
buildings  is  higher 
construction 
costs:  Dollars  to 
the  right  are  infla- 
tion-adjusted. But 
Zuckerman's  REIT 
has  the  capital  to 
pay  the  tab  and  an 
equity  cushion  to 
fall  back  on  if 
things  go  awry. 


Cost  to  build  per  sq.  ft, 
constant  2004  dollars 

...  I  I  .  I  I  I  I  I 

Building  height  in  feet 
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Masonic  Temple 

Chicago's  first 
skyscraper,  starts  rivalry 
with  New  York. 


St.  Paul  Building 

A  "spec"  building, 
becomes  New  York's 
tallest,  for  a  year. 


Park  Row  Building 

Syndicator  William 
Ivins'  small  investors 
build  world's  tallest. 


Woolworth  Building 

Woolworth's  image- 
making  edifice,  which 
outlasts  its  creator. 


A  Washington  big  shots.  Zuckerman's  next  media  deal  was  his 
purchase  of  the  Daily  News  in  New  York  City  in  1993.  This  pub- 
lication is  scarcely  more  lucrative  than  the  first  but  gives  him  a 
certain  visibility  among  the  social  elite  in  the  financial  capital, 
where  he  now  lives  and  works.  The  divorced  Zuckerman  has 
dated  a  bevy  of  high-profile  women,  ranging  from  feminist 
Gloria  Steinem  to  political  pundit  Arianna  Huffington  to 
designer  Diane  von  Furstenberg. 

Zuckerman's  first  love  is  real  estate.  There's  a  heady,  ego- 
satisfying  rush  about  erecting  a  massive  tower.  "My  sister's  a 
shrink,"  he  says,  "and  she  tells  me:  'Your  work  is  better  than  your 
fantasies.'" 

Trump  got  his  start  from  his  father,  Fred  C,  a  wealthy  hous- 
ing developer.  Zuckerman  is  self-made,  the  Montreal-born  son 
of  a  tobacco  and  candy  wholesaler.  At  age  12,  while  his  parents 
were  away,  he  made  an  eye-opening  solo  trip  to  New  York.  "New 
York  City  for  me  was  a  phenomenon,"  Zuckerman  recalls.  "I 
would  walk  up  and  down  the  streets  here,  and  I  just  loved  the 
bustle  and  intensity  and  interactions  and  the  building  designs." 
At  13  he  had  a  subscription  to  the  New  York  Times.  At  16  he 
entered  Canada's  prestigious  McGill  University.  After  law 
degrees  from  McGill  and  Harvard,  and  a  Wharton  M.B.A.,  he 
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went  to  work  overseeing  real  estate  projects  for  Boston's  Cabot,  A 
Cabot  &  Forbes.  At  32  he  struck  out  on  his  own,  teaming  up 
with  Edward  Linde,  a  numbers  whiz,  to  start  Boston  Properties. 

For  a  long  time  Boston  Properties  confined  itself  to  smallish 
office  projects  in  locales  like  Lexington  and  Bedford,  along  the 
Route  128  corridor  outside  Boston.  In  1984  Zuckerman  and 
Linde  took  on  their  first  tower,  the  50-story  edifice  at  599  Lex- 
ington Avenue  in  New  York.  They  shifted  into  high  gear  in  1997 
by  taking  the  firm  public  as  a  REIT,  a  corporation  that  need  pay 
no  corporate  taxes  so  long  as  it  sends  out  90%  of  its  profit  to 
shareholders  as  dividends. 

The  first  offering  hauled  in  $903  million  to  feed  Zucker- 
man's  ambitions;  five  follow-on  offerings  brought  another  $1.9 
billion  into  the  coffers.  With  this  zesty  infusion  of  equity  capital 
Zuckerman  could  turn  his  back  on  the  suburbs  and  shift  his 
focus  to  the  subject  of  his  boyhood 
dreams:  huge  landmark  buildings 
downtown. 

Until  recently  office  REITs  con- 
fined their  investing  almost  entirely 
to  the  purchase  of  buildings  already 
standing.  Boston  Properties  bought 
most  of  its  early  trophy  properties, 
among  them  the  Prudential  Center 
(2.2  million  square  feet)  in  Boston 
and  the  Deutsche  Bank  headquar- 
ters (1.2  million)  in  New  York. 

Now  it's  in  the  vanguard  of  a 
new  trend:  the  REIT  that  adds  to  its 
portfolio  by  building  from  scratch. 
Indeed,  Zuckerman  says  his  com- 
pany is  going  to  sell  off  $450  million 
of  buildings  and  throw  the  dice  on 
new  developments. 

Among  the  REITs  acting  as 
developers  today  are  Reckson  Asso- 
ciates and  Carr  America,  both  of 
which  are  constructing  suburban 
office  complexes,  and  Vornado 
Realty,  led  by  hard-charging  Chief 
Steven  Roth,  who  is  completing  a 
1.4  million-square-foot  tower  to 
house  Bloomberg  LP  in  midtown 
Manhattan.  ("The  greatest  compli- 
ment to  Mort  is  that  Steve  is  doing 
development,  too,"  says  Trump.) 
The  newly  public  REIT  run  by  Los 
Angeles  developer  Robert  Maguire 
is  going  to  build  as  well  as  buy. 

While  the  majority  of  REITs 
remain  passive  purchasers  for  now, 
competitive  pressures  are  pushing 
them  toward  development.  Over 
the  past  five  years  the  best  existing 
stuff  has  been  bid  up  too  high.  Since 


the  tech  bubble  popped  in  2000,  pension  funds  and  other  insti- 
tutions, hungry  for  stable  properties  in  desirable  areas  that  earn 
good  rental  income,  have  pounced  on  real  estate.  "You  have  me 
and  ten  other  guys  bidding,"  sighs  Reckson  head  Scott  Rechler. 

First-class  existing  buildings  are  priced  to  yield  only  around 
5%  to  an  all-cash  buyer,  says  research  firm  Creen  Street  Advi- 
sors. (The  return  they  talk  about  is  rent  minus  the  costs  of  oper- 
ating and  maintaining  the  building  and  leasing  any  empty 
space.)  But  a  skillfully  developed  new  property  can  bag  an 
annual  cash  return  of  up  to  10%  of  its  construction  costs. 

In  the  competition  for  parcels  to  be  developed,  the  REITs 
with  fat  equity  cushions  have  a  tactical  advantage  over  private 
firms  that  rely  on  bank  loans  for  their  construction  costs.  Zuck- 
erman easily  mustered  the  financial  firepower  to  blow  away  rival 
Douglas  Durst — an  iconic,  old-style  New  York  developer  with 


STEVEN  ROTH 

A  ruthless  dealmaker,  he  has  followed 
Zuckerman  into  development.  Roth's  Vornado 
Realty  is  completing  a  trophy  building  in  New 
York  for  Bloomberg  and  is  bidding  against 
Mort  for  the  Penn  Station  project. 
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Hospital  Comparison  Tool 


Now,  choose 
a  hospital  based 
on  information, 
not  just  location. 


Choosing  the  right  hospital  can  be  one 
of  the  most  important  decisions  your 
employees  ever  make.  Now,  with  the 
Aetna  Navigator™  Hospital  Comparison 
Tool,  your  employees  can  get  the 
information  they  need  to  help  them 
choose  the  hospital  that's  best  for  them. 
Our  interactive,  online  resource  contains 
information  on  thousands  of  hospitals, 
and  allows  your  employees  to  compare 
them  based  on  criteria  that  they  consider 
most  important.  These  criteria  include 
the  number  of  patients  treated  per  year, 
the  rate  of  success  and  the  average 
length  of  stay  for  certain  conditions  and 
procedures.  It's  just  one  of  many  easy- 
to-use  online  tools  Aetna  provides  to 
help  your  employees  make  better 
informed  decisions.  To  find  out  more, 
call  your  broker,  Aetna  representative,  or 
visit  us  today  at  aetna.com. 
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DOUGLAS  DURST 

The  old-school  New  York  developer  won't 
turn  to  Wall  Street  for  equity  capital,  as 
REITs  do.  Outbid  in  Times  Square,  now  he's 
building  on  nearby  family-owned  land. 


Boom  and  Bust 


Private  builders,  lacking  REITs'  stock  market 
access,  risk  pratfalls.  But  some  get  back  up. 

_   pQ^yrj  jrump  Quilt  dazzling  New 
York  landmarks  like  Trump  Tower  before 
near-death  experience  in  early-l990s 
from  too  much  debt.  Made  spectacular 
Wa      comeback  with  help  of  other  investors' 
money.  Now  a  TV  star,  too.  Only  problem: 
Casinos  went  bankrupt  last  year. 

jJMBE~~]   WILLIAM  ZECKENDORF  Owned  New 
nffHR'  "*    York's  Chrysler  Building,  assembled 

United  Nations  site  along  the  East  River, 
UHC  |  p.    built  Mile  High  Center  in  Denver.  Then 

in  1965  his  firm,  Webb  &  Knapp, 
— ^^fci  WGnt  bust. 

jOK-]  PAUL  REICHMANN  His  Olympia  &  York 
■s        ^fl     was  the  toast  of  the  1980s,  building 

lovely  office  complexes  around  North 
1  ^-njL,^      America,  including  World  Financial 
V  Center  in  New  York.  Bungled  $1.6  billion 

t  Canary  Wharf  in  London.  Then  had  to 

give  up  myriad  buildings  to  lenders.  Still 
has  a  piece  of  Canary  Wharf. 

□ TRAMMELL  CROW  Dallas  builder  of 
office,  hotel  and  residential  properties 
almost  tanked  in  1975,  when  he  had  to 
cede  control  to  partners.  Reemerged 
in  1980s,  "strong  as  horseradish,"  as 
one  observer  said. 


NEIL  BLUHM  Cofounder  of  Chicago 
property  syndicator  JMB  Realty  ran  into 
trouble  in  early-l990s  crunch.  Lost 
$340  million  in  insolvency  of 
Randsworth,  a  London  affiliate.  Going 
strong  now  with  10%  stake  in  private 
real  estate  fund  Walton  Street. 


ten  buildings  but  no  REIT  behind  him — in  the  2000  bid- 
ding for  the  Times  Square  Tower  site  and  the  plot  next 
door,  now  housing  Ernst  &  Young's  headquarters. 
"We're  not  going  to  get  into  a  bidding  war,"  says  Durst, 
musing  over  his  defeat. 

Nor  is  Boston  Properties  going  to  bid  wildly,  insists 
Linde,  the  numbers-crunching  second-in-command. 
Linde,  also  the  company  skeptic,  put  the  kibosh  on  a  purchase  * 
with  two  partners  of  undeveloped  Fan  Pier  in  Boston  from 
Chicago's  Pritzker  family.  The  idea  was  to  transform  a  section 
of  the  waterfront  into  3  million  square  feet  of  office,  retail,  apart- 
ments and  hotels.  The  problem:  The  city  insisted  that  the  buyers 
first  build  a  hugely  expensive  underground  parking  garage  and 
seawall.  Boston  Properties  and  its  partners  paid  $2.5  million  in 
deal-breaking  penalties. 

In  the  stock  market  Boston  Properties  has  fared  well.  Since 
the  March  2000  market  peak  its  total  return  (including  divi- 
dends) is  22%  annualized,  compared  with  the  S&P  500's  negative  I 


1.3%  and  in  line  with  the  21%  average  for  the  REIT  industry. 
(For  performance  and  value  ratings  on  20  large  REITs,  see  p.  74.) 

Zuckerman  has  faced  catastrophe  twice  since  converting  to 
REIT  status.  Aside  from  the  Times  Square  Tower  near- fiasco,  his 
bid  for  San  Francisco's  Embarcadero  Center,  using  a  lot  of 
Boston  Properties'  stock,  almost  collapsed  when  the  REIT's 
shares  plunged  amid  the  1998  Asian  and  Russian  economic 
crises.  Luckily  for  him  the  stock  climbed  back  in  time  for  him  to 
seal  the  deal.  He  paid  $1.2  billion,  or  $325  a  square  foot;  the 
building  is  probably  now  worth  $425  a  foot.  "It's  a  high-wire 
act,"  says  Zuckerman  about  development. 
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China  Mobile  had  to  modernize  its  wireless  network  with 
the  most  sophisticated  and  reliable  power  technology  possible 

Who  did  China  Mobile  call? 
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Far  worse  was  the  plight  of  Trizec  Properties,  another  REIT  i 
that  dared  to  be  a  developer.  Trizec  built  Hollywood  and  High- 
land, a  1.2-million-square-foot  retail  and  entertainment  com- 
plex that  included  a  hotel  and  the  Kodak  Theatre  (site  of  the 
Academy  Awards  presentation)  in  Los  Angeles.  It  completed  the 
project  in  2001  at  a  cost  of  $600  million,  or  $500  a  square  foot. 
Last  year  it  sold  the  project  for  $200  million. 

The  crafty  Zuckerman  has  a  strategy  to  finesse  a  still-broader 
problem:  Even  today,  despite  better  economic  times,  the  office  mar- 
ket is  in  the  doldrums.  Nationally,  vacancies  are  at  a  high  17.3%,  the 
result  of  corporate  caution  after  the  recent  recession.  That's  not 
going  to  improve  fast,  according  to  New  York-based  brokerage 
Cushman  &  Wakefield.  "Net  absorption,"  the  degree  to  which  de- 
mand reduces  vacancies,  was  a  weak  1.3  percentage  points  last  year. 

Boston  Properties  seeks  to  get  around  this  by  focusing  on 
high-demand  cities  where  it  is  difficult  to  build — New  York, 
Boston,  Washington — and  avoiding  office-glut  towns  like 
Adanta  and  Chicago.  Plus,  the  company  concentrates  on  Class  A 
buildings,  the  leading  addresses  that  classy  tenants  want.  Boston 


Properties'  vacancy  rate  is  a  mere  7.9%. 

Nevertheless,  Zuckerman  had  better  hope  that  his  strong- 
demand  cities  stay  that  way.  Larry  Silverstein,  owner  of  the 
World  Trade  Center  site,  aims  to  build  another  complex  there, 
which  could  end  up  flooding  the  Manhattan  market,  the 
nation's  largest,  with  too  much  office  inventory. 

With  Penn  Station  the  risk  is  that  the  Class  B  area  is  unallur- 
ing  as  a  high-end  office  locale.  The  potential  developers  are  hop- 
ing a  shiny  landmark  structure  will  attract  hordes  of  suburban 
commuters  as  tenants.  A  state  agency  will  choose  the  winner  this 
spring  from  among  Tishman  Speyer,  an  old-line  (non-REIT)  New 
York  firm;  Vornado,  looking  for  its  second  big  construction  pro- 
ject after  the  Bloomberg  building;  and  Boston  Properties.  Jerry  I. 
Speyer  has  far-reaching  connections.  Vornado  contends  it  knows 
the  neighborhood,  where  it  has  several  properties. 

And  Zuckerman?  He  has  successfully  constructed  two  sky- 
scrapers above  subway  stations  without  disrupting  riders,  so  he  ar- 
gues he  can  do  the  same  with  Penn  Station.  Besides,  he  aches  for 
this  kind  of  assignment.  "There's  a  psychic  reward,"  he  says.  F 


Rating  the  REITs 

CAN  ANY  PROPERTY  STOCK  SERIOUSLY  BE 
called  a  bargain?  When  FORBES 
kicked  off  this  annual  REIT  rating  list 
in  January  2002  the  stocks  were  cheap  at 
12  times  trailing  earnings.  Now  they  go  for 
19  times.  In  the  past  three  years  the  cate- 
gory has  handily  outperformed  the  stock 
market  with  a  21%  annualized  total  return 
to  the  market's  5.1%.  There  are  still  reason- 
able buys  out  there  but  no  screaming  ones. 
You  can't  expect  the  next  three  years  to  be 
as  thrilling. 

Green  Street  Advisors,  the  Newport 
Beach,  Calif,  research  firm,  came  up  with 


the  price/earnings  ratios  using  a  definition 
of  earnings  peculiar  to  the  real  estate 
industry.  It's  net  income  (excluding  capital 
gains)  with  depreciation  added  back  and 
capital  outlays  for  building  maintenance 
subtracted.  This  earnings  measure,  called 
"adjusted  funds  from  operations,"  or  AFFO, 
gives  the  best  picture  of  the  income  that  a 
landlord  can  live  on. 

Despite  the  2001  recession  and  some 
overbuilding  of  both  commercial  and 
residential  property,  rents  have  been  fairly 
stable  of  late.  Green  Street  says  that  affo 
has  been  climbing  at  a  3.6%  pace  annually 


REITs'  F 

licnest  

The  biggest  fortunes  in  realty  trusts  belong  to  these  guys. 

Samuel  Zell.  63 
Net  worth:  $2.4  billion 
Equity  Office:  700  buildings 
in  18  states.  Equity 
Residential:  940  apartment 
complexes  in  32  states 

-_ 

"  ■? 

B.  Wayne  Hughes,  71 
Net  worth:  $2.5  billion 
Public  Storage:  1,420 
self-storage  facilities  in 
37  states 

L 

Meivin  Simon,  78 
Net  worth:  $1.6  billion 
Simon  Property:  300  malls 
in  40  states,  Canada 
and  Mexico 

Matthew  Bucksbaum,  79 
Net  worth:  $1.8  billion 
(including  family) 
General  Growth:  210  malls 
in  44  states 

over  the  past  ten  years.  For  the  61  trusts  it 
covers  (a  good  chunk  of  the  REIT  universe), 
AFFO  will  rise  a  satisfying  7%  this  year,  the 
firm  predicts. 

Most  trusts  are  paying  out  virtually  all 
their  AFFO  to  shareholders  in  the  form  of 
dividends.  With  the  stock  run-up  the  REIT 
dividend  yield  has  shrunk  a  bit,  from  6.9% 
in  early  2002  to  5.5%  today.  And  unlike 
most  other  dividends  REITs  are  taxed  as 
ordinary  income,  up  to  35%  on  the  federal 
level,  and  don't  get  the  new  15%  dividend 
tax  rate.  Still,  that  5.5%  dividend  yield 
eclipses  the  S&P  500's  paltry  1.8%. 

There  are  REITs  and  there  are  REITs.  To 
help  you  decide  which  ones  to  buy,  our  REIT 
grades  cover  two  things:  performance  and 
value.  Our  list  of  the  20  biggest,  using  data 
from  Green  Street  (though  the  grades  are 
ours),  is  on  page  76.  At  forbes.com/extra 
you  will  find  a  longer  list  of  50  companies. 

The  performance  grade  shows  how 
well  a  manager  has  delivered  portfolio 
results  as  measured  by  dividends  paid, 
growth  in  estimated  liquidating  value  and 
growth  in  AFFO. 

The  value  grade  measures  something 
entirely  different:  whether  or  not  the  stock 
is  a  bargain.  Here  we  measure  value  by 
blending  two  separate  measures.  One  is 
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you're  a  baking  company,  how  do  you  add  interest  and 
<citement  to  products  that  have  been  around  a  long 
me?  One  bakery  wanted  to  market  a  healthier  bread 
ley  turned  to  Cargill  for  help  and  our  food  experts 
ffered  a  carefully-crafted  recipe  mix  that  combined 
Dod  taste  and  texture  with  soy  protein  — allowing  them 
i  make  the  claim  they  wanted.  Now  the  company 
iels  great  about  their  successful  new  product— and 
leir  consumers  feel  great  about  having  a  healthy 
3w  option.  This  is  how  Cargill  works  with  customers 
ollaborate    >   create    >  succeed 
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THE  NEW  BUILDERS 


net  asset  value,  also  called  liquidating  value 
(what  the  buildings  could  be  sold  for);  the 
other  is  a  discounted  present  value  of 
expected  dividends  over  the  next  five  years 
and  expected  liquidating  value  in  the  year 
2009.  The  discount  rate  is  higher  for  a 
steeply  leveraged  portfolio. 

The  If  highest-rated  REITs  from  last 
year— scoring  an  A  or  better  in  one  cate- 
gory and  no  lower  than  a  B  in  the  other— 
slightly  outperformed  the  Morgan  Stanley 
REIT  Index  during  the  intervening  12 
months,  returning  17%  (including  divi- 
dends) compared  with  the  index's  16%. 

The  best  grades,  along  with  the  highest 
growth  rates  in  net  asset  value  (21.2% 
annually  over  five  years)  and  AFFO  (15.4%), 
belong  to  General  Growth,  a  mall  REIT  with 
properties  nationwide.  Chaired  by  Matthew 
Bucksbaum  and  run  day-to-day  by  son 


John,  Chicago's  General  Growth  is  skillful 
at  attracting  upscale  retail  tenants. 

The  nation's  other  large  mall  owner, 
Simon  Property  Group,  is  headed  by  Forbes 
400  member  Melvin  Simon  of  Indianapolis 
and  run  by  son  David.  This  REIT  has  a  strik- 
ing long-term  record  of  lifting  NAV,  which 
snagged  it  an  A  performance  grade.  Simon, 
alas,  has  been  discovered  by  investors.  Its 
rich  price  in  relation  to  value  leaves  it  with 
a  C  for  value. 

Equity  Residential,  headed  by  Forbes 
400  member  Samuel  Zell  of  Chicago,  is  the 
country's  largest  apartment  landlord. 
Apartment  trusts  have  struggled  during  the 
home-buying  boom,  which  robbed  them  of 
tenants.  But  Green  Street  says  a  recovery 
is  under  way  in  apartments  and  could  pick 
up  further  if  mortgage  rates  rise.  Equity 
Residential's  stock,  trading  at  17  times  the 


$1.90  a  share  it's  projected  to  earn  in  AFFO 
this  year,  garners  a  C  for  performance  but 
an  A  for  value,  reflecting  apartments' 
stepchild  status  in  the  market.  Zell's  Equity 
Office  does  less  well  because  of  high 
vacancies,  receiving  a  D  and  a  B. 

Public  Storage,  chaired  by  Forbes  400 
member  B.  Wayne  Hughes  of  Bel  Air,  Calif., 
is  uniquely  financed  and  among  the  most 
well-managed  outfits  in  real  estate.  Operat- 
ing in  the  unglamorous  field  of  self-storage 
units,  it  has  solid  NAV  and  AFFO  growth, 
and  earns  a  B  for  performance.  Hughes' 
company  runs  as  if  the  Depression  were 
yesterday.  Instead  of  debt  it  issues  perpet- 
ual preferred  shares.  And  it's  stingy  with  div- 
idends, paying  out  an  industry-low  66%  of 
AFFO  to  retain  cash  for  future  investments. 
Its  3.4%  yield  is  low  for  this  category 
of  investment.       —Lesley  Kump  and  S.F. 


Reoort  Card 


REITs  get  two  separate  grades.  Performance  measures  a  trust's  ability  to  deliver  a  high  yield  or  growth  rate,  or  combination  of 
the  two,  versus  peers.  The  value  grade  shows  how  cheap  a  REIT  is  in  relation  to  what  we  see  as  its  intrinsic  value.  It  penalizes 
high  leverage.  For  more  REIT  grades  go  to  forbes.com/extra.  Green  Street  Advisors  provided  the  raw  data,  but  the  grades 
are  from  us,  not  Green  Street. 


GRADE 
PERFORMANCE  VALUE 

REiT/major  properties 

PRICE 

DIVIDEND 
YIELD 

 ANNUALIZI 

NAV1 

'IHil'lVliTBi 

msm 

LEVERAGE 
RATIO3 

NET  ASSETS4 
($BIL) 

c 

D 

AMB  Property/industrial 

$37.19 

4.6% 

7.2% 

-0.7% 

52.7% 

$2.9 

F 

A 

Apartment  Invest  &  Mgmt/apartments 

35.55 

6.8 

1.6 

-16.1 

63.8 

4.5 

D 

Archstone-Smith/apartments 

34.03 

5.1 

8.2 

-7.6 

38.8 

7.7 

C 

C 

Avalon  Bay/apartments 

66.05 

4.2 

9.9 

-2.1 

37.9 

4.8 

B 

C 

Boston  Properties/offices 

56.93 

4.6 

9.2 

3.3 

44.5 

7.4 

A+ 

D 

CBL  &  Associates/shopping  malls 

68.06 

4.8 

17.1 

9.4 

54.1 

3.3 

A+ 

B 

Developers  Diversified/strip  malls 

40.02 

5.1 

18.9 

8.7 

55.5 

4.0 

C 

C 

Duke  Realty/industrial 

31.05 

6.0 

5.8 

-1.9 

45.2 

4.5 

D 

B 

Equity  Office  Properties/offices 

28.27 

7.1 

-2.4 

-6.1 

58.1 

11.7 

C 

A 

Equity  Residential/apartments 

31.97 

5.4 

6.9 

-2.6 

44.2 

10.0 

A+ 

B 

General  Growth/shopping  malls 

31.64 

4.6 

21.2 

15.4 

75.2 

8.2 

A 

D 

Kimco  Realty/strip  malls 

52.60 

4.6 

12.0 

7.7 

43.3 

4.5 

B 

A 

Liberty  Property/industrial 

38.92 

6.3 

7.1 

-0.8 

43.3 

3.4 

A 

C 

Macerich/shopping  malls 

55.79 

4.7 

16.1 

7.0 

51.0 

4.2 

C 

A 

Mack-Cali  Realty/offices 

42.26 

6.0 

5.6 

-2.6 

38.8 

3.3 

A 

D 

Mills  Corp/shopping  malls 

56.00 

4.3 

16.3 

8.4 

57.4 

3.0 

Q 

F 

Prologis/industrial 

38.18 

3.8 

7.9 

0.8 

46.9 

6.1 

B 

D 

Public  Storage/storage  centers 

52.71 

3.4 

11.1 

5.2 

33.8 

5.8 

A 

C 

Simon  Property  Group/shopping  malls 

59.03 

4.4 

16.2 

6.8 

56.3 

15.7 

WTm 

D 

Vornado/offices 

69.23 

4.4 

13.0 

3.5 

41.7 

9.9 

'Net  asset  value.  2Measure  of  profit:  Adjusted  funds  from  operations  are  net  income  plus  depreciation,  less  nonrecurring  items  and  maintenance-level  c 
Figures  cover  period  from  2000  through  2005  estimate.  3Debt  as  a  percentage  of  assets  4Fair  market  values  estimated  by  Green  Street  Advisors. 
Sources  Green  Street  Advisors;  Reuters  Fundamentals  via  FactSet  Research  Systems;  Forbes 

apital  spending. 
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THE  POST  OFFICE.  CONVENIENT LY  LOCATED  ON  A  COMPUTER  NEAR  YOU. 


Just  about  anything  you  can  do  at  the  Post  Officer  you  can  do  from  your  office  with  usps.com.  Pay  postage, 
print  shipping  labels,  track  and  confirm  package  deliveries,  order  stamps,  even  request  a  letter  carrier 
to  pick  up  your  packages.  So  go  to  usps.com.  It's  one  more  way  the  U.S.  Postal  Service®  is  working  for  you. 


1  UNITED  STATES 
POSTAL  SERVICE. 


©2005  United  States  Postal  Service.  Eagle  symbol  is  a  registered  trademark  of  the  United  States  Postal  Service. 
Sales  and  Service  Associate  Juvy  Bodestyne,  San  Mateo,  CA 


usps.com 


ounter 


fflm  AMES  DONALD,  WHO  TAKES  OVER 
as  chief  executive  of  Starbucks  in 
March,  is  giving  a  tour  of  one  of 
his  stores  when  a  member  of  his 
entourage  bumps  a  customer, 
dousing  the  floor  with  latte. 
Donald  darts  into  a  back  room, 
emerges  seconds  later  with  a 
mop  and  bucket,  then  puts  them 
to  use.  "Being  a  grocery  guy 
means  you  always  know  where 
the  cleaning  supplies  are,"  he  beams. 

In  the  stagnant,  no-margin  supermarket 
business  where  he  spent  much  of  his  career, 
Donald,  50,  built  a  reputation  as  someone  who 
could  both  start  a  business  from  scratch  and 
pull  off  a  turnaround.  Now,  after  a  two-year 
crash  course  in  the  coffee-shop  business,  he'll 
need  yet  different  skills:  the  kind  needed  to 
sustain  the  growth  of  a  $5.3  billion  (sales) 
company  that  has  defied  skeptics  and  made 
short-sellers  cry. 

Ever  since  Starbucks  founder  Howard 
Schultz  took  his  chain  public  in  1992,  many 
people  (including  this  magazine)  have  argued 
that  there  is  a  limit  to  the  number  of  cus- 
tomers willing  to  pay  $4  for  a  fancy  cup  of  cof- 
fee. Seems  a  reasonable  assumption,  but  to 
date  it  has  been  wrong.  "We  have  continued 
to  discover  new  opportunities,"  says  Schultz, 
*  who  gave  up  the  chief  executive  title  in  2000. 
I  Schultz  remains  a  highly  visible  chairman,  toy- 
I  ing  with  the  company's  music  program  and 
1  cheering  on  the  Seattle  Supersonics  basketball 
5  team  he  owns. 

In  13  years  the  chain  has  exploded  from 
s  165  outlets  to  9,000.  It's  decelerating — this 


JiM  DONALD  made  his 
name  in  the  slow-growth 
supermarket  business. 
Now  he's  got  the  tricky  job 
of  keeping  Starbucks 
percolating. 
By  Peter  Kafka 

year  it  will  add  1,500  locations,  a  much  slower 
pace  of  growth  in  percentage  terms — but 
that's  still  4  new  stores  a  day.  And  though 
Schultz  insists  the  upscale  neighborhoods 
where  Starbucks  first  made  its  mark  are  still 
not  saturated,  the  company  is  also  building 
stores  in  places  you  wouldn't  have  expected  a 
decade  ago:  in  small  towns,  near  highways  and 
in  poorer  neighborhoods.  Starbucks  may  be 
the  only  consumer  company  in  the  U.S.  that 
boasts  that  its  customer  base  is  becoming  less 
affluent. 

Last  fall  Starbucks  boosted  its  target 
for  ultimate  store  count  by  20%,  to  30,000 
(though  that  target  doesn't  come  with  a  date). 
Along  the  way  it  intends  to  maintain 
annual  revenue  and  profit  increases  of  at 
least  20%. 

Investors,  who  at  $50  a  share  value  the  cof- 
fee chain  at  48  times  trailing  earnings,  have 
been  conditioned  to  expect  ever-improving 
performance.  It  doesn't  take  much  to  disap- 
point them.  This  month,  after  Starbucks 
announced  that  the  growth  in  sales  at  stores 
open  at  least  one  year  had  declined  to  7%  from 
12%  in  the  previous  comparison,  the  stock 
dropped  7%. 

In  Donald's  previous  life  such  growth 
would  generate  rejoicing.  He  started  as  a  16- 
year-old  bag  boy  at  a  Publix  chain  store  in 
Tampa,  Fla.  By  19  he  was  an  assistant  manager 
at  the  Albertsons  chain,  owned  a  house  and 
was  making  more  than  his  father  had  ever 
made  as  a  schoolteacher.  Formal  education 
was  a  lower  priority  for  Donald  himself,  who 
enrolled  in  five  schools  in  15  years  before  earn- 
ing his  undergraduate  business  degree  from 
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Starbucks 


Century  College  in  Albuquerque. 

The  born  retailer  made  a  name  for 
himself  as  a  folksy,  hands-on  manager 
with  a  knack  for  pep  talks  and  mixing  it 
up  with  his  workers.  Typical  Jim  Don- 
ald stories  involve  him  get- 
ting behind  a  deli  counter 
for  a  day  or  working  a  third 
shift  in  a  warehouse  to  buck 
up  his  employees.  "You  have 
to  build  a  support  base,"  he 
says,  "And  I  gotta  tell  you, 
once  you  have  a  support 
base,  it's  good  stuff." 

By  1991  Donald's  repu- 
tation had  reached 
Wal-Mart  founder  Sam 
Walton,  who  flew  to 
Phoenix  to  convince 
him  to  run  the  dis- 
count giant's  nascent 
grocery  division.  Wal- 
Mart  was  experiment- 
ing with  selling  gro- 
ceries at  six  stores  but 
hadn't  figured  out  how 
to  expand  the  concept. 
Donald  revamped  the 
company's  dysfunc- 
tional distribution  cen- 
ter, which  hadn't  been 
designed  for  grocery 
storage.  By  the  time  he 
left  three  years  later,  Wal-Mart  had 
added  grocery  sales  in  140  more  stores. 

In  1996  Donald  took  over  flounder- 
ing Pathmark,  a  privately  held,  money- 
losing  143-store  chain  with  good  real 
estate  and  a  crushing  debt  load.  After 
prepping  the  company  for  a  sale  and 
watching  the  deal  fall  through,  Donald 
filed  for  a  prepackaged  Chapter  1 1 
bankruptcy  that  allowed  him  to  slough 
off  debt  and  reemerge  with  a  public 
company. 

Schultz  hired  Donald  to  run  Star- 
bucks' North  American  operations  in 
2002,  with  the  understanding  that  the 
job  would  be  a  tryout  for  the  chief  exec- 
utive position.  In  truth  there  isn't  much 
distinction  between  the  two  jobs: 
The  bulk  of  Starbucks'  growth,  revenues 
and  profit  will  continue  to  come  from 
the  4,400  company-owned  stores  in 
the  U.S. 


This  isn't  quite  the  same  as  running 
a  grocery  chain.  Though  Donald  has 
spent,  nights  at  the  company's  roasting 
plants  and  on  the  road  with  distribution 
workers,  Starbucks  is  simply  too  big  for 
him  to  do  much  motiva- 
tional flesh-pressing.  And 
while  he  has  retained  some 
well-honed  penny-pinching 
instincts — new,  thinner 
garbage  bags  will  save  the 
company  $500,000  a  year, 

Keeps  going  and  going:  In 
Shanghai  and  a  drive-through 
in  La  Verne,  Calif. 


Average  daily 
transactions  per  store. 

Average  sale 
per  transaction. 


he  says — he  is  limited  by 
the  company's  bold 
expansion  plans,  which 
call  for  sinking  more 
money  into  the  busi- 
ness, not  paring  back. 

In  the  first  quarter, 
ending  Jan.  2,  store 
operating  costs  as  a  per- 
cent of  revenue  jumped 
1.1  percentage  points 
from  the  previous  year 
to  32.8%.  One  culprit: 
health  care  packages 
offered  to  every  worker 
who  puts  in  20  hours  a  week.  Another: 
more  employees.  District  managers,  for 
instance,  who  used  to  oversee  a  dozen 
stores  apiece,  now  manage  eight  to  ten. 

No  problem,  Donald  says:  "We  could 
tighten  this  thing  up  at  a  moment's 
notice,  but  we're  a  growing  business." 


Year  first 
Starbucks  opened  in 
Seattle's  Pike  Place  Market. 

Number  of 
stores  outside  the  U.S. 


Source:  Starbucks. 


Instead,  he  says,  the  trick  is  basic  retail- 
ing— sell  more  stuff  at  more  stores. 

To  that  end  the  chain  is  constantly 
adding  reasons  for  customers  to  linger 
longer  at  the  stores  or  to  drop  by  in  the 
evening  or  afternoon  (traffic  peaks 
between  8  a.m.  and  10  a.m.).  A  new 
Chantico  drink,  a  6-ounce  cup  of  liquid 
chocolate — somewhere  between  hot 
cocoa  and  a  melted  candy  bar — is 
intended  to  draw  more  afternoon  traffic. 
Sandwiches,  sold  at  2,200  of  the  com- 
pany's stores,  typically  add  a  mere 
$30,000  to  a  store's  annual  volume  of 
$940,000,  but  Donald  sees  value  in  their 
ability  to  attract  a 
lunch  crowd. 

Why  stop  at  food? 
To  date  the  chain 
has   sold  500,000 
copies   of  a  Ray 
Charles  compilation, 
helping  the  CD  top 
the  charts;  this  year 
it  is  rolling  out  CD 
burning  stations 
that  let  customers 
assemble  their  own 
albums,  complete 
with  personalized 
jackets.  At  $9  for 
seven  songs,  that's 
$2   more  than  it 
would  cost  to  do  it  your- 
self at  home,  but  you  can 
get  a  cheaper  decaf  at 
home,  too. 

Which  is  still  the  flip 
side  of  the  Starbucks 
growth  story:  At  what 
point  will  it  exhaust  the 
supply  of  customers  will- 
ing to  pay  a  premium  for 
coffee?  Doubters  still 
exist.  Barry  M.  Sine,  an 
analyst  for  H.D.  Brous  & 
Co.,  argues  that  the 
chain's  earnings-per- 
share  growth  has  been  inflated  by  last 
fall's  price  increase  and  by  stock  buy- 
backs,  depreciation  stretch-outs  and  a 
favorable  tax  rate.  Sine  says  this  growth 
stock  is  worth  only  22  times  earnings, 
or  $22  a  share.  Donald  is  going  to  work 
hard  to  prove  folks  like  Sine  wrong.  F 
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Where  do  politicians  get  the  crazy  idea  that  the  world  needs  yet  anothe 


PORTLAND,  ORE.'S  TRADE 
show  business  was  thriving 
back  in  1997,  when  the  city- 
hatched  plans  to  double  the 
size  of  its  Oregon  Conven- 
tion Center  to  368,000 
square  feet,  the  largest  in 
the  Northwest. 

Today,  $116  million  in  bricks,  mor- 
tar and  carpeting  later,  Portland's  trade 
hall  is  struggling.  It  lost  $5.5  million  last 
year  on  $15.3  million  in  revenue.  Occu- 
pancy since  the  expansion  has  fallen 
from  71%  to  43%.  The  Wood  Technol- 


ogy Showcase,  a  Portland  event  for  34 
years  and  one  that  expansion  boosters 
cited  as  needing  the  enlarged  venue,  has 
been  postponed  because  of  lagging  atten- 
dance. The  same  run-down  buildings 
and  third-rate  restaurants  that  always 
surrounded  the  center,  like  Burgerville 
and  a  deli  that  sells  sushi  and  Beanie 
Babies,  are  still  there. 

"We  haven't  set  our  sights  on  being 
profitable,"  says  Oregon  Convention 
Center's  executive  director,  Jeffrey  Blosser. 
"These  are  challenging  times  in  our 
industry." 


Challenging?  The  business  is  a  mess, 
plagued  by  a  taxpayer-funded  burst  of 
expansion  and  a  continuing  dearth  of 
customers.  Over  the  last  decade  cities' 
annual  capital  spending  on  centers  has 
doubled  to  $2.4  billion,  according  to  a 
study  by  the  Brookings  Institution.  The 
projects  are  frequently  backed  by  expen- 
sive feasibility  studies  from  consultants 
that  rarely  give  a  thumbs-down.  Forty- 
four  new  or  expanded  halls  are  in  the 
works,  in  hot  spots  such  as  Las  Vegas  and 
not-so-hot  spots  like  Albany,  N.Y.  Seven 
million  square  feet  will  be  built  in  the 
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vention  center?  From  the  experts,  of  course  |  By  Victoria  Murphy 


next  few  years,  adding  to  the  64  million 
square  feet  now  standing. 

Unmentioned  at  ribbon-cutting  cere- 
monies is  that  the  space  will  be  impossi- 
ble to  fill.  The  biggest  200  shows,  a  rolling 
list  measured  by  Tradeshow  Week,  are 
using  the  same  amount  of  space  they  did 
in  1992.  Attendance  has  fallen  at  most 
centers,  even  those  with  new  space  such 
as  in  Indianapolis,  Chicago  and  Atlanta. 
The  thriving  destinations,  Orlando,  Fla. 
and  Las  Vegas  (which  just  announced  a 
$400  million  expansion),  are  stealing 
smaller  shows  away  from  other  cities, 


stuffing  in  several  at  a  time.  The  smaller 
trade  halls  are  discounting,  even  giving 
space  away. 

A  common  excuse  of  the  convention 
center  builders  is  that  Sept.  1 1  cut  travel. 
But  trade  show  attendance  peaked  in  the 
mid-1990s.  Something  more  fundamen- 
tal is  going  on:  Shows  in  general  are  far 
less  relevant.  Consolidation  in  industries 
like  manufacturing,  retail  and  technology 
has  left  a  smaller  pool  of  exhibitors.  And 
far  more  trade  now  gets  done  in  China, 
which  is  rapidly  adding  shows  and  square 
footage  of  its  own. 


Newell  Rubbermaid  pulled  out  of  the 
International  Home  &  Housewares  Show 
in  Chicago  in  2001  to  target  retailers 
more  directly.  It  opened  a  sales  office  near 
Wal-Mart  in  Bentonville,  Ark.  Since  2001 
the  Nike  Swoosh  hasn't  appeared  on 
booths  at  any  of  the  big  retail  shows  like 
Magic  Marketplace  or  the  Super  Show. 
Oracle  no  longer  spends  big  bucks  on 
trade  show  booths. 

So  why  is  the  concrete  getting  poured 
in  Jackson,  Miss.,  Peoria,  111.  and  Spokane, 
Wash.?  Politicians,  playing  local  hero,  are 
incapable  of  finding  reasons  not  to  build. 
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Trade  Shows 


Even  when  voters  reject  new  taxes,  as  in 
Portland,  Pittsburgh  and  Columbus, 
Ohio,  new  space  goes  up  anyway,  backed 
by  hotel  taxes  or  bond  issues. 

Portland's  story  is  particularly 
telling.  Prior  to  the  1998  city  election 
Portland's  visitors  association  estimated 
the  center  had  missed  out  on  $17  mil- 
lion in  convention  business  over  six 
months  because  the  center  was  too 
small.  The  regional  tricounty  govern- 
ment proposed  an  $82  million  general 
obligation  bond  to  pay  for  the  expan- 
sion, but  taxpayers  overwhelmingly 
nixed  it.  So  Multnomah  County  floated 
a  separate  bond  backed  by  higher  taxes 
on  hotel  rooms  and  car  rentals,  allow- 
ing the  expansion  to  proceed.  In  the 
meantime  new,  rival  centers  were  going 
up  all  along  the  West  Coast. 

The  expansion  was  completed  in 
2003,  with  eco-friendly  touches  like  an 
outdoor  "rain  garden."  City  fathers 
boasted  of  landing  the  2005  National 
Square  Dance  Convention  and  its  10,000 
high-steppers. 

The  euphoria  was  short-lived.  Apart 
from  big  auto  and  gardening  shows,  last 
year's  schedule  was  packed  with  what  the 
industry  dubs  "smerfs,"  which  stands  for 
social,  military,  educational,  religious  and 
fraternal  groups.  These  visitors  typically 
pack  four  travelers  in  a  hotel  room  and 
don't  have  corporate  credit  cards  to  blow 


on  expensive  meals. 

By  the  end  of  2004  the  center's 
finances  were  in  bad  shape.  To  get  34 
decent-size  shows,  the  center  had  to  indi- 
rectly waive  rental  fees  for  the  organizers 
of  10  of  them.  The  building  would  have 
lost  $15,000  a  day  if  not  for  $6  million  in 
tax  subsidies.  Hotels  are  60%  occupied,  as 
fewer  than  30%  of  convention-goers  last 
year  came  from  outside  Portland. 

The  fix,  says  center  director  Blosser,  is 
a  new  600-room  convention  hotel, 
backed  by  the  city.  "We  lose  a  lot  of  shows 
because  we  don't  have  a  big  hotel.  But  it 
doesn't  pencil  out  for  a  private  company; 
a  hotel  here  would  need  help,"  he  says. 


The  Show  Must  Go  On 

The  glory  days  of  big  trade  expos  are 
long  gone.  But  convention  center 
construction  keeps  on  happening. 


(mil) 


Blosser  commissioned  Strategic  Advisory 
Group,  an  Atlanta  consultancy  that  spe- 
cializes in  convention  center  and  hotel 
studies,  to  assess  the  idea.  SAG  says  the 
new  hotel  will  bring  in  annual  spending 
of  $116,000  per  room. 

Maybe  Blosser  should  run  those 
numbers  past  the  folks  in  St.  Louis.  In 
2003  St.  Louis  followed  a  $270  million 
convention  expansion  with  a  1,081- 
room,  $265  million  adjacent  hotel,  paid 
for  with  public  and  private  money.  Hos- 
pitality Consulting  Services  projected 
800,000  room-nights  per  year  citywide 


with  the  addition  of  the  Renaissance 
hotel.  Instead  St.  Louis  is  getting  only 
400,000.  A  nearby  McDonald's  closed 
shop.  The  neighborhood  remains  lacklus- 
ter, punctuated  by  a  store  peddling  gold 
chains  and  a  discount  sneaker  oudet. 

In  August  Moody's  downgraded  the 
city's  $50  million  hotel  bonds  even 
deeper  into  junk.  The  development 
group  will  likely  have  to  drain  the 
$5.7  million  left  in  its  reserve  fund  to  ser- 
vice the  debt  and  come  up  with  addi- 
tional money  from  stakeholders  like 
Kimberly-Clark.  "The  assumptions  that 
go  into  feasibility  studies  are  the  prob- 
lem," says  Anne  Van  Praagh  of  Moody's. 


"The  outside  firms  have  no  financial 
stake  in  the  business." 

Robert  Canton,  director  of  Price- 
waterhouseCoopers'  convention  and 
tourism  practice,  offers  this  defense:  "We 
don't  recommend  to  build  or  not  to 
build.  We're  just  being  asked  if  there  is  a 
potential  demand." 

The  answer  is  almost  always  yes.  Out 
of  75  potential  projects  reviewed  by  the 
firm  that  Oregon  hired,  only  4  were 
deemed  completely  unfit.  SAG  partner  Jef- 
frey Sachs  says  that  is  evidence  of  his 
shop's  "objectivity."  "You  lose  clients  if 
you  shoot  down  projects.  They've  already 
made  up  their  minds  by  the  time  they 
come  to  us,"  he  says. 

Where  do  the  experts  get  their  rosy 
predictions?  "We  have  to  make  a  lot  of 
assumptions.  This  industry  isn't  tracked 
very  well,"  says  Sachs.  The  most  oft-cited 
data  come  from  Tradeshow  Week,  which  is 
owned  by  Reed  Elsevier,  a  British  com- 
pany that  also  produces  430  trade  shows. 
Its  primary  measure  of  the  industry's 
health  is  its  annual  list  of  the  200  best- 
attended  shows,  making  for  a  convenient 
survivor  bias,  and  based  solely  on  data 
from  show  managers  who  have  an  inter- 
est in  masking  serious  declines. 

Advisers'  conclusions  often  fly  in  the 
face  of  logic.  Consulting  firm  Conven- 
tion, Sports  &  Leisure  was  hired  by 
Cincinnati  in  1999  to  ask  meeting  plan- 
ners what  they  thought  of  the  city  as  a 
show  destination.  Only  39%  answered 
positively,  trailing  perceptions  of  Kansas 
City  (60%),  Boston  (56%)  and  Nashville 
(62%).  CSL  subUy  encouraged  construc- 
tion by  suggesting  the  city  could  improve 
its  image.  Cincinnati  is  under  way  with  a 
$  160  million  expansion.  A  study  for  Min- 
neapolis done  by  Coopers  &  Lybrand  in 
1994  went  so  far  as  to  suggest  that 
obvious  obstacles  to  success  like  frigid 
temperatures  and  location  could  be  over- 
come by  "specific  marketing  efforts." 

The  slump  is  good  news  only  for 
show  managers.  The  Quilts  Market  show 
is  getting  space  at  Kansas  City's  soon-to- 
be-expanded  center  for  no  cost,  and 
hotels  are  paying  for  the  show  setup.  "I 
definitely  had  the  upper  hand  in  negoti- 
ating," says  Quilts  Market  operations 
chief  Wilma  Hart.  F 


"They've  already  made  up  their  minds  by 
the  time  they  come  to  us." 
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Jo  we'll  talk  about  saving  money  instead. 


conomical  HP  BladeSystem  solutions  feature  the  high-performance  Intel*  Xeon™  Processor.  And  they  let  you  do  more  with  less, 
y  sharing  and  pooling  servers,  storage  and  network  resources,  you  can  virtualize  and  automate  more  processes.  And  HP 
ladeSystem  solutions  not  only  offer  lower  total  acquisition  costs,  they  also  allow  the  same  number  of  people  to  manage  more  IT— 
ffering  you  a  better  return.  Normally,  upgrading  to  more  sophisticated  technology  comes  with  a  hefty  price  tag.  Instead,  you'll 
et  more  expertise  before  you  buy,  more  technology  when  you  buy  and  more  support  after.  None  of  which  will  cost  more. 


HP  ProLiant  BL30p  Blade  Server 


THE  SOLUTION 

THE  BENEFITS2 

•  2  Intel*  Xeonm  Processors  DP  up  to  3.20GHz/2MB' 

•  High  density:  Up  to  96  servers  per  rack 

•  Flexible/Open:  Integrates  with  existing  infrastructure 

•  HP  Systems  Insight  Manager"*:  Web-based 
networked  managment  through  a  single  console 

•  Rapid  Deployment  Pack:  For  ease  o(  deployment 
and  ongoing  provisioning  and  reprovisioning 

•  23%  savings  on  acquisition  cost 

•  Up  to  19%  less  power  consumption 

•  Up  to  93%  fewer  cables 

•  43%  less  space  needed  for  same  processing  power 
■  Hot-swappable  server  design 

"  Single  interface  for  local  and  remote  management 
of  servers,  storage,  software  and  networking 

Enhance  your  system. 


HP  StorageWorks 
MSA1500cs 

-  Up  to  24TB  of  capacity  (96  250GB  SATA  drives) 

-  Up  to  16TB  of  capacity  (56  300GB  SCSI  drives) 

-  Ability  to  mix  SCSI  and  Serial  ATA 
enclosures  for  greater  flexibility 

-  2GB/ 1GB  Fibre  connections  to  host 

GET  UP  TO  2TB 
OF  STORAGE  FREE4 
(Save  up  to  $3,192) 


AVE  $500  INSTANTLY 

/ith  the  purchase  of  any  HP  BladeSystem  enclosure: 
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invent 


Contact  HP  today  for  a  free  IDC  white  paper:  Adapting 
to  Change:  Blade  Systems  Move  into  the  Mainstream 


CLICK 

www.hp.com/go/Bladesmag30 

CALL 

1-866-625-3905 

VISIT 


your  local  reseller 
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Tobacco 


Trustbuster 
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A  real  burt-insky:  Jeffrey  Uvezian  of  International  Tobacco  Partners. 


A  tiny  upstart  in  the  cigarette  business  threatens 
to  topple  a  comfortable  cartel  engineered  by  big  tobacco 
companies  and  their  strange  bedfellows,  the 
state  attorneys  general  |  By  Scott  Woolley 


BIG  TOBACCO  WAS  SUPPOSED  TO  COME  UNDER  HARSH  PUNISHMENT  FOR 
decades  of  deception  when  it  acceded  to  a  tort  settlement  seven  years  ago. 
Philip  Morris,  R.J.  Reynolds,  Lorillard  and  Brown  &  Williamson  agreed  to 
pay  46  states  $206  billion  over  25  years.  This  was  their  punishment  for  bury- 
ing evidence  of  cigarettes'  health  risks. 
But  the  much-maligned  tobacco  giants  have  subtly  and  shrewdly  turned  their 
penance  into  a  windfall.  Using  that  tort  settlement,  the  big  brands  have  hampered  tiny 
cut-rate  rivals  and  raised  prices  with  near  impunity.  Since  the  case  was  settled,  the  big 
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Become  an  expert  on 
401  (k)  rollovers.  Or 
just  use  one  of  ours. 


It's  easier  and  smarter  with  a  Schwab 
Rollover  Specialist. 

Opening  a  Schwab  Rollover  IRA  is  smart  and  easy.  A  Schwab  Rollover  Specialist 
will  guide  you  every  step  of  the  way.  In  addition,  consider  one  of  our  five  Schwab 
Portfolios^  designed  to  instantly  diversify  your  Rollover  IRA.  Just  choose  the  one 
that's  right  for  you.  And,  for  a  limited  time,  the  Schwab  Rollover  IRA  is  available 
with  no  annual  IRA  account  fee,  regardless  of  the  amount  you  roll  over.  So  act  now. 


No  annual  IRA  account  fee. 

Act  now  on  this  limited-time  offer. 

Call  1-800-540-8559  today. 

churies  schwab 


Schwab  is  waiving  the  $50.00  annual  IRA  account  service  fee  on  any  new  Rollover  IRA  opened  through  this  promotion  by  April  1 5,  2005. 
New  Rollover  IRAs  can  be  opened  for  any  eligible  member  of  a  client's  household.  A  minimum  of  $10,000  is  required  to  invest  in  Schwab 
Portfolios.  Other  fees  may  still  apply,  including  mutual  fund  management  fees  and  expenses,  brokerage  commissions,  and  other  fees,  as 
described  in  the  Charles  Schwab  Pricing  Guide  for  Individual  Investors  ("Pricing  Guide").  This  promotion  only  waives  the  annual  IRA  account 
service  fee  for  Independent  Investors  described  in  the  Pricing  Guide.  Diversification  does  not  protect  against  market  loss. 
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Tobacco 


four  have  nearly  doubled  wholesale  cig- 
arette prices  from  a  national  average  of 
$1.25  a  pack  (not  counting  excise  taxes) 
in  1998  to  $2.10  now.  And  they  have  a 
potent  partner  in  this  scheme:  state 
governments,  which  have  become 
addicted  to  tort-settlement  payments, 
now  running  at  $6  billion  a  year.  A  key 
feature  of  the  Big  Tobacco-and-state- 
government  cartel:  rules  that  levy  tort- 
settlement  costs  on  upstart  cigarette 
companies,  companies  that  were  not 
even  in  existence  when  the  tort  was 
being  committed. 

The  1998  scheme  came  under  legal 


settlement  on  Big  Tobacco  backs  up 
Uvezian:  The  deal  raised  both  profits 
and  stock  prices  of  the  big  companies. 
This  finding  comes  from  economist 
Frank  Sloan  of  Duke  University- — an 
institution  founded,  ironically,  with 
tobacco  money. 

New  York  Attorney  General  Eliot 
Spitzer's  office  dismisses  Uvezian  as  a 
dangerous  renegade  intent  on  undoing 
the  "spectacular  results"  of  the  1998  set- 
tlement. Spitzer's  deputy  counsel  Avi 
Schick  says  the  settlement  is  directly 
responsible  for  a  17%  decline  in  ciga- 
rette consumption  since  1997.  He  rejects 


attack  almost  from  the  start.  While  the 
cartel  has  fought  off  most  of  these  chal- 
lenges, it  has  just  taken  a  palpable  hit.  A 
federal  court  in  New  York  tossed  out  a 
key  antidiscounter  rule,  and  the  entire 
settlement  could  yet  crumble.  This  is 
due  to  the  doggedness  of  one  Jeffrey 
Uvezian,  who  sells  cheapie  cigs  under 
such  brands  as  Cobra,  Boston  and 
Tough  Guy,  through  his  company,  Inter- 
national Tobacco  Partners. 

Uvezian  has  since  2002  been  waging 
an  antitrust  attack  on  the  big  tobacco 
companies  and  their  allies  in  the  state 
attorneys  general  offices.  The  one  acad- 
emic study  to  measure  the  impact  of  the 


"If  you  are  an  experienced 
antitrust  lawyer,  this  stuff 
 just  blows  your  mind." 


Uvezian's  charge  that  Big  Tobacco  has 
profited  from  the  tort  case  and  calls  the 
Duke  University  study  so  flawed  "as  to 
be  worthless."  Regardless,  Schick  says, 
the  higher  prices  and  lower  sales 
"directly  translates  into  tens  of  thou- 
sands of  longer,  better  and  healthier 
lives." 

"It  is  very  common  for  vice  to  mas- 


querade as  virtue,"  Uvezian  retorts.  He 
stole  that  line  from  U.S.  Judge  Dennis 
Jacobs  of  the  Second  Circuit  Court  of 
Appeals  in  New  York,  who  made  the 
observation  in  a  hearing  related  to  Uvez- 
ian's case  earlier  this  month.  A  second 
zinger  came  after  a  deputy  attorney  gen- 
eral for  New  York  declared  that  to 
believe  the  states  had  sold  out  to  Big 
Tobacco,  you  would  have  to  assume  that 
46  attorneys  general  are  liars. 

"That's  tempting,"  Judge  Guido 
Calabresi  shot  back.  "It  may  be  that 
when  the  states  were  offered  a  stake  in  a 
monopoly,  they  took  it." 

In  getting  the  four  cigarette  titans  to 
agree  to  pay  the  states  princely  sums, 
which  would  require  price  increases,  the 
states  agreed  to  help  the  big  brands 
avoid  getting  undersold  by  discounters. 
They  did  so  by  requiring  even  new  off- 
price  brands  to  pay  roughly  the  same 
level  of  fees  (now  about  40  cents  a  pack). 
The  states  were  disarmingly  transparent 
about  their  intent:  to  "fully  neutralize" 
the  competitive  advantage  of  the  dis- 
counters, the  settlement  says. 

The  settlement  took  hold  in  Novem- 
ber 1998,  and  the  giants  instantly  raised 
prices  by  45  cents  a  pack — this  at  a  time 
when  Marlboros  retailed  for  about  two 
bucks  a  pack.  That  was  enough  to  cover 
payments  to  the  states  and  then  some, 
but  the  big  brands  continued  with  a 
spree  of  price  hikes — up  18  cents  a  pack 
the  next  year,  then  up  19  cents  the  year 
after  that. 

The  incessant  price  hikes  created  an 
opening  for  discounters,  who  spotted 
and  then  exploited  a 
loophole  in  the  fee  rules. 
The  settlement  let  them 
get  refunds  from  states 
where  they  didn't  do 
business,  so  a  newcomer 
who  sold  cigarettes  only 
in,  say,  Virginia  would  get  back  98%  of 
the  state-imposed  fees.  And  so  a  flood  of 
new  cut-rate  brands  popped  up,  includ- 
ing a  handful  of  upstarts  from  Jeffrey 
Uvezian.  The  son  of  a  well-known  cigar- 
maker,  he  previously  was  running  a  cigar 
factory  in  the  Dominican  Republic  and 
had  begun  importing  cheap  smokes  from 
Armenia,  his  ancestral  homeland. 
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Discounters  sold  less  than  1%  of  the 
cigarettes  in  the  U.S.  in  1997,  garnering 
a  tiny  share  of  the  $49  billion  smokers 
spent.  The  discounters  hiked  their  take 
to  8%  in  2003  and  cost  the  states  a 
cumulative  $600  million  in  payments 
they  otherwise  would  have  received. 
William  Sorrell,  attorney  general  for 
Vermont,  who  was  overseeing  the  settle- 
ment, urged  state  legislators  to  close  the 
loophole  by  passing  a  new  law  to  elimi- 
nate any  refunds.  In  a  confidential 
memo  to  fellow  attorneys  general,  he 
noted  that  all  states  have  an  interest  in 
reducing  the  sales  of  discount  brands. 

So  far  39  states  have  passed  this  mea- 
sure, requiring  all  discounters  to  pay  the 
full  fees  even  if  they  operate  in  only  a 
few  states.  After  Indiana  passed  the  law, 
Uvezian  was  forced  to  hike  his  prices  by 
50%.  His  monthly  sales  in  the  state 
dropped  from  20,000  packs  to  11,600. 
Four  months  later  he  aban- 
doned the  state  altogether.  In 
August  the  nation's  biggest  dis- 
counter, General  Tobacco, 
capitulated  and  joined  in  the 
settlement,  agreeing  to  pay 
$1.7  billion  to  the  states  over 
the  next  ten  years  even  though 
it  had  no  part  in  the  cancer 
coverup. 

Uvezian  hired  a  venerable  antitrust 
lawyer,  David  Dobbins,  76,  and  in  early 
2002  sued  in  federal  court  to  overturn 
the  new  law  in  New  York  State  and  derail 
the  settlement  itself.  Dobbins  says  that 
in  50  years  as  a  lawyer  he  had  never  seen 
a  cartel  so  brazen:  "If  you're  an  experi- 
enced antitrust  lawyer,  this  case  just 
blows  your  mind." 

Dobbins  previously  had  sued  to 
challenge  the  settlement,  representing 
two  tiny  wholesalers  in  a  federal  lawsuit 
against  the  big  brands  filed  in  western 
Pennsylvania.  The  case  was  thrown  out. 
Then  the  Third  Circuit  Court  of  Appeals 
in  Philadelphia  took  on  the  matter.  In 
June  2001  it  declared  that  while  "it  is 
clear"  the  accord  "empowers  the  tobacco 
companies  to  make  anticompetitive 
decisions  with  no  regulatory  oversight 
by  the  states,"  the  settlement  was 
immune  from  antitrust  laws. 

Dobbins  and  his  new  client,  Uvez- 


ian, similarly  lost  the  first  round  in  their 
case  in  early  2002,  when  a  federal  Dis- 
trict Court  judge  in  New  York  rejected 
it.  They  filed  an  appeal  to  the  Second 
Circuit  in  New  York,  argued  the  case  in 
August  2002 — and  won  a  surprising  rul- 
ing in  their  favor  in  January  2004.  The 
decision  let  Uvezian  pursue  his  lawsuit 
on  antitrust  grounds,  returning  the  case 


with  the  states. 

Spitzer's  deputy  warned  that  the  rul- 
ing "will  flood  New  York  with  cheap 
cigarettes."  Dobbins  responds  that  New 
York  is  perfectly  free  to  levy  a  straightfor- 
ward excise  tax  on  all  cigarette  makers — 
it  just  can't  get  away  with  participating 
in  a  cartel. 

But  the  judge  refused  to  touch  any 


LUCKY 
STRIKI 

^.  CIGARETTE 


The  Original  Smoke-Filled  Room 

ne  morning  in  the  summer  of  1931  American  smokers  woke  up  to  a  rude 
shock.  As  deflation  ravaged  the  economy,  the  nation's  biggest  cigarette  maker, 
American  Tobacco,  announced  it  was  raising  the  price  of  Lucky  Strike,  its 
marquee  brand.  By  nightfall  the  country's  two  other  tobacco  titans,  R.J.  Reynolds 
Tobacco  and  Liggett,  also  hiked  the  prices  of  their  lead  brands,  Camel  and  Chester- 
field—by precisely  the  same  amount. 

The  moves  reeked  of  price-fixing.  Like  pretty  much  everything  else  in  1931,  the 
cost  of  making  cigarettes  was  falling  rapidly:  Raw  tobacco  prices  were  at  a  25- 
year  low  and  labor  costs  dirt  cheap  as  the  ranks  of  the  unemployed  swelled.  But 

smokers  began  buying  "10-cent  brands," 
generic  packs  that  sold  for  less  than  the 
15  cents  for  cartel  brands. 

The  Big  Three  tried  to  protect  their 
inflated  prices  with  a  variety  of  other 
hardball  tactics,  including  forcing  retail- 
ers into  raising  their  competitors'  prices. 
That  eventually  got  them  nailed  for  a  wide 
variety  of  antitrust  violations  in  a  famous 
case  decided  by  the  Supreme  Court  in  1946.  But  the  cartel's  greed  had  already 
proven  disastrous.  Under  the  price  umbrella  created  by  the  big  three,  two  smaller 
companies  thrived:  Philip  Morris  and  Brown  &  Williamson.  Philip  Morris,  now  Altria, 
was  on  its  way  to  becoming  the  country's  biggest  cigarette  maker.  American 
Tobacco,  the  top  dog  at  the  dawn  of  the  1930s,  began  a  long  slide  and  was  folded 
into  Brown  &  Williamson  in  1994.  —S.W. 


BOB  BEATTI 


"My  wind  is  always 
in  splendid  shape. 
I  I  smoke  Luckies  - 
'     they're  great!' 


"It'S  toasted"  No  Throat  Irritatij 


Hi ;  1 


to  federal  trial  court  in  New  York. 

Then  last  October  the  trial  judge 
issued  a  split  decision:  He  sided  with 
Uvezian  and  enjoined  the  New  York 
State  law  that  eliminated  the  discounter 
refunds.  "The  state  has  failed  to  elicit 
any  justification  whatsoever  for  its  pas- 
sage," the  judge  said.  The  refund  ruling 
was  a  landmark,  the  first  settlement- 
related  rule  ever  to  be  knocked  down 
by  a  court. 

Related  challenges  are  under  way  in 
Kentucky,  Tennessee  and  Idaho,  filed  by 
other  cheapie-cig  sellers.  So  far  an  Okla- 
homa judge  has  sided  with  the  chal- 
lengers while  a  Louisiana  judge  went 


of  the  settlement's  other  protections.  So 
now  Uvezian  and  his  lawyer  are  back  at 
the  Second  Circuit  Court  of  Appeals, 
imploring  a  panel  of  judges  to  go  even 
further  and  declare  the  deal  a  violation 
of  federal  antitrust  law.  The  appeals 
judges  bombarded  Dobbins  with  pro- 
cedural challenges  in  the  hearing  earlier 
this  month,  but  also  showed  deep  con- 
cern about  what  Dobbins  says  the  $200 
billion  state  settlement  has  wrought — a 
cozy  oligopoly  protected  by  state  gov- 
ernments eager  for  tobacco  cash. 

As  U.S.  Judge  Jacobs  put  it:  "This 
may  be  one  of  the  most  successful  car- 
tels ever."  F 
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A  Real-world  M.B.A. 


Now  It's  Time 

To  Get  Your  Hands  Dirty 


IP 


-r 

-ir 
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Wildcatter  Jeff  Sandefer  has  created  a  radically  different  M.B.A.  program. 
To  pass,  you  have  to  complete  real-life  assignments.  By  Phyllis  Berman 


JEFF  DAVIS  SANDEFER  LOVES 
students  like  Alicia  Goldberg, 
31.  A  former  copywriter  at 
Commemorative  Brands — 
vendor  of  college  and  high 
school  rings — she  quit  to 
enroll  in  the  Acton  M.B.A.  in  Entrepre- 
neurship  program,  at  an  accredited  B- 
school  founded  by  Sandefer  that  has  an 
unusual  curriculum.  One  afternoon  last 
year  Goldberg  was  leading  a  group  in  a 
contest  to  see  who  could  sell  more  rug- 
cleaning  contracts  for  an  Austin,  Tex. 


Service  Master  franchisee.  She  fretted  about 
not  being  able  to  motivate  teammates  who 
"thought  they  were  too  good  for  door-to- 
door  sales."  She  didn't  hesitate,  stepping 
into  every  funeral  parlor  in  town  and  walk- 
ing away  with  a  couple  of  contracts  the 
franchisee  still  has. 

That  was  easy  compared  with  the  exer- 
cise to  see  who  could  produce  the  most 
defect-free  PC  circuit  boards.  Groups  were 
given  transistors,  wires,  breadboards,  a  one- 
page  instruction  sheet  and  two  days  to  fig- 
ure out  how  to  make  standard,  regular  and 


deluxe  circuitry  to  customer  orders  while 
maximizing  profits.  This  assignment  was  a 
little  more  artificial  since  there  were  no  real 
orders,  but  the  competition  did  force  the 
students  to  use  their  hands,  all  the  while 
figuring  out  how  much  inventory  to  keep, 
which  order  to  fill  first,  how  to  design  an 
assembly  line  and  how  to  deal  with  bottle- 
necks. Talmadge  Boyd,  a  former  tech 
specialist  at  WorldCom,  and  Manny 
Menard,  a  onetime  account  manager  at 
Frito-Lay,  went  for  volume,  telling  one  col- 
league to  "Sit  down,  shut  up  and  watch  us." 
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WANT  TO  INCREASE 


PRODUCTIVITY 


CONSIDER  DRUGS 


These  days,  every  CEO  is  trying  to 
figure  out  ways  to  get  more  from  less. 
Productivity,  cost  cutting,  and  finding 
more  value  are  top  priorities. 

But  maybe  not  for  everyone.  Many 
parents  today  are  struggling  to 
figure  out  what  to  say  to  their 
kids  about  drugs  —  or  what  to  do 
about  an  existing  problem.  They 
may  be  your  very  best  people,  but 
they're  distracted  and  may  be  missing 
meetings  and  deadlines  —  which  can 
seriously  affect  your  business.  But 
there  are  things  vou  can  do  to  help. 
Acknowledge  that  this  is  a  problem. 
Create  an  environment  where  people 
feel  comfortable  asking  for  help. 


HI 


K  E  S  O  l  K  i.  I- 
MANAGEMENT 


—  a  free,  easy-to-implement  resource 
that  focuses  on  an  employee  s  family 
by  providing  prevention  tips,  warning 
signs,  strategies,  and  information  on 
where  to  find  help. 

A  broad  range  of  small 
and  large  organizations  —  from 
private  businesses  to  government 
agencies  to  nonprofits  —  have 
implemented  the  @Work  program 
and  have  seen  what  it  can  do. 

The  one  thing  they  all  have  in 
common?  The  shared  knowledge  that 
helping  to  keep  an  employee's  family 
safe  is  —  without  a  doubt  —  one  of  the 
most  valuable  benefits  their  company 
can  ever  offer.  To  learn  more,  visit 


Participate  in  the  @Work  program  tbeantidrng.com/atwork 


WORK  |  theantidrug 


A  Real-World  M.B.A 


They  cranked  out  1 2  boards  but  5  rejects — 
and  lost.  "It  taught  us  something  about 
leadership,"  says  Boyd.  "The  head  of  the 
winning  team,"  which  made  8  error-free 
boards,  had  "cheered  on  his  mates." 

Long  before  Tlie  Apprentice  there  was 
Sandefer's  idea  to  give  M.B.A.  candidates 
real-life  experiences  to  help  them  start  their 
own  businesses  or  run  somebody  else's. 
The  Acton  school,  affiliated  with  Hardin 
Simmons  University,  opened  its  doors  in 
fall  2003  but  had  earlier  incarnations  at  the 
University  of  Texas,  starting  in  1991.  "1 
believe  each  of  our  students  has  a  special 
gift  that  will  make  a  profound  difference — 
if  we  can  help  them  find  it — by  immersing 
[them]  in  the  struggles  of  real  entrepre- 
neurs," says  Sandefer,  who  named  his 
school  after  Lord  Acton  (1834-1902),  the 
British  historian  and  champion  of  political 
and  religious  freedom.  That  means  80  to  90 
hours  a  week  of  classes  and  study  groups 
taught  not  by  academics  but  by  business 
executives  and  entrepreneurs  like  Jeffrey 


in  energy  in  Texas,  Oklahoma,  Kansas, 
Nebraska,  Washington  State  and  Australia. 
But,,  he  says,  "I  wanted  to  contribute 
something  besides  making  money." 

After  cashing  out,  Sandefer  headed  for 
Russia — but  it  wasn't  oil  that  drew  him 
there.  He  taught  entrepreneurship  at  a 
business  school  in  Nizhniy  Novgorod.  He 
also  developed  a  similar  program  as  an 
adjunct  professor  at  the  University  of 
Texas.  That  lasted  until  2002,  when  the  uni- 
versity appointed  a  new  business  school 
dean  who  belittled  the  program  as  insuffi- 
ciently academic.  Sandefer  departed. 

Acton  would  be  different  from  the 
ground  up.  The  campus,  for  the  40  stu- 
dents who  spend  a  year  and  $32,000  in  the 
M.B.A.  program,  consists  of  an  ordinary 
office  building.  (Sandefer  is  breaking 
ground  next  year  on  a  5,000-square-foot 
space  for  the  school  near  downtown 
Austin.)  The  school's  ten  full-  and  part- 
time  faculty  operate  as  if  they  were  work- 
ing in  the  private  sector:  There's  no  tenure; 


Some  action  courses  are  simulations. 
Students  might  run  a  call  center  that  sells 
seats  on  an  airline,  or  help  an  elementary 
school  plan  ways  to  assist  needy  students. 
M.B.A.  candidates  visit  real  companies, 
too,  touring  a  Dell  factory  that  makes 
large-capacity  servers  and  a  Jardines  plant 
that  churns  out  salsa. 

One  required  class  is  called  "Life  of 
Meaning."  Students  write  out  personal  and 
financial  goals  they'd  like  to  achieve  by  age 
30, 40  and  so  forth,  estimating  how  much 
time  they  expect  to  spend  with  family  and 
on  charitable  activities,  as  well  as  on  their 
businesses.  The  result  is  something  of  a 
psychological  balance  sheet,  an  accounting 
of  the  pluses  and  minuses  incurred  en 
route  to  a  life's  dream.  This  self-assessment 
comes  after  students  spend  a  few  hours 
one-on-one  with  each  of  ten  successful 
businesspeople  who  discuss  their  regrets 
and  their  achievements.  At  the  end  of  the 
course  students  write  their  own  epitaphs. 
Examples:  "She  didn't  predict  the  future, 


"I  believe  each  of  our  students  has  a  special  gift  to  make  a 
profound  difference— if  we  can  help  them  find  it." 


Serra,  former  chief  of  Phibro  Energy 
U.S.A.,  who  teaches  accounting;  Robert 
Adams,  founder  of  venture  fund  Tejas  Ven- 
tures and  incubator  AV  Labs,  (marketing); 
and  Jack  Long,  founder  of  package-delivery 
system  Lone  Star  Overnight  (operations). 
Sandefer  himself  teaches  cash  management 
and  finance. 

A  third-generation  oilman,  Sandefer, 
44,  started  his  first  business  at  16,  painting 
old  oilfield  equipment  to  put  himself 
through  the  University  of  Texas'  petro- 
leum engineering  program.  After  gradua- 
tion from  the  Harvard  Business  School  in 
1986  he  rejected  an  offer  from  Jeffrey 
Skilling  of  a  job  at  McKinsey  &  Co. 
Instead,  in  the  teeth  of  battered  oil  prices, 
he  persuaded  General  Atlantic  Partners,  a 
venture  capital  firm  in  Greenwich,  Conn., 
to  give  him  $1  million  to  buy  leases  on 
exploratory  wells  abandoned  by  big  oil 
companies  in  the  Gulf  of  Mexico.  Within 
five  years  his  company,  Sandefer  Offshore, 
sold  some  of  them  for  $500  million.  He 
pocketed  a  third  of  the  proceeds.  Today  his 
Sandefer  Capital  Partners  has  investments 


teachers  live  by  student  evaluations  that  can 
determine  whether  an  instructor  keeps  his 
job  and,  if  he  does,  what  kind  of  bonus  he 
gets.  The  bonus  goes  up  to  six  times  the 
base  pay  of  $5,000  per  course.  A  typical 
prof  teaches  two  courses  a  year. 

Students  get  evaluated,  too,  and  their 
rankings  are  released  to  potential  employers 
upon  graduation  (63%  of  last  year's  crop 
have  found  jobs).  Their  grades  depend  on 
how  they  do  in  Apprentice-like  exercises  and 
in  discussions  of  250  case  studies,  mostiy 
from  the  Harvard  Business  School.  Some 
deal  with  the  tumultuous  first  days  of  a  new 
business:  Do  you  charge  ahead,  even  if  it 
means  misleading  investors  to  survive? 
Admit  failure?  And  what  do  you  say  to  your 
spouse?  Many  cases  are  devoted  to  the  chal- 
lenges of  keeping  an  enterprise  going:  Can  a 
product  be  made  and  delivered  cheaply 
enough  to  be  profitable?  Still  others  center 
on  cashing  out  via  asset  sales,  a  public  stock 
offering  or  a  merger.  There  are  no  lectures; 
students  must  put  themselves  in  the  un- 
comfortable shoes  of  the  business  owner 
and  wresde  with  his  dilemmas. 


she  created  it"  (Alicia  Goldberg,  '04)  and 
"They  didn't  walk  on  me  then,  don't  walk 
on  me  now"  (Jesse  Kimball,  '05). 

Sandefer's  epitaph  is  still  a  work  in 
progress.  Aside  from  teaching,  he  serves  on 
the  board  of  the  National  Review,  the  mag- 
azine founded  by  William  F.  Buckley.  Sande- 
fer recently  finished  remodeling  Wood- 
lawn — a  22-room,  mid- 19th-century 
mansion  that  has  housed  a  couple  of  Texas 
governors — for  his  wife  and  three  children. 
Three  times  a  week  he  takes  yoga  lessons  at 
his  office.  And  he's  still  very  much  involved 
in  business  via  Sandefer  Capital,  whose  in- 
vestors include  the  Ziff  brothers.  Its  latest 
coup:  lending  $34  million  to  the  struggling 
operators  of  Southern  Pacific  Petroleum, 
Australia's  largest  shale-oil  project;  when 
SPP  couldn't  pay,  Sandefer  shoved  it  into 
bankruptcy,  seizing  assets  into  which  giants 
like  Exxon  and  Suncor  had  already  poured 
$500  million. 

Sandefer  may  protest  that  the  money  is 
secondary.  But  it's  awfully  nice  to  have 
when  it  comes  to  indulgences  like  starting  a 
school.  F 
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WE  CAN  HELP  ANYTHING  GROW. 

Success  comes  naturally  in  Arkansas.  Just 
ask  the  automotive  manufacturing  giants  who 
thrive  here.  DENSO,  Hino  Motors,  and  Cooper 
Tires,  to  name  a  few.  Our  dedicated  workforce 
and  easy-to-get-along-with  government 
helped  take  these  companies  to  the  top.  For 
more  information  on  what  Arkansas  can  do  for 
your  business,  visit  1 -800-ARKANSAS.com. 


ARKANSAS 

A  natural  for  business 

1-800-ARKANSAS 


Letting  Out  the  Seam 

You'd  think  the  end  of  quotas  would  mean  instant  wealth  for  China's  apparel 
kings.  But  the  business  is  not  so  easy  |  By  Russell  Flannery 


^BK^    N|;  BY  ONE,  [ACKETS  BEARING  THE  NAME  OF 
^^^A  George  Foreman  and  bound  for  the  U.S.  men's 
I  clothing  chain  Casual  Male  Big  &  Tall  fill  out  a 
I  rack  at  a  factory  belonging  to  China's  Hongdou 
wE&  Group.  The  suits  for  chunky  guys  will  help  to  fat- 
wl^^^Hf  ten  sales     the  apparel  maker  this  war  following  a 
^^B^^    landmark  international  agreement  to  liberalize 
trade  in  apparel  and  textiles.  The  near  end  of  quota  restrictions 
on  exports  from  China  will  help  add  orders  from  other  Hong- 
dou customers  such  as  H&M,  Sears  and  J.C.  Penney  and  is 
spurring  the  company  to  start  work  on  a  new  $12  million  plant 


next  door  to  boost  export  production  capacity  by  30%.  "The 
end  of  apparel  quotas  is  a  big  opportunity  for  China,"  enthuses 
President  Zhou  Haijiang,  sporting  one  of  his  factory's  business 
suits  that  might  sell  for  $250  in  America. 

For  everyone  in  the  apparel  industry,  including  Zhou's  big 
family  enterprise,  there  is  new  risk  as  well.  With  more  produc- 
tion poised  to  shift  quickly  to  low-cost  China,  garment  prices 
are  expected  to  fall  further — as  much  as  18%  in  the  next  two 
years,  according  to  U.S.  consultant  A.T.  Kearney  Chinese  plants 
could  take  up  as  much  as  50%  of  the  U.S.  clothing  market 
within  five  years,  compared  with  16%  last  year,  according  to  an 
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Every  day  you  protect  yourself. 


Are  you  doing  enough  to 
help  protect  your  heart? 


ERGONOMIC SHOVEL 


•  Heart  disease  is  the  leading  cause 
of  death  in  the  United  States. 

•  If  you've  had  a  heart  attack  or 
stroke,  talk  to  your  doctor  about  how 
ZOCOR,  along  with  a  healthy  diet, 
can  help  protect  your  heart. 


The  Heart  Protection  Study  proved 
that  ZOCOR,  along  with  diet, 
significantly  reduced  the  risk  of 
heart  attack  and  stroke  in  people 
with  heart  disease,  who  had  high 
or  even  normal  cholesterol. 


YOUR  RESULTS  MAY  VARY. 

•  Get  your  free  copy  of  Your  Heart 
Matters  at  zocor.com  or  call 
1-800-MERCK-75. 

Important  considerations:  ZOCOR  is  a 
prescription  tablet  and  isn't  right  for 
everyone,  including  women  who  are 
nursing  or  pregnant  or  who  may  become 
pregnant,  and  anyone  with  liver  problems. 
Unexplained  muscle  pain  or  weakness 
could  be  a  sign  of  a  rare  but  serious 
side  effect  and  should  be  reported  to 
your  doctor  right  away.  ZOCOR  may 
interact  with  other  medicines  or  certain 
foods,  increasing  your  risk  of  getting 
this  serious  side  effect.  So  tell  your 
doctor  about  any  other  medications  you 
are  taking. 

ASK  YOUR  DOCTOR  IF  ZOCOR  IS  RIGHT 
FOR  YOU.  PLEASE  READ  THE  MORE 
DETAILED  INFORMATION  ABOUT  ZOCOR 
IMMEDIATELY  FOLLOWING  THIS  AD. 


ZOCOR 

(SIMVASTATIN) 

IT'S  YOUR  FUTURE.  BE  THERE. 


^  MERCK 


©2004  Merck  &  Co.,  Inc.  Ah  rights  reserved. 
20451520I11I648CI-ZOC-CON 


ZOCOR 

(SIMVASTATIN! 


PLEASE  READ  THIS  SUMMARY  CAREFULLY,  THEN  ASK  YOUR  DOCTOR  ABOUT  ZOCOR. 
NO  ADVERTISEMENT  CAN  PROVIDE  ALL  THE  INFORMATION  NEEDED  TO  PRESCRIBE  A 
DRUG.  THIS  ADVERTISEMENT  DOES  NOT  TAKE  THE  PLACE  OF  CAREFUL  DISCUSSIONS 
WITH  YOUR  DOCTOR.  ONLY  YOUR  DOCTOR  HAS  THE  TRAINING  TO  WEIGH  THE  RISKS 
AND  BENEFITS  OF  A  PRESCRIPTION  DRUG  FOR  YOU. 


USES  OF  ZOCOR 

ZOCOR  is  a  prescription  drug  that  is  indicated  as  an  addition  to  diet  tor  many  patients  with  high  cholesterol. 
For  patients  at  high  risk  of  coronary  heart  disease  (CHD)  because  of  existing  heart  disease,  diabetes,  vascular 
disease,  or  history  ot  stroke,  ZOCOR  is  indicated  along  with  diet  to  reduce  the  risk  of  death  by  reducing  coro- 
nary death;  reduce  the  risk  of  heart  attack  and  stroke;  and  reduce  the  need  for  revascularization  procedures 

WHEN  ZOCOR  SHOULD  NOT  BE  USED 

Some  people  should  noi  lake  ZOCOR.  Discuss  this  with  your  doctor. 

ZOCOR  should  not  be  used  by  patients  who  are  allergic  to  any  of  its  ingredients.  In  addition  to  the  active  ingre- 
dient simvastatin,  each  tablet  contains  the  following  inactive  ingredients:  cellulose,  lactose,  magnesium 
stearate,  iron  oxides,  talc,  titanium  dioxide,  and  starch  Butylated  hydroxyanisole  is  added  as  a  preservative. 
Patients  with  liver  problems:  ZOCOR  should  not  be  used  by  patients  with  active  liver  disease  or  repeated 
blood  lest  results  indicating  possible  liver  problems.  (See  WARNINGS.) 

Women  who  are  or  may  become  pregnant:  Pregnant  women  should  not  take  ZOCOR  because  it  may 
harm  the  fetus  Women  of  childbearing  age  should  no!  take  ZOCOR  unless  it  is  highly  unlikely 
that  they  will  become  pregnant.  If  a  woman  does  become  pregnant  while  on  ZOCOR,  she  should  stop 

taking  the  drug  and  talk  to  her  doctor  at  once. 

Women  who  are  breast-feeding  should  not  take  ZOCOR. 

WARNINGS 

Muscle:  Tell  your  doctor  right  away  it  you  experience  any  unexplained  muscle  pain,  tender- 
ness, or  weakness  at  any  time  during  treatment  with  ZOCOR  so  your  doctor  can  decide  if 
ZOCOR  should  be  stopped.  Some  patients  may  have  muscle  pain  or  weakness  while  taking 
ZOCOR.  Rarely,  this  can  include  muscle  breakdown  resulting  in  kidney  damage.  The  risk  of 
muscle  breakdown  is  greater  in  patients  taking  certain  other  drugs  along  with  ZOCOR: 

•  Cyclosporine,  itraconazole,  ketoconazole.  erythromycin,  clarithromycin,  telithromycin, 
HIV  protease  inhibitors,  the  antidepressant  nefazodone,  or  large  quantities  of  grapefruit 
juice  (>1  quart  daily),  particularly  with  higher  doses  of  ZOCOR. 

•  Gemfibrozil  particularly  with  higher  doses  of  ZOCOR. 

•  Other  lipid  lowering  drugs  (other  fibrates  or  >1  g/day  of  niacin)  that  can  cause  myopathy 
when  given  alone. 

•  Danazol  particularly  with  higher  doses  of  ZOCOR. 

•  Amiodarone  or  verapamil  with  higher  doses  of  ZOCOR. 

The  risk  of  muscle  breakdown  is  greater  at  higher  doses  ot  simvastatin. 

Because  the  risk  of  muscle  side  effects  is  greater  when  ZOCOR  is  used  with  the  products 
listed  above,  the  combined  use  of  these  products  should  be  avoided  unless  your  doctor 
determines  the  benefits  are  likely  to  outweigh  the  increased  risks. 
The  dose  of  ZOCOR  should  not  exceed  10  mg  daily  in  patients  receiving  gemfibrozil.  The 
combined  use  of  ZOCOR  and  gemfibrozil  should  be  avoided,  unless  your  doctor  determines 
that  the  benefits  outweigh  the  increased  risks  of  muscle  problems.  Caution  should  be  used 
when  using  ZOCOR  with  other  fibrates  or  niacin  because  these  can  cause  muscle  problems 
when  taken  alone. 

No  more  than  10  mg/day  of  ZOCOR  should  be  taken  with  cyclosporine  or  danazol. 

The  combined  use  of  verapamil  or  amiodarone  with  doses  above  ZOCOR  20  mg  should  be 

avoided  unless  your  doctor  determines  the  benefits  outweigh  the  increased  risk  of  muscle 

breakdown. 

Your  doctor  should  also  carefully  monitor  for  any  muscle  pain,  tenderness,  or  weakness, 
particularly  during  the  initial  months  of  therapy  and  if  the  dose  of  either  drug  is  increased. 
Your  doctor  also  may  monitor  the  level  of  certain  muscle  enzymes  in  your  body,  but  there  is 
no  assurance  that  such  monitoring  will  prevent  the  occurrence  of  severe  muscle  disease. 
The  risk  of  muscle  breakdown  is  greater  in  patients  with  kidney  problems  or  diabetes. 
If  you  have  conditions  that  can  increase  your  risk  of  muscle  breakdown,  which  in  turn  can 
cause  kidney  damage,  your  doctor  should  temporarily  withhold  or  stop  ZOCOR.  Also,  since 
there  are  no  known  adverse  consequences  of  briefly  stopping  therapy  with  ZOCOR,  treatment 
should  be  stopped  a  few  days  before  elective  major  surgery  and  when  any  major  acute 
medical  or  surgical  condition  occurs.  Discuss  this  with  your  doctor,  who  can  explain  these 
conditions  to  you. 

Liver:  About  1%  of  patients  who  took  ZOCOR  in  clinical  trials  developed  elevated  levels  of 
some  liver  enzymes.  Patients  who  had  these  increases  usually  had  no  symptoms.  Elevated  liver  enzymes 
usually  returned  to  normal  levels  when  therapy  with  ZOCOR  was  stopped. 

In  the  ZOCOR  Survival  Study,  the  number  of  patients  with  more  than  1  liver  enzyme  level  elevation  to  greater 
than  3  times  the  normal  upper  limit  was  no  different  between  the  ZOCOR  and  placebo  groups.  Only  8  patients 
on  ZOCOR  and  5  on  placebo  discontinued  therapy  due  to  elevated  liver  enzyme  levels  Patients  were  started 
on  20  mg  of  ZOCOR,  and  one  third  had  their  dose  raised  to  40  mg. 

Your  doctor  should  perform  routine  blood  tests  to  check  these  enzymes  before  you  start  treat- 
ment with  ZOCOR  and  thereafter  when  clinically  indicated.  Patients  titrated  to  the  80-mg  dose 
should  receive  an  additional  test  at  3  months  and  periodically  thereafter  (eg,  semiannually) 
for  the  lirst  year  of  treatment.  If  your  enzyme  levels  increase,  your  doctor  should  order  more  frequent 

tests.  If  your  liver  enzyme  levels  remain  unusually  high,  your  doctor  should  discontinue  your  medication. 
Tell  your  doctor  about  any  liver  disease  you  may  have  had  in  the  past  and  about  how  much  alcohol  you 
consume.  ZOCOR  should  be  used  with  caution  in  patients  who  consume  large  amounts  of  alcohol. 

PRECAUTIONS 

Drug  Interactions:  Because  of  possible  serious  drug  interactions,  it  is  important  to  tell  your  doctor  what 
other  drugs  you  are  taking,  including  those  obtained  without  a  prescription.  You  should  also  tell  other  doctors 


who  are  prescribing  a  new  medicine  for  you  that  you  are  taking  ZOCOR*  (simvastatin)  ZOCOR  can  interact  with 

the  following. 

•  Itraconazole 

•  Ketoconazole 

•  Erythromycin 

•  Clarithromycin 

•  Telithromycin 

•  HIV  protease  inhibitors 

•  Netazodone 

•  Cyclosporine  • 

•  Large  quantities  of  grapefruit  juice  (>1  quart  daily) 

The  risk  of  myopathy  is  also  increased  by  gemfibrozil  and  to  a  lesser  extent  other  fibrates  and  niacin  (nicotinic 
acid)  (>1  g/day). 

The  risk  of  muscle  breakdown  is  increased  with  other  drugs: 

•  Danazol 

•  Amiodarone 

•  Verapamil 

Some  patients  taking  lipid-lowering  agents  similar  to  ZOCOR  and  coumarin  anticoagulants  (a  type  ol  blood 
thinner)  have  experienced  bleeding  and/or  increased  blood  clotting  time.  Patients  taking  these  medicines 
should  have  their  blood  tested  before  starting  therapy  with  ZOCOR  and  should  continue  to  be  monitored. 

Central  Nervous  System  Toxicity;  Cancer,  Mutations,  Impairment  of  Fertility:  Like  most  prescrip- 
tion drugs,  ZOCOR  was  required  to  be  tested  on  animals  before  it  was  marketed  for  human  use.  Often  these 
tests  were  designed  to  achieve  higher  drug  concentrations  than  humans  achieve  at  recommended  dosing.  In 
some  tests,  the  animals  had  damage  to  the  nerves  in  the  central  nervous  system.  In  studies  ol  mice  with  high 
doses  of  ZOCOR.  the  likelihood  of  certain  types  of  cancerous  tumors  increased.  No  evidence  of  mutations  of 
or  damage  to  genetic  material  has  been  seen.  In  1  study  with  ZOCOR,  there  was  decreased  fertility  in  male  rats. 

Pregnancy:  Pregnant  women  should  not  take  ZOCOR  because  it  may  harm  the  fetus. 

Safety  in  preqnancy  has  not  been  established.  In  studies  with  lipid-lowering  agents  similar  to  ZOCOR,  there 
have  been  rare  reports  ot  birth  defects  of  the  skeleton  and  digestive  system  Therefore,  women  of  childbearing 
age  should  not  take  ZOCOR  unless  it  is  highly  unlikely  they  will  become  pregnant.  If  a  woman  does  become 
pregnant  while  taking  ZOCOR,  she  should  stop  taking  the  drug  and  talk  to  her  doctor  at  once.  The  active 
ingredient  of  ZOCOR  did  not  cause  birth  defects  in  rats  at  3  times  the  human  dose  or  in  rabbits  at  3  times  the 
human  dose. 

Nursing  Mothers:  Drugs  taken  by  nursing  mothers  may  be  present  in  their  breast  milk.  Because  of  the 
potential  for  serious  adverse  reactions  in  nursing  infants,  a  woman  taking  ZOCOR  should  not  breast-feed  (See 
WHEN  ZOCOR  SHOULD  NOT  BE  USED.) 

Pediatric  Use:  ZOCOR  is  noi  recommended  for  children  or  patients  under  10  years  of  age. 

Geriatric  Use:  Higher  blood  levels  of  active  drug  were  seen  in  elderly  patients  (70-78  years  of  age)  com- 
pared with  younger  patients  (18-30  years  of  age)  in  1  study.  In  other  studies,  the  cholesterol-lowering  effects 
of  ZOCOR  were  at  least  as  great  in  elderly  patients  as  in  younger  patients,  and  there  were  no  overall  differ- 
ences in  safety  between  elderly  and  younger  patients  over  the  20-80  mg/day  dosage  range.  Of  the  7  cases 
ot  myopathy/rhabdomyolysis  among  10.269  patients  on  ZOCOR  in  another  study,  4  were  aged  65  or  mere 
(at  baseline),  1  ol  whom  was  over  75. 

SIDE  EFFECTS 

Most  patients  tolerate  treatment  with  ZOCOR  well;  however,  like  all  prescription  drugs,  ZOCOR  can  cause  side 
effects,  and  some  of  them  can  be  serious.  Side  effects  that  do  occur  are  usually  mild  and  short-lived.  Only 
your  doctor  can  weigh  the  risks  versus  the  benefits  ot  any  prescription  drug  In  clinical  studies  with  ZOCOR, 
less  than  1 .5%  of  patients  dropped  out  of  the  studies  because  o!  side  effects.  In  2  large,  5-year  studies, 
patients  taking  ZOCOR  experienced  similar  side  effects  to  those  patients  taking  placebo  (sugar  pills).  Some  of 
the  side  effects  that  have  been  reported  with  ZOCOR  or  lelated  drugs  are  listed  below  This  list  is  not  complete 
Be  sure  to  ask  your  doctor  about  side  effects  before  taking  ZOCOR  and  to  discuss  any  side  effects  that  occur 

Digestive  System:  Constipation,  diarrhea,  upset  stomach,  gas,  heartburn,  stomach  pain/cramps,  anorexia, 
loss  of  appetite,  nausea,  inflammation  of  the  pancreas,  hepatitis,  jaundice,  fatty  changes  in  the  liver,  and, 
rarely,  severe  liver  damage  and  failure,  cirrhosis,  and  liver  cancer. 

Muscle,  Skeletal:  Muscle  cramps,  aches,  pain,  and  weakness;  joint  pain,  muscle  breakdown. 

Nervous  System:  Dizziness,  headache,  insomnia,  tingling,  memory  loss,  damage  to  nerves  causing  weak-i 
ness  and/or  loss  of  sensation  and/or  abnormal  sensations,  anxiety,  depression,  tremor,  loss  ol  balance,| 
psychic  disturbances. 

Skin:  Rash,  itching,  hair  loss,  dryness,  nodules,  discoloration. 

Eye/Senses:  Blurred  vision,  altered  taste  sensation,  progression  of  cataracts,  eye  muscle  weakness. 

Hypersensitivity  (Allergic)  Reactions:  On  rare  occasions,  a  wide  variety  ol  symptoms  have  bee 
reported  to  occur  either  alone  or  together  in  groups  (referred  to  as  a  syndrome)  that  appeared  to  be  based  on 
allergic-type  reactions,  which  may  rarely  be  fatal.  These  have  included  1  or  more  of  the  following:  a  severe] 
generalized  reaction  that  may  include  shortness  of  breath,  wheezing,  digestive  symptoms,  and  low  blood  pres^ 
sure  and  even  shock;  an  allergic  reaction  with  swelling  of  the  face,  lips,  tongue,  and/or  throat  with  difficulty 
swallowing  or  breathing,  symptoms  mimicking  lupus  (a  disorder  in  which  a  person's  immune  system  mayj 
attack  parts  of  his  or  her  own  body);  severe  muscle  and  blood  vessel  inflammation,  sometimes  including  rash; 
bruises;  various  disorders  of  blood  cells  (that  could  result  in  anemia,  infection,  or  blood  clotting  problems)! 
or  abnormal  blood  tests:  inflamed  or  painful  joints;  hives;  fatigue  and  weakness;  sensitivity  to  sunlight;  feverJ 
chills;  flushing;  difficulty  breathing;  and  severe  skin  disorders  that  vary  from  rash  to  a  serious  burn-likel 
shedding  of  skin  all  over  the  body,  including  mucous  membranes  such  as  the  lining  of  the  mouth'. 

Other:  Loss  of  sexual  desire,  breast  enlargement,  impotence. 

Laboratory  Tests:  Liver  function  test  abnormalities  including  elevated  alkaline  phosphatase  and  bilirubin; 

thyroid  function  abnormalities. 

NOTE:  This  summary  provides  important  information  about  ZOCOR.  If  you  would  like  more 
information,  ask  your  doctor  or  pharmacist  to  let  you  read  the  prescribing  information  and 
then  discuss  it  with  them. 

A  MERCK 

^     Whitehouse  Station.  NJ  08889 


ZOCOR  is  a  registered  trademark  of  Merck  &  Co.,  Inc. 
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Good  Looks 


Several  Hong  Kong-listed  companies  involved  in  textile  and  apparel  commerce 
and  manufacturing  are  likely  to  benefit  from  the  new  era  of  free  trade. 

MARKET  SOLD 
VALUE         RECENT  UNDER 
COMPANY  (SMIL)  PRICE         P/E  BRAND 


economist  at  the  World  Trade  Organization.  For  Europe  the 
projection  is  29%. 

Yet  few  outside  of  China  would  be  able  to  name  a  mainland 
entrepreneur  getting  wealthy  in  one  of  the  nation's  signature 
industries.  This  in  a  nation  whose  richest  families,  prior  to  the 
Communist  revolution,  came  from  the  fabric  industry.  China's 
reopening  to  the  world  after  1978  has  allowed  its  low-cost  work 
force  to  rejoin  the  textile  trade.  But  distortions  from  decades  of 
communism  haunt  the  industry — key  producers  remain  state- 
controlled,  state  traders  are  swollen  from  favored  treatment  and 
many  private  companies  have  murky  ownership. 

Unshackled  from  the  world  quota  system  (see  box,  p.  98), 
homegrown  Chinese  garment  entrepreneurs  should  find  better 
footing.  Some  will  challenge  the  Hongdous  of  the  industry  from 
the  bottom.  But  bigger  players  from  abroad  will  crowd  the  space 
even  more.  Global  traders  and  contract  manufacturers — includ- 
ing some  from  Hong  Kong  that  sew  for  U.S.  retailers  like  the 
Gap  and  Polo  Ralph  Lauren — will  exploit  their  computer  net- 
works, which  link  the 
factory  to  retail  inven- 
tory shelves,  to  stream- 
line further.  Aggre- 
gated efficiencies  of 
such  megamanufactur- 
ers  threaten  traditional 
midsize  manufacturers, 
even  in  China.  Says 
Mohan  Singh,  head  of 
Asian  consumer  re- 
search at  BNP  Paribas 
Peregrine  in  Hong 
Kong,  "The  textile 
world  is  becoming 
smaller." 

But  Zhou,  38,  says  he's  preparing  for  new  competition. 
Hongdou  will  do  more  outsourcing  of  lower- value  garments  to 
cut  costs,  even  as  it  adds  more  capacity  for  men's  suits  and  sport 
jackets.  He  says  the  company's  best  strength  is  the  Hongdou 
brand.  "The  most  important  thing  is  to  build  our  brand,  both  at 
home  and  overseas,"  he  says. 

Just  as  China's  Lenovo  looked  to  its  acquisition  of  IBM's  per- 
sonal computer  business  to  extend  its  reach  abroad,  Zhou  is 
seeking  foreign  links.  One  goal  is  to  find  an  overseas  brand  that 
he  can  sell  through  his  growing  retail  channels  in  China;  at  the 
same  time  he  wants  that  partner  to  sell  his  Hongdou  brand 
abroad.  To  that  end  he's  in  talks  with  Nasdaq-listed  Perry  Ellis 
International  of  Miami.  And  to  come  up  with  new  designs,  he  is 
looking  to  work  with  European  design  houses.  "The  competi- 
tion in  retailing  is  real,  and  there  is  going  to  be  a  lot  of  pressure," 
Zhou  acknowledges. 

The  Zhou  family  embodies  the  success  and  the  hardship  of 
entrepreneurs  in  China  since  the  Communist  Party  took  power  a 
half-century  ago.  Hongdou  Group  has  built  up  a  garment  business 
with  sales  of  $500  million  last  year,  and  its  namesake  brand  won 
a  national  award  in  December.  The  group  generated  another  $500 
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million  in  sales  outside  of  apparel,  including  tires,  property  and 
motorcycles.  Profit  rose  in  2004  to  $80  million,  although  the  com- 
pany doesn't  detail  it  by  segment.  (Even  so,  Hongdou  is  a  picture 
of  clarity  compared  with  Weiqiao  Textile,  a  mainland  favorite  of 
Hong  Kong  stock  traders.)  In  the  apparel  industry  the  Zhous  are 
one  of  relatively  few  to  say  just  how  much  of  the  business  they  own 
(about  half,  putting  their  worth  at  $90  million).  Hongdou's  20,000 
employees  put  it  among  the  largest  private  employers  in  China. 

A  visit  to  Hongdou's  factories  in  Wuxi,  a  textile  manufactur- 
ing center  near  Shanghai,  reveals  startling  differences  from  state- 
owned  businesses.  Forget  about  political  and  patriotic  slogans.  On 
a  wall  at  one  plant  is  this  advice  to  staff:  "If  you  don't  work  hard 
today,  you  will  be  working  hard  tomorrow  looking  for  a  job." 

Although  Hongdou  is  growing  today,  the  ups  and  downs 
over  the  years  have  often  been  brutal.  Zhou's  peasant  grandfa- 
ther set  up  a  cotton-processing  operation  in  1957,  employing 
three  people  in  rented  space  near  Wuxi.  Months  later  Commu- 
nist officials  forced  his  operation  to  merge  with  two  others  into 

a  collective  that  was 
de  facto  state-owned. 

 Business  was  tough  as 

China  went  through 
years  of  starvation 
and  social  chaos 
under  Mao  Zedong's 
totalitarian  schemes. 
Zhou's  grandfather 
died  in  1964,  having 
inhaled  too  much 
cotton  dust. 

Fast-forward  to 
1983:  With  Deng 
Xiaoping  in  power, 
China  was  ready  to 
focus  on  economic  development,  and  Zhou  Yaoting — then  the 
Communist  party  secretary  of  the  family's  home  village — took 
over  the  operation  of  the  near-defunct  company  partly  founded 
by  his  father.  Juggling  debt  and  working  out  of  a  tiny  family  tem- 
ple, he  set  the  nominally  state-owned  business  on  a  path  with 
the  economic  growth  from  China's  reforms.  Zhou  Haijiang,  the 
third-generation  son,  took  over  as  Hongdou  president  in  2004. 
He'd  joined  the  business  in  1987  as  the  first  person  from  his 
home  province  to  give  up  a  stable  job — as  a  college  lecturer — to 
work  in  the  apparel  business.  "I  knew  teaching  wasn't  my 
dream,"  he  says.  "I  wanted  to  go  out  and  create  something." 

He  helped  his  father,  Zhou  Yaoting,  navigate  one  of  the  con- 
troversial parts  of  China's  privatization  process:  management 
buyouts.  In  1992  the  Zhous  and  50  others  gained  more  than 
50%  ownership  of  what  remained  of  the  company  from  35  years 
earlier.  Over  a  decade  the  Zhous  strengthened  their  hold,  plow- 
ing dividends  back  into  stock  as  the  state  retreated.  Last  year  the 
government  sold  its  last  shares. 

"Opening  the  door  to  stock  ownership  in  Hongdou  for  key 
staff  has  also  been  crucial  to  staff  retention,  and  that  is  crucial  in  this 
industry,"  says  Zhou,  whose  sister,  younger  brother  and  vvife  all 
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hold  management  positions  in  Hongdou. 
Like  many  Chinese  entrepreneurs,  Zhou 
Yaotinghas  pursued  high  party  posts  that 
would  help  protect  his  business  from  bu- 
reaucratic meddling.  Today  the  elder 
Zhou  remains  a  member  of  China's  na- 
tional congress. 

Not  all  management  buyouts  in 
China  have  such  happy  endings.  In 
December  senior  officials  at  milk  pro- 
ducer Yili  were  arrested  on  suspected 
embezzlement  during  a  management 
buyout.  The  lack  of  transparency  in 
the  process  and  a  muzzled  Chinese 
media  create  a  breeding  ground  for 
corruption. 

Hongdou  focused  on  its  home  mar- 
ket initially  because  it  had  little  choice: 
China's  central  government  doled  out 
valuable  export  rights  to  state-owned 
firms  at  the  expense  of  private  ones. 
"You  know  who  opposes  the  end  of  the 
quota  system  the  most  in  China?  The 
state-owned  trading  companies,"  says 
Zhou.  To  get  what  was  left  of  quota 
allocations  after  the  state  firms  got  their 
cut,  private  manufacturers  like  Zhou 
had  to  travel  to  Beijing  and  grovel  to 
government  officials. 

Trade  liberalization  will  end  much 
of  that.  In  principle,  companies  will 
export  freely.  As  they  move  more  orders 
into  low-cost  China,  though,  foreign 
importers  will  help  consolidate  the 
number  of  suppliers  they  work  with 
and  push  prices  downward. 

That  could  squeeze  Hongdou 
because  its  wages — about  $150  per 
month — and  other  costs  run  higher 
than  in  the  country's  southern  export 
regions,  and  it  is  too  big  to  flout  pollu- 
tion rules.  To  compete,  Hongdou  will 
shift  toward  pricier,  branded  goods. 


Quota  Quilt 

Increased  offshoring  of  apparel  manufacturing 
after  World  War  II  brought  a  series  of  interna- 
tional agreements  that  restrained  imports.  A 
cotton-textile  pact  in  1962  was  followed  by  the 
Multi-Fiber  Arrangement  under  the  General 
Agreement  on  Tariffs  &  Trade  in  1974.  A  crazy- 
quilt  pattern  of  quotas  moved  manufacturing 
hither  and  yon.  By  1995  the  onset  of  the  World 
Trade  Organization  set  in  motion  the  end  of  the 
quota  system  that  took  place  on  Jan.  I,  2005. 

Some  details  and  "safeguards"  for  import- 
ing countries  are  still  in  dispute,  but  the  new 
system  should  reward  countries  with  the  best 
values  in  skills  and  materials.  Asia  excels,  but 
that  doesn't  mean  other  current  big  suppliers 
will  lose  completely.  A  study  by  the  Harvard 
Center  for  Textile  &  Apparel  Research  found 
that  the  U.S.  is  likely  to  continue  to  import 
large  amounts  from  Mexico  because  its  prod- 
ucts can  be  delivered  quickly  to  American  re- 
tail shelves. 

Still,  lower  barriers  to  trade  will  give  a 
boost  to  international  business.  Annual  trade 
in  textiles  and  apparel  will  likely  increase  to 
$600  billion  in  2015  from  $400  billion  today, 
according  to  an  estimate  by  BNP  Paribas 
Peregrine. 


Zhou's  ambitious  dream  is  to  duplicate 

Italy's  quality  image.  "If  I  have  a  suit  that  says  'Made  in  China,' 
I  can  sell  it  for  1,000  yuan  [$121].  If  it  says  'Made  in  Milan,'  I 
can  sell  it  for  ten  times  that  much." 

Still,  there  is  an  undertow  at  home  to  the  great  Chinese 
export  wave.  A  Young  &  Rubicam  survey  last  year  of  the  top 
fashion  and  apparel  brands  in  China  found  only  two  from 
China  itself.  The  elite,  of  course,  can  wear  Ermenegildo  Zegna 
suits.  Downmarket,  in  a  big  shopping  district  in  the  western 
Chinese  city  of  Kunming,  an  outdoor  mall  on  a  recent  Sunday 
was  highlighting  less-snooty  imports.  Meanwhile,  up  on  the 
fourth  floor  in  the  men's  clothing  section  of  the  sleepy  Kunming 


Department  Store,  the  only  signs  of  life 
in  the  area  reserved  for  Hongdou 
goods  are  salespeople  standing  and 
chatting. 

Hongdou  uses  Taiwanese  pop  star 
Jeff  Chang  in  some  ads,  trying  to  pro- 
mote a  youthful  image.  And  respond- 
ing to  new  competition,  it  is  rewarding 
retailers  that  agree  to  promote  the 
company's  clothing  more  heavily.  It 
hopes  there's  new  life  in  the  Hongdou 
name  but  is  willing  to  try  other  labels. 

"A  lot  of  the  Chinese  brands  are 
struggling  hard  to  stay  competitive," 
says  Michael  Ip,  a  regional  managing 
director  for  Landor  Associates,  a  brand 
consultancy  in  San  Francisco.  "They 
look  at  what  local  rivals  are  doing  and 
try  to  do  the  same.  Then  they  have  the 
same  products  and  end  up  competing 
on  price." 

Zhou  is  working  with  a  French 
design  school,  Esmod  International,  to 
create  a  new  brand  for  the  youth  market. 
Zhou  is  willing  to  play  with  the  Hong- 
dou name  to  make  it  easier  for  overseas 
customers  to  remember  the  brand.  He 
cites  Chinese  refrigerator  maker  Haier 
as  a  company  whose  domestic  success 
hasn't  been  matched  globally.  "A  house- 
wife in  one  study  in  the  U.S.  was  asked 
about  Haier's  name  and  said,  'I  don't  use 
[Haier].  I  can't  pronounce  the  name.' 
We  don't  want  that  with  our  brand." 

But  the  more  important  steps  will 
come  in  assuring  Hongdou  buyers  of 
quality  wear.  Zhou  needn't  take  busi- 
ness away  from  Milan  anytime  soon. 
It's  enough  to  have  the  cachet  that 
attaches  to  illustrious  tailors  or  fash- 
ion chains  like  Giordano  in  nearby 
Hong  Kong. 

Perry  Ellis,  for  one,  has  faith.  It's 
been  buying  pants  from  Hongdou  for 
six  years  and  added  men's  blazers  to  the  order  last  year.  "They 
provide  a  great  product  from  a  state-of-the-art  factory  and 
deliver  great  service,"  says  May-Ling  Martinez,  a  sourcing 
manager. 

Even  as  Hongdou  has  quickened  its  diversification  into 
nontextile  operations  in  the  last  five  years,  the  boss  has 
remained  committed  to  the  old  core.  "Apparel  still  has  a  great 
future  in  China  because  of  its  real  competitiveness,  relatively 
low  wages  and  smart  workers,"  Zhou  says.  But  with  a  world  to 
conquer,  the  early  garment  barons  of  modern  China  must  first 
keep  the  fabric  from  ripping  at  home.  F 
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We  all  have  aspirations.  The  challenge  is  being  able  to  fulfill  them.  For  that,  you  need  a  partner  with  a 
proven  record  of  success.  Friedman  Billings  Ramsey  ranked  as  the  #3  underwriter  of  IPOs  in  2003.' 
In  addition,  FBR  ranks  #1  among  all  major  investment  banks  for  the  1,  3  and  5  year  periods  ending  12/31/03 
for  the  aftermarket  performance  of  our  lead-managed  equity  underwritings.'  So  dream  big.  Whatever 
your  vision  may  be,  we'll  be  with  you  every  step  of  the  way.  For  more  information,  please  visit  fbr.com. 


FBR 

Friedman  Billings  Ramsey 

CAPITAL  FOR 
YOUR  CONQUEST 


Source  is  Dealogic.  'Relates  to  total  $  amount,  w/over-allotment,  of  US  IPOs  priced  between  1/1/03  and  12/31/03,  with  full  credit  to  all  bookrunners,  excluding  American  Depository  Receipts  and  closed-end  funds,  t  Relates  to 
all  public  US  equity  transactions  (IPOs  and  secondaries/follow-ons,  excluding  closed-end  funds)  and  all  industries.  Transactions  and  performance  priced  thru  12/31/03  Non-weighted  average  aftermarket  performance. 
Ranked  among  lead  managing  underwriters  of  more  than  10  transactions  for  the  1  year  period,  and  more  than  30  transactions  for  the  3  and  5  year  periods.  Past  results  are  no  guarantee  of  future  performance. 
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Innate  Differences 


Sexism  aT  Harvard 


Innate  differences  between  the  sexes?  It  couldn't  be.  Harvard  President  Larry  Summers  causes  a  stir. 


m 


The  violent 
reaction  to 
Larry  Summers' 
comments 
bout  women 
hematicians 
t  leave  much 
ooqi  in  the  media 
for  a\discussion 
of  the  facts. 
By  Dan  Seligman 


If 


WHEN  ALL  ELSE  FAILS,  APPOINT  A 
commission.  In  a  real  emer- 
gency— like  when  you're  the  pres- 
ident of  Harvard  and  are  being  hysterically 
assailed  for  wondering  aloud  about  the  pos- 
sibility of  an  innate  component  to  the  male 
advantage  in  mathematics — appoint  two 
commissions.  Testifying  to  the  ghastliness 
of  his  situation,  and  to  the  fact  that  he  was 
running  out  of  ways  to  merely  apologize, 
that  is  what  Lawrence  H.  Summers  did  the 
other  day.  Both  commissions  will  look  for 
ways  to  hire  more  female  academics,  and 
one  of  them  will  specialize  in  hiring  on  the 
hard  sciences  front. 

Is  it  really  absurd  to  think  there  might 
be  innate  gender  differences  in  mathe- 
matical ability?  An  avalanche  of  scientific 
research,  not  to  mention  the  wisdom  of 
your  grandmother,  supports  the  idea  of 
significant  innate  differences  between  the 
sexes.  Some  scholars,  notably  David  Geary 
of  the  University  of  Missouri-Columbia, 
have  argued  persuasively  that  this  premise 
is  in  fact  required  by  the  logic  of  Darwin- 
ian natural  selection.  (Darwin  referred  to 
this  branch  of  his  argument  as  sexual  se- 
lection.) Yet  when  Summers  mentioned 
the  possibility  of  innate  differences — and 
asked  whether  they  might  be  related  to 
underrepresentation  of  female  academics 
in  math  and  science — he  got  seriously 
pounded  by  fellow  academics,  the  public 
and  the  press.  His  apologies  ended  with  a 


fair  amount  of  groveling. 

But  Summers  has  certain  numbers  on 
his  side.  Three  telling  details:  1)  A  2001 
survey  conducted  by  the  National  Science 
Foundation  established  that  there  were 
285,500  individuals  with  Ph.D.s  working 
as  mathematicians,  computer  scientists, 
physical  scientists  and  engineers,  and  only 
11.5%  of  them  were  women.  2)  In  the 
index  of  a  math  text  the  names  attached  to 
mathematical  discoveries — Gauss,  Euler, 
Riemann,  Newton,  Legendre,  Poisson, 
Fourier,  Cauchy  and  so  on — almost  in- 
variably belong  to  men.  3)  Since  1938  only 


Equality? 


The  male-to-female  ratio  climbs  at  the 
upper  end  of  the  scorecard. 

L5  Ratio  of  males  to  females 
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Source:  The  College  Board. 

750- 
800 

3  of  the  335  winners  in  the  presti- 
gious William  Lowell  Putnam 
Mathematical  Competition  have 
been  women.  The  test,  whose 
graders  do  not  know  the  names  of 
the  contestants,  is  one  of  ingenu- 
ity, not  knowledge,  so  a  possible 
lack  of  access  to  advanced  math 
courses  is  not  very  relevant  to  the 
outcome. 

Did  gender  stereotyping  yield 
these  lopsided  results?  It  could 
have  influenced  the  Ph.D.  count. 
But  it's  hard  to  dismiss  the  other 
two  phenomena  as  due  primarily 
to  sexism.  Summers'  enemies  did 
not  present  any  evidence  that 
gifted  young  women  are  urged 
not  to  take  the  Putnam  exam. 

The  Harvard  story  got  big- 
league  national  coverage.  But  like 
academe,  the  media  proved  overwhelm- 
ingly hostile  to  the  idea  of  innate  differ- 
ences, and  it  is  very  hard  to  find  articles 
registering  any  interest  in  the  avalanche 
of  research.  A  partial  exception  was  a 
Jan.  24  New  York  Times  article,  which  ran 
on  the  front  page  and  performed  an 
amazing  feat:  It  cited  a  number  of  neu- 
rological and  hormonal  differences 
between  the  sexes,  related  them  to  lower 
female  test  scores  in  math,  yet  ended  up 
supportively  quoting  experts  who  say 
that  "baseless  sexism"  is  the  real  reason 
for  the  paucity  of  females  in  math  and 
the  physical  sciences. 

What  does  the  research  tell  us? 
Among  scholars  not  passionately  com- 
mitted to  explanations  based  on  sexism, 
one  finds  three  powerful  and  biologically 
based  reasons  for  the  shortage  of  women 
in  the  physical  sciences. 

The  first  is  a  male  advantage  in  visuo- 
spatial  skills,  i.e.,  the  ability  to  imagine 
what  objects  would  look  like  when  rotated 
in  space.  These  skills  are  especially  critical 
for  geometric  tasks  and  multistep  prob- 
lem-solving, where  it  often  helps  to  "see" 
the  solution  in  the  mind's  eye.  There  is  no 
doubt  that  visuospatial  ability,  which  is  af- 
fected by  sex  hormones,  is  biologically 
based.  Doreen  Kimura,  professor  of  psy- 
chology at  Simon  Fraser  University  and 
author  of  Sex  and  Cognition,  is  among 
those  who  see  innate  factors  at  work.  "I 
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Sizzling  performance.  Refreshing  price. 
The  Xerox  Phaser  8400  is  hot  and  cool  at  the  same  time. 
Xerox  Color.  It  makes  business  sense. 


ot  onlj  dot's  the  Xerox  Phaser  8400  deliver  24  pages  per 
tinute  in  black  and  white,  but  it  produces  brilliant  color 
"ints  at  the  same  dazzling  speed.  For  under  $1000!  Color  is 
insistent!)  clear  and  vivid,  print  after  print.  Your  first  page 
it  is  an  industry-leading  6  seconds.  And  when  it  comes  to 


convenience,  nothing  is  cooler  than  the  Phaser  8400's  unique 
and  reliable  solid-ink  technology,  which  makes  changing  our 
ink  fast,  simple,  and  clean.  For  more  about  our  full  line  of  Xerox 
network  printers,  digital  copiers  and  multi-function  systems, 
call  us  orvisit  our  website  today.  Our  whole  line  is  cool  and  hot. 


XEROX. 


Innate  Differences 


think  there's  some  biological  basis  for 
high-level  mathematical  reasoning,"  she 
says.  "It's  hard  to  see  what  else  it  might  be 
that's  driving  those  winners  in  a  Putnam 
competition.  It's  such  a  peculiar  skill  set." 

Next  is  a  greater  male  variability  in  in- 
tellectual skills.  In  math  and  many  other 
disciplines  men  are  overrepresented  at  the 
extremes:  more  gifted  students  but  also 
more  who  are  learning-disabled.  On  the 
math  SAT  men  are  30%  more  likely  than 
women  to  score  in  the  600  to  649  range. 
But  they  are  150%  more  likely  to  score 
over  750.  And,  as  noted,  they  are  1 1 ,067% 
more  numerous  among  Putnam  winners. 
The  variability  pattern  clearly  has  a  bio- 
logical basis,  and  it  is  not  confined  to 
Homo  sapiens.  In  his  1998  book  Male,  Fe- 
male: The  Evolution  of  Human  Sex  Differ- 
ences, David  Geary  presents  data  indicat- 
ing that  many  different  bird  and  mammal 
species  also  exhibit  greater  male  variabil- 
ity, in  traits  relating  to  health  and  vigor. 

A  final  reason  for  the  shortage  of 
women  in  math  and  the  physical  sciences 
is  a  lack  of  female  interest  in  the  core  con- 
tent of  these  fields — many  of  which  tend  to 
emphasize  abstract  and  mechanical  themes. 
Studies  matching  equally  gifted  men  and 
women,  all  of  whom  have  the  ability  to 
make  it  in  the  physical  sciences,  have  shown 
that  the  men  are  about  eight  times  as  likely 
as  the  women  to  enter  these  fields.  The  tal- 
ented women  repeatedly  look  around  for 
something  else,  preferably  involving  disci- 
plines affecting  human  beings  (like,  say, 
biology).  A  lot  of  research  supports  the  idea 
that  the  male- female  difference  in  interests 
is  hormonal.  This  is  also  the  view  of  Patri- 
cia Hausman,  a  behavioral  scientist  who 
often  consults  on  employment  issues.  Ad- 
dressing a  National  Academy  of  Engineer- 
ing meeting  a  while  back,  she  noted  the 
widespread  assumption  that  these  differ- 
ences are  driven  by  "socialization,"  then 
swatted  the  idea:  "I  find  the  evidence  against 
this  view  overwhelming.  Sex  differences  in 
behavior — with  girls  more  attentive  to  peo- 
ple and  boys  to  geometric  shapes,  blinking 
lights  and  three-dimensional  objects — 
emerge  in  die  earliest  days  or  months  of  life, 
long  before  socialization  begins." 

All  very  persuasive.  Unless,  of  course, 
you  are  committed  to  a  particular  theory 
about  baseless  sexism.  F 


pitneyBowei 

Delivery 
Problems 

Pitney  Bowes  throws  off 
lots  of  cash  but  hasn't 
yet  figured  out  what  to 
do  with  it  |  By  Daniel  Fisher 


"Zero  relationship  to  our 
business":  Bruce  Nolop. 


PITNEY  BOWES  GENERATED  $879  MILLION  IN  CASH  ON  $5  BILLION  IN  SALES 
last  year,  enough  to  hand  back  $482  million  to  shareholders  in  dividends  and 
stock  buybacks  and  run  a  $317  million  capital  spending  budget.  It's  like  that 
when  you  have  a  license  to  print  money. 
Ever  since  Arthur  Pitney  and  Walter  Bowes  convinced  the  postal  authorities  to 
authorize  the  then-novel  idea  of  a  prepaid  postage  machine  in  1920,  Pitney  Bowes 
has  dominated  the  business.  It  built  an  empire  around  the  ubiquitous  postage 
meter,  now  selling  customers  $4.2  billion  a  year  in  equipment,  services  and  financ- 
ing in  addition  to  the  $840  million  a  year  it  takes  in  on  rent  (federal  law  requires 
meters  to  be  leased,  not  sold). 

Yet  the  company  now  finds  itself  in  a  quandary  any  other  businesses  would  kill 
for — how  to  spend  all  that  cash.  One  example  of  what  not  to  do:  Invest  in  a  new  head- 
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Victory  in  Europe  Cruise: 

TALY  AND  WORLD  WAR 


lonte  Carlo  -  Florence  -  Salerno  -  Capri  -  Monte  Cassino  -  Anzio  -  Rome 


ie  timeless  beauty  of  Italy  made  for  an 
llikely  place  to  fight  a  war.  Around 
ery  corner  came  another  surprise, 
tother  reminder  of  centuries  of  human 
ideavor.  Although  Winston  Churchill 
mously  declared  it  "the  soft  underbelly 
Europe,"  Italy's  Medieval  cities  and 
amatic  peaks  witnessed  some  of  the 
uelest  battles  ever  fought. 

in  The  National  D-Day  Museum, 
nerica's  National  World  War  II 
useum®,  for  an  adventure  like  no  other, 
ward  Seabourn  Legend,  the  finest 
-suites  yacht  afloat,  you  will  survey  the 
itire  campaign:  from  Salerno,  where  the 
st  invasion  of  Europe  almost  failed;  to 
onte  Cassino,  whose  ancient  parapets 
ire  taken  only  after  the  greatest  sacri- 
:e;  to  die  Nazi's  vaunted  Gothic  Line, 
gh  in  the  Apennines. 

ir  distinguished  team  of  historians 
itures  bestselling  author  Joseph  E. 
irsico,  whose  work  includes  Roosevelt's 


Secret  War:  FDR  and  World  War  II 
Espionage;  Donald  L.  Miller  writer 
of  The  Story  of  WWII;  and  Douglas 
Porch  author  of  The  Path  to  Victory:  The 
Mediterranean  Theater  in  World  War  II. 


Intimate  Ship: 


You  will  also  travel  with  the  Wells 
brothers  who  fought  side  by  side  in 
Italy  as  members  of  the  36th  Infantry 
Division.  Raymond  Wells  made  the 
assault  at  Salerno,  earned  a  Silver  Star 
at  San  Pietro,  and  was  wounded  at 
Monte  Cassino.  His  brother  Irvin  Wells 
watched  the  Battle  of  Monte  Cassino 
from  a  German  Field  Hospital.  High 


above  it  all  flew  the  Dakota  Queen,  a 
B-24  Liberator  piloted  by  Senator  George 
McGovern.  You'll  hear  his  story  about  how 
he  earned  a  Distinguished  Flying  Cross  on 
one  of  his  35  missions  over  Nazi  Germany 
from  his  Italian  airbase. 

Across  the  battlefields  to  the  piazza, 
through  Roman  ruins  to  the  Renaissance 
city  of  Florence,  this  tour  offers  an  oppor- 
tunity to  capture  the  culture  of  Italy  and 
the  power  of  the  American  campaign  for 
freedom.  Come  and  see  how  the  story  of 
WWII  fits  into  the  grand  mosaic  of  Italy. 
Come  and  remember  the  liberators. 

Tour  date:  October  16th  -  23rd  2005. 
Special  post  cruise  option  available  in 
Rome  October  23rd  and  24th. 
Please  call  1-877-813-3329  ext.  400 
or  email  travel@ddaymuseum.org 
for  more  details. 


Americas  National  World  War  II Museum® 

www.ddaymuseum.org 


Pitney  Bowes 


quarters.  Its  I.M.  Pei-designed  office,  built 
for  a  reported  $100  million  in  1986,  sits  in  a 
low-income  area  of  Stamford,  Conn,  like  a 
marooned  aircraft  carrier.  It  was  on  the 
block  until  it  was  recendy  pulled  from  die 
market.  Still  up  for  sale  are  $2  billion  in 
loans,  real  estate  and  commercial  aircraft 
the  company  accumulated  in  a  failed  1 990s 
attempt  to  emulate  General  Electric.  Pitney 
Bowes  was  forced  to  take  a  $213  million 
writedown  on  the  aircraft  portfolio  after 
two  customers,  US  Airways  and  United, 
filed  for  bankruptcy  in  2002.  "We  were  just 
a  bank,"  says  Bruce  Nolop,  who  joined  Pit- 
ney Bowes  as  chief  financial  officer  in  1999 
after  law  and  business  degrees  and  a  career 
at  Wasserstein  Perella  and  other  investment 
banks.  That  lending  operation,  he  says, 
"had  zero  relationship  to  our  existing  busi- 
ness." The  company  has  also  jettisoned  its 
Dictaphone  unit  and  a  me-too  photocopier 
business,  built  in  an  ill-conceived  effort  to 
expand  beyond  the  mailroom  into  "docu- 
ment management." 

What's  left  isn't  very  exciting.  World- 
wide mail  volumes  are  expected  to  grow 
less  than  1%  a  year  through  2008,  says  the 
Universal  Postal  Union,  which  oversees 
the  globe's  flow  of  mail.  Pitney  Bowes' 
sales  have  climbed  3%  a  year  since  Chief 
Executive  Michael  Critelli  took  charge  in 
1997;  earnings  per  share  have  doubled 
that,  thanks  in  part  to  buybacks  of  stock. 
Critelli  insists  the  bleak  oudook  for  snail 
mail  doesn't  mean  Pitney  Bowes  can't 
spurt  ahead.  "One  business,  one 
machine"  is  his  mantra,  meaning  sales  are 
driven  by  the  number  of  businesses,  not 
the  amount  of  mail  they  send.  "Even  the 
dot-coms  are  using  mail  to  stimulate 
demand,"  he  says.  "How  much  mail  does 
Amazon.com  send  out?" 

But  with  80%  of  the  U.S.  postage- 
meter  market  and  60%  worldwide,  Pit- 
ney Bowes  has  trouble  staying  out  of  its 
own  way.  Critelli,  a  Harvard  Law  School 
grad,  joined  the  company  in  1979,  when 
one  of  its  biggest  concerns  was  govern- 
ment efforts  to  break  it  up.  Now  56, 
Critelli  spends  most  of  his  time  lobbying 
for  postal  reforms  to  benefit  Pitney 
Bowes,  such  as  variable  pricing  for  com- 
mercial mail  to  stimulate  demand  in  off- 
peak  hours.  New  digital  machines  from 
PB  make  such  on-the-fly  pricing  changes 


By  the  Numbers 


The  percentage  of  the 
world's  population  served  by  mail.- 

Total  global 
postal  revenue  in  2003. 

The  decline  in  U.S. 

first-class  mail  shipments,  2000-03. 

 ,  

The  number  of 
letters  posted  each  day  worldwide. 


easy  to  track. 

Nolop,  meanwhile,  oversees  efforts  to 
cut  costs  in  the  existing  business  while 
increasing  revenue  elsewhere.  Neither  job 
is  easy.  Pitney  Bowes  has  1.4  million 
postage  meters  and  34,000  employees, 
including  a  large  sales  force  to  keep  Euro- 
pean competitors  Neopost  and  Francotyp- 
Postalia  from  stealing  customers.  "Postage 
meters  are  sold,  not  bought,"  says  Nolop. 
"The  leases  are  up  for  grabs  every  four 
years."  He  hopes  to  trim  selling,  general 
and  administrative  costs,  now  a  bloated 
30%  of  revenue,  by  two  percentage  points, 
dropping  some  $60  million,  or  25  cents  a 
share,  to  the  bottom  line.  But  a  $2  billion 


"Even  dot-coms 
are  using  mail": 
V»f'    Michael  Critelli. 


pension  plan  for  its  army  of  retired  work- 
ers promises  to  remain  a  drain  on  earn- 
ings in  the  future. 

Growing  out  of  the  problem  is 
tough — especially  if  Pitney  Bowes  keeps 
its  promise  to  stay  in  the  mail  business. 
Nolop  has  overseen  the  purchase  of 
$1.4  billion  in  new  businesses  since  he 
came  aboard. 

One  big  area  for  expansion:  presort- 
ing, or  arranging  mail  by  ZIP  code,  to  get 
a  break  on  postal  rates.  Pitney  Bowes  has 
so  far  bought  two  automated  mail  busi- 
nesses. It  has  pushed  them  from  12  sites 
to  30,  increasing  revenue  from  $80  mil- 
lion to  $200  million.  Earnings  aren't 
meaningful  yet,  but  Nolop  says  the  busi- 
ness is  large,  fragmented  and  uses  lots  of 
PB  mail-sorting  equipment.  Congress  is 
again  considering  a  postal-reform  bill 
that  would  give  Pitney  Bowes  a  boost  by 
requiring  the  U.S.  Postal  Service  to  out- 
source more  mail-sorting  jobs. 

The  company  also  is  pushing  into 
software  to  process  individualized  mail, 
such  as  credit  card  bills,  brokerage- 
account  statements  and  targeted  sales 
pitches.  It  paid  $321  million  last  year  for 
Group  1  Software,  whose  products  verify 
addresses  and  perform  other  housekeep- 
ing services  for  mass  mailers.  (The  USPS  is 
mulling  discounts  for  accurate  addresses.) 
"Customers  are  looking  to  us  to  help 
them  reduce  costs  and  increase  the  effec- 
tiveness," Nolop  says.  "We  have  equip- 
ment, services  and  software — a  triple 
threat." 

"Threat"  may  be  too  strong  a  word. 
Chasing  growth  in  such  bite-size  chunks 
is  a  slow,  slogging  process.  Acquisitions  in 
2004  added  just  $150  million  in  revenue. 
The  mail-sorting  and  service  businesses 
tend  to  employ  more  people,  diminishing 
profit  margins  and  increasing  the 
demand  for  management  attention. 
That's  one  reason,  along  with  headwinds 
from  the  company's  pension  program, 
that  Cross  Research  has  a  "hold"  on  the 
stock.  With  Critelli  still  at  most  nine  years 
away  from  retirement,  he  has  plenty  of 
time  to  prove  he  can,  in  Nolop's  words, 
"make  investors  interested  in  the  idea  we 
can  grow."  But  given  past  mistakes,  they 
can  be  excused  for  preferring  a  fatter  div- 
idend check.  F 
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MASTERPIECE  or  FAKE? 
BARGAIN  or  RIPOFF? 


Let  the  Forbes  Collector  teach  you  the  difference 


v 


:ve  Forbes 

an't  think  of  a  better  way  to  introduce  you  to  THE  FORBES  COLLECTOR 

in  by  telling  you  a  story  about  my  father,  Malcolm. 

a  young  boy  he  was  fascinated  by  the  dramatic  history  of  Russia's 
nanov  Dynasty,  and  the  intriguing  relationship  between  Czar  Nicolas  II  and  a 
i/eler  named  Peter  Carl  Faberge.  Some  years  later,  shopping  for  a  gift  for  my 
ither,  he  was  captivated  by  the  fantasy,  artistry  and  history  of  a  tiny,  exquisite 
jerge  egg. 

t  his  first  major  Faberge  acquisition  did  not  take  place 
:il  1 965,  when  the  famous  Duchess  of  Marlborough  Egg 
ne  up  for  auction.  Overcome  at  the  prospect  of  acquir- 
this  spectacular  piece,  Malcolm  ended  up  paying 
arly  three  and  a  half  times  its  estimated  price — some 
7,000. 

Ik  about  "buyer's  remorse!" 

er  berating  himself  for  months  at  having  "overpaid,"  my 
ner  met  Alexander  Schaffer,  then  the  leading  U.S.  authority  on  Faberge,  who 
rfessed  that  he  had  been  the  next  highest  bidder.  He  went  on  to  assure  Mal- 
m  that  his  had  been  a  great  buy  of  an  extraordinary  work  of  art. 

i've  been  fortunate  that  the  pieces  my  father  collected  have  appreciated  sub- 
ntially.  In  fact,  before  the  private  sale  last  year  of  our  Faberge  holdings, 
:heby's  valued  the  nine  eggs  alone  at  between  $70  million  and  $100  million. 

ne  financial  advisers  suggest  allocating  10-15%  of  your  portfolio  to  invest- 
nts  in  art  and  fine  collectibles  as  an  alternative  place  to  preserve  and  grow 
alth.  In  fact,  a  study  conducted  at  New  York  University's  Stern  School 
Business  reports  that  art  has  consistently  OUTPERFORMED  the  S&P 
)  through  good  times  and  bad. 


You've  tasted  success.  Now  you  want  to  find  objects  of  beauty  and  meaning  to  enhance  your  life.  Maybe  you're 
interested  in  American  landscape  painting  ...or  classic  automobiles . . .  or  modern  photographs  ...or  game-used 
jerseys  of  baseball's  greatest  legends.  In  the  clubby,  unregulated  world  of  galleries  and  auction  houses,  it  can  be 
hard  to  know  who  to  trust . . .  harder  still  to  understand  quality  and  value  . . .  and  virtually  impossible  for  an  un- 
trained eye  to  spot  clever  restorations  and  fakes.  Who  better  to  help  you  navigate  this  world  than  our  newest 
publication,  THE  FORBES  COLLECTOR.' 


But  I  would  never  tell  you  to  think  of  collecting  as  just  another  investment! 
After  a  lifetime  of  collecting,  my  father  advised,  "Buy  only  what  you  like. 
Measure  a  work  by  the  joy  and  satisfaction  it  will  bring." 

That  brings  me  to  tell  you  about  the  exciting  new  FORBES  COLLECTOR  and  to 

invite  you  to  join  us  at  a  special  New  Subscriber  rate  and  get  three  FREE 
gifts. 

Because  THE  FORBES  COLLECTOR  wilt  help  you  not  only  to  buy  what  you 
like.. .but  help  you  to  know  what  it  is  you  are  buying. 

So  whether  your  passion  leads  you  to  collect  art,  antiques,  vintage  cars, 
wine,  memorabilia,  rare  books  or  movie  posters,  THE  FORBES  COL- 
LECTOR will  help  you  avoid  that  terrible  feeling  of  paying  too  much  ...  of 
overestimating  the  value  of  a  piece  in  the  excitement  of  making  a  purchase 


Here's  what  to  expect  in  each  monthly  issue 


A  monthly  overview  of  the  collecting  markets 

Detailed  guidance  on  collecting  areas:  how  to  determine  quality, 

what's  over  and  undervalued,  and  top  artists,  dealers  and  restorers 

How  to  spot  hidden  problems  and  signs  of  fakery 

Top  lots  and  hidden  gems  of  upcoming  auctions 

An  insider's  view  of  important  and  rarely  seen  private  collections 

Tutorials  on  how  to  understand  the  good,  better  and  best 

of  specific  collectibles 


Plus  3  valuable  free  reports  to  get  you  started: 


#1  ART  ADVISERS:  THE  GOOD,  THE  BAD  AND  THE  UGLY 

#2  SECRETS  OF  ONLINE  AUCTION  BUYING 

#3  SEVEN  LITTLE-KNOWN  ONLINE  AUCTION  SITES 


SAVE  NOW!  Call  1-877-733-7876  to  activate  your  risk-free  trial  ! 


es,  sign  me  up  for  a  one-year  (12  monthly  issues)  subscription  to  THE  FORBES  COLLECTOR  and  to  receive  3  special  reports  absolutely  FREE.  By  signing  up  now 
am  eligible  for  the  specially  discounted  rate  of  only  $39.  I  understand  that  I  can  cancel  my  subscription  at  any  time  for  30  days  and  receive  a  full  refund. 
Please  check  one: 

□  $39  email  only      □  $49  print  copy  and  email  □  Enclosed  is  my  check  or  money  order,  payable  to  Forbes,  or  □  I  prefer  to  pay  by  credit  card. 

Please  charge  my  □  Visa  □  Mastercard  □  American  Express      Card  Number  Exp.  Date  

Signature  


Please  send  the  newsletter  to  my  attention  at: 
Name  


Address 


City,  State  and  Zip . 


Email  address 


Mail  to:  Jennifer  DeLeo,  Forbes  Newsletter  Group  90  Fifth  Avenue,  4th  floor,  New  York,  NY  1001 1 


For  Faster  Service:  Go  to  www.forbes.com/collector  or  Call  (877)  733-7876  or  Fax  this  pase  to  (212)  367-3371 


Makers&Breakers 


For  more  financial  stats,  go  to  www.forbes.com/makers. 


Bending  Metal,  Bending  Rules 


danaher  CORP.  (54,  dhr)  is  quite  the  growth 
stock:  earnings  per  share  up  ninefold  over 
the  past  1 5  years;  net  income  last  year  of 
$746  million  on  revenue  of  $7  billion,  up 
39%  and  30%,  respectively,  from  2003.  All 
the  more  dazzling  that  this  growth  came 
not  from  an  Internet  firm  but 
from  a  Washington,  D 
headquartered  conglom- 
erate that  makes  things 
like  drill  chucks  and 
ball  screws.  In  love 
with  this  success 
story,  Wall  Street  val- 
ues Danaher  at  24 
times  trailing  earn- 
ings. The  company 
has  made  billionaires 
out  of  the  spotiight- 


shy  brothers  who 
run  it,  Steven  and 
Mitchell  Rales. 

So  why  has 
Alex  S.  Gould  of 
Criterion  Research 
Group  in  New  York 
put  out  an  acerbic 
sell  recommenda 
tion  on  the  stock? 

The  first  thing 
Gould  doesn't  like  is 
Danaher's  addiction  to  acquisitions.  He 
notes  the  company  has  spent  $3.4  bil- 
lion buying  47  companies  since  2001. 
Only  a  third  of  last  year's  revenue 
growth,  he  calculates,  came  internally; 
the  rest  reflects  nothing  more  than  the 
addition  of  new  businesses  to  the  top 
line.  He  expects  a  mere  1 0%  gain  in  rev- 
enues this  year,  absent  any  new  acquisi- 
tions. Google  this  is  not. 

Next,  so  intent  is  Danaher  on 
pumping  top-line  growth  that  it  over- 
pays, says  Gould.  Example:  Last  year  it 
shelled  out  $750  million  (including 
assumed  debt)  for  Radiometer  SA, 
which  makes  blood  gas  analyzers.  That 
came  to  15  times  operating  income  (in 
the  sense  of  net  before  interest,  taxes 
and  depreciation).  That's  a  little  rich  for 
a  medical  products  company. 


Finally,  the  acquisition  binge  has  left 
Danaher  with  a  mountain  of  goodwill  on 
its  balance  sheet — goodwill  being  the  ex- 
cess of  the  purchase  price  over  the  book 
value  of  the  acquired  business.  One  would 
expect  to  pay  a  premium  over  book  to  get 
a  consumer  franchise  like 
Gillette.  But  to  get  a 
ball  screws  company? 
Subtract  from 
Danaher's  $4.2 
billion  in  share- 
holder equity  its 
goodwill  and 
net  pension  and 
other  retirement 
liabilities  and 
you  get  a  negative 
tangible  net  worth. 
Curious,  too, 
how  the  goodwill 
figure  gets  inflated 
by  various  reserves 
Danaher  sets  aside 
for  layoffs,  facility 
&  closures  and  other 
costs.  (Say  you 
pay  $1  billion  for 
a  company  with 
$200  million  in  book 
value.  That  yields  a  good- 
will figure  of  $800  million.  Alterna- 
tively, you  could  record  $850  million  in 
goodwill,  $200  million  in  acquired 
assets  and  $50  million  in  a  reserve  for 
losses  on  those  assets  that  gets  booked 
to  goodwill.)  The  reserves  become  a 
cookie  jar  from  which  to  feed  future  net 
income  by  avoiding  charges  that  would 
otherwise  hit  the  income  statement, 
says  Daniel  Mahoney,  an  analyst  at  the 
Center  for  Financial  Research  &  Analy- 
sis (CFRA),  an  accounting  watchdog 
group  in  Rockville,  Md.  The  offsetting 
goodwill  is,  under  new  accounting 
rules,  never  amortized  against  earnings. 
CFRA  says  Danaher  had  $54  million  in 
such  reserves  as  of  Oct.  1  2004.  Short 
the  stock  and  cover  at  $40. 

— Elizabeth  MacDonald 
and  Michael  K.  Ozanian 


Kimchi  Curse 

Immigrants'  banks  are  a  thriving  busi- 
ness. One  of  the  best,  hanmi  financial  (36, 

HAFC)  of  Los  Angeles,  saw  its  robust  stock, 
up  80%  in  2004,  flatten  this  year  after  its 
chief  credit  officer  abruptly  resigned.  The 
23-branch  Korean-oriented  bank  has  had 
problems  integrating  its  acquisition  of 
Pacific  Union  Bank, 
and  has  seen  a  slight 
drop  in  total  loan 
volume. 

Overlooked,  says 
Piper  Jaffray  analyst 
Kathleen  L.  Stein- 
brecher,  are  the  years 
of  double-digit  growth:  2004  net  interest 
income  up  80%  to  $102  million,  earnings 
up  91%  to  $37  million.  Rising  rates  won't 
hurt  this  bank,  with  so  many  of  its  loans 
linked  to  the  prime.  Hanmi's  P/E  of  21  !s 
lower  than  those  of  peers  Nara  Bank  (27) 
and  East  West  Bancorp  (26).  Big  banks 
like  Citigroup  ( 15)  are  a  bit  less  cosdy  but 
lack  the  same  growth.   — Susan  Kitchens 

If  the  Shoe  Fits 

Combat  boots  for  the  Army,  casual 
oxfords  for  suburbanites — wolverine 
WORLD  wide  (23,  WWW)  is  counting  on  its 
product  panoply  to  become  the  Nike  of 
nonathletic  footwear.  It  has  made  great 
strides.  Last  year's  earnings  jumped  28%, 
to  $66  million,  on  revenue  of  $992  mil- 
lion, up  12%. 

John  Shanley, 
senior  analyst  at 
Susquehanna  Inter- 
national Group,  sees 
more  growth  ahead. 
Wolverine  is  opening 
new  retail  outlets, 
called  Track  &  Trail, 
and  expanding  into  Europe.  As  the  U.S. 
Department  of  Defense's  biggest  footwear 
supplier,  the  company  should  get  plenty 
more  orders.  With  an  18  multiple, 
Wolverine  is  trading  in  line  with  its  peers, 
including  Nike  (20),  Stride  Rite  (18)  and 
Timberland  (15). 

— Tatiana  Serafin 
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The  race  for  the  Charles  Schwab  Cup  continues  in  2005  with  defending  champion 
Hale  Irwin  looking  to  win  his  third  title  in  five  years.  Tune  in  to  The  Golf  Channel 
hdVlCS  SCHWAB    to  see  who  will  win  this  season-long,  points-based  competition  where  the  winner  gets 

a  $1  million  prize,  the  prestigious  cup  and  all-out  bragging  rights. 


Portfolio  Strategy  Kenneth  L.  Fisher 


It's  a  Beautiful 
World 


LAST  MONTH  I  PROMISED  TO  EXPLAIN  WHY  I  EXPECT 
stocks  to  be  up  25%  this  year.  Well,  they  sure  haven't 
started  out  robustly.  But  I'm  not  throwing  out  my  rose- 
tinted  glasses.  My  reasoning:  First,  forecasters  have  a 
very  tight  and  strong  consensus  for  low-single-digit 
stock  returns  this  year,  yet  historically  the  consensus  has  almost 
always  been  wrong. 

So  stock  returns  should  be  either  into  double  digits  or  else 
negative.  Now,  the  first  year  of  a  President's  term  has  almost  always 
been  sort  of  50-50,  either  negative  or 
up  a  lot — nothing  in  between.  Since  I 
don't  expect  a  negative  year,  I  expect 
the  market  to  go  up  a  lot. 

Next,  positive  first  years  of 
Presidents'  terms  average  28%.  The 
numbers  for  second-term  Presidents 
( 1 1  cases  since  1900)  are  also  blessed, 
with  64%  positive  years  (see  chart) 
and  those  years  averaging  a  24%  gain. 
Third,  the  inverse  of  the  market's 
P/E — that  is,  the  earnings  yield — is 
now  higher  than  ten-year  bond  rates 
in  every  important  country.  This  is 
the  case  for  the  first  time  in  decades. 
Stocks  are  cheap  globally,  just  when 
people  think  they  aren't. 

Fourth,  everyone  expects  interest  rates  to  rise.  Maybe  short- 
term  rates,  controlled  by  the  Federal  Reserve,  will.  But  long-term 
rates  are  dictated  by  a  free  market  of  traders,  and  these  traders 
know  that  Fed  tightening  is  good  for  keeping  inflation,  hence 
bond  rates,  down.  Contrary  to  myth,  stocks  aren't  very  sensitive 
to  short-rate  shifts,  but  they  are  to  long-term  rates.  That's  bullish. 
Fifth,  the  balance  of  trade  deficit,  the  balance  of  payments  deficit 
and  the  budget  deficit  are  not  negatives.  If  they  were,  Britain,  with 
deficits  very  similar  to  ours  (as  a  percent  of  gross  domestic  prod- 
uct, and  cumulatively  for  20  years),  would  have  a  similarly  weak 
currency  instead  of  being  one  of  the  world's  strongest. 
Here  are  four  ways  to  enjoy  the  bull  market: 
Drug  stocks  have  acted  ill  lately,  but  Germany's  Altana 


AG  (58,  AAA)  should  perk  up  soon.  With  double-digit  earnings 
growth  through  international  expansion,  Altana  has  a  great 
product  line  that  includes  Pantozol,  its  billion-dollar  blockbuster 
gastrointestinal  fix-all.  Its  R&D  pipeline  includes  lung  and 
asthma  drugs  currently  in  clinical  trials.  A  third  of  sales  derhe 
from  high-margin  specialty  chemicals  (also  growing  well).  It 
trades  at  only  16  times  trailing  earnings. 

The  British  firm  Rank  Group  (ii.ranky)  runs  casino  and  bingo 
parlors  and  online  gaming,  which  benefit  from  further  U.K. 
deregulation.  It  owns  the  Hard  Rock  Cafe  chain  (100-plus  loca- 
tions worldwide)  and  hotels.  It  copies  and  distributes  DVDs  and 
VHS  tapes  for  film  producers.  If  the  latter  two  lines  of  business 
were  spun  off,  a  distinct  possibility,  the  gambling  company  that 
would  be  left  would  be  trading  at  a  cheap  13  times  2005  earn- 
ings. The  existing  stock  is  also  cheap  at  80%  of  annual  revenue, 
with  a  4.9%  dividend  yield. 

Eastern  Europe  is  rapidly  emerging.  The  Heritage  Founda- 
tion's annual  freedom  rankings  showed  more  improvement 
there  than  anywhere  last  year  (while  America  slightly  deterio- 
rated). To  capitalize  on  this  trend,  buy  Coca-Cola  Hellenic  Bottling 
(24,  CCH),  which  serves  26  countries  with  an  aggregate  popula- 
tion twice  that  of  America's  and  a  much  higher  GDP  growth 
rate.  When  the  market  perceives  this  firm's  potential  relative  to 
that  of  other  bottlers,  the  stock  should  move  up.  At  the  moment 
it  sells  at  15  times  trailing  earnings  and  1  times  revenue. 


U.S.  total  market  returns  following  presidential  second-term  victories 


Source:  Fisher  Investments. 
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WFS  Financial  (52,  WFSI)  is  a  novel  finance  company  that 
makes  car  loans,  primarily  for  used  cars,  through  8,000  dealers 
across  America.  The  stock  is  appealing  partly  because  on  the 
surface  it  sounds  so  unappealing.  But  this  is  profitable,  and  WFS 
can  service  this  market  better  than  competitors  through  soft- 
ware that  delivers  quick  credit  approval.  Seventy  percent  of 
applications  are  processed  through  the  Internet.  Its  loan  portfo- 
lio is  maximally  diversified  and  low  in  risk.  The  best  part  is  that 
it  has  a  minuscule  market  share  and  grows  by  taking  business 
away  from  larger  loan  companies.  Combine  predictable  growth 
with  a  below-market  price/earnings  ratio  of  12  and  you  have  a 
stock  that  is  pretty  hard  to  beat.  F 


Forbes 


Kenneth  L.  Fisher  is  a  Woodside,  Calif  -based  money  manager. 
Visit  his  home  page  at  www.forbes.com/fisher. 
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ankyou 


inning  these  awards  on  our  behalf. 


GRATULATIONS  TO  THE  2005  ENERGY  STAR®  AWARD  WINNERS 

ling  Americans  prevent  greenhouse  gas  emissions  equivalent  to  those  from  18  million  cars  and  for  protecting  our 
ment  for  generations  to  come.  ENERGY  STAR  is  a  program  administered  by  the  U.S.  Environmental  Protection  Agency 
U.S.  Department  of  Energy,  designed  to  help  businesses  and  individuals  protect  the  environment  through  superior 
efficiency.  For  more  information,  visitwww.energystar.gov. 


The  Contrarian  David  Dreman 


The  Five 
Don'ts 


THE  TUBE  IS  FILLED  WITH  ADS  FEATURING  FINANCIAL 
advisers  making  charming  toasts  at  a  client's  family 
wedding  or  wildly  cheering  his  kid  on  the  soccer  field. 
No  question,  many  financial  advisers  and  brokers  care 
for  their  clients  and  give  good  advice  to  go  along  with 
the  neighborly  bonhomie.  But  some  widely  offered  counsel  will 
hurt  your  portfolio's  performance.  Be  careful  if  an  adviser  is 
pushing  these  ideas. 

•Team  management  A  lot  of  mutual  funds  use  an  array  of  in- 
house  managers  or  farm  out  pieces  of  a  fund  to  outside  talent. 
Such  a  fund  is  not  likely  to  do  as  well  as  a  fund  with  a  single 
stock  picker  whose  past  record  is  excellent. 

Advocates  of  teams  argue  that  a  star  manager  can  be  run 
over  by  a  truck  and  a  group  can  carry  on  after  any  mishap.  Well, 
that  thinking  may  make  sense  for  football,  baseball  and  basket- 
ball squads.  The  correct  game  analogy  for  investing,  however,  is 
chess.  Decisions  must  be  made  quickly  by  analyzing  large 
amounts  of  complex,  contradictory  or  sometimes  incorrect 
information.  A  star  is  going  to  do  this  job  better  than  a  team. 

Fund  tracker  Morningstar  lists  92  value  managers  with 
records  extending  back  15  years  or  more.  During  this  period 
hundreds  of  other  value  funds  disappeared,  most  commonly  be- 
cause of  poor  performance.  A  dozen  among  the  92  were  run  by 
groups.  Of  these  only  one,  GMO  U.S.  Core  III,  ranked  in  the  top 
ten — what  you'd  expect  by  chance.  But  after  that  came  American 
AAdvantage  Large  Cap  Value  Plan  (23)  followed  by  ING  Corpo- 
rate Leaders  Trust  (38).  Teams  tend  toward  mediocrity. 

What's  the  tenure  of  the  fund-running  teams?  Who  came?  Who 
left?  The  customer  doesn't  know.  There's  no  way  of  pinpointing 
who  is  in  charge  of  what  and  assessing  responsibility  over  time. 

•Three-year  fund  records  Although  financial  advisers  uni- 
formly praise  good  long-term  records,  most  concentrate  on  per- 
formance over  short  terms,  like  three  years.  The  problem  is  that 
this  period  may  be  shorter  than  the  life  span  of  a  Wall  Street  fad, 
like  Internet  stocks.  First-rate  funds  may  look  weak  over  three 
years,  as  many  did  during  the  tech  bubble,  because  their  invest- 
ing styles  are  temporarily 


Daniel  Kahneman  of  Princeton  won  the  Nobel  Prize  in  eco- 
nomics for,  among  other  things,  showing  that  this  fixation  with 
sizzling  near-term  performance  hurts  investors.  Avoid  the  prob- 
lem by  looking  at  10-  or  15-year  numbers. 

•  Beta  as  a  mantra  The  classic  theory  of  portfolio  manage- 
ment said  that  high-beta  stocks — those  that  lurched  up  and 
down  the  most  in  response  to  market  movements — would  offer 
better  returns,  collectively,  than  low-beta  stocks.  Why  else,  went 
the  argument,  would  people  take  the  risk  of  owning  volatile 
stocks?  But  the  theory  failed  to  capture  the  tendency  of  investors 
to  thirst  after  big  killings  and  in  the  process  overpay  for  high- 
beta  stocks.  Professors  Eugene  Fama  and  Kenneth  French  con- 
cluded in  a  famous  1992  study  that  buying  high-beta  stocks 
didn't  pay  off  in  higher  returns.  In  fact,  there  was  no  correlation 
between  beta  and  return. 

•Sporty  new  measurement  techniques  It's  hard  to  know  which 

is  worse,  a  bad  old  chestnut  like 
beta  or  flashy  newfangled  mea- 
sures like  the  information 
ratio,  another  attempt  to  link 
risk  and  volatility.  The  infor- 
mation ratio  (similar  to  the 
Sharpe  ratio)  takes  the  amount 
by  which  a  money  manager's 
portfolio  has  outpaced  the  S&P 
500  (although  other  bench- 
marks are  employed),  then 
divides  that  by  the  standard 
deviation  of  those  excess 
returns.  Many  advisers  believe 
this  gauge  is  a  good  means  ol 
deciding  who  is  a  good  or  bad 
stock  picker.  It  isn't.  You  can 
get  the  absurd  result  that  a  manager  who  beats  the  S&P  by  four 
percentage  points  annually  over,  say,  three  years  ranks  below  one 
who  has  outdone  the  index  by  two  points. 

The  information  ratio  ends  up  ranking  momentum  man- 
agers highly,  something  that  happens  for  hot  stocks  in  a  bul.' 
market — and  isn't  sustainable.  In  the  late  1990s  the  information 
ratios  of  Janus  funds  were  off  the  charts. 

•  Popular  trends  If  you  follow  them,  odds  are  you're  buying 
near  the  peak,  and  the  lovely  outperformance  will  end  soon 
Today  hedge  funds  are  hot,  driven  by  billions  of  dollars  tha' 
advisers  are  shepherding  into  this  sector.  The  same  is  true  foi 
foreign  securities,  gold  and  natural  resources. 

Am  I  being  too  hard  on  financial  advisers?  According  to  the 
sage  John  Bogle,  Vanguard's  founder,  the  vast  majority  of  port 
folio  managers  have  fallen  short  of  the  S&P's  returns  since  the 
1970s.  That  includes  managers  of  pensions,  charities  and  mutua 
funds.  Money  management  has  to  be  approached  with  a  certair 
amount  of  humility.  If  the  adviser  seems  to  think  that  he  has  th< 
keys  to  the  kingdom,  walk  away  fast. 


If  your  financial 
adviser  touts 
most  of  these, 
watch  out. 
For  instance, 
gauging  a 
fund  by  its 
three-year  track 
record  is  nuts. 


out  of  favor.  Anyone  Can  FOI"t)CS    I  DaV'd  Dreman  is  chairman  of  Dreman  Value  Management  of  Jersey  City,  N.J.  His  latest  book  is  Contrar 

get  luck)'  for  three  years.  — Investment  Strategies:  The  Next  Generation.  Visit  his  home  page  at  www.forbes.com/dreman. 
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Why  China 
Won't  Revalue 


■  N  THE  WAKE  OF  THE  ASIAN  FINANCIAL  MELTDOWN,  EXPERTS 
I  predicted  that  China  would  devalue  the  renminbi.  So  did 
I  traders:  Currency  forwards  priced  in  a  significant  devalua- 
I  tion.  I  didn't  jump  on  that  bandwagon.  Indeed,  the  tide  of  my 

■  Sept.  6,  1999  column,  "Why  China  Won't  Devalue,"  indi- 
cated my  contrary  call.  And  the  right  call  it  was.  The  exchange  rate 
of  8.28  renminbi  to  the  dollar  hasn't  budged  since  1995. 

That  fixed  exchange  rate  doesn't  suit  everyone,  however.  Led 
by  the  U.S.,  a  chorus  of  countries  is  loudly  demanding  that  China 
ratchet  up  the  value  of  its  currency  against  the  dollar.  Such  a 
revaluation  is  intended  to  make  Chinese  exports  more  expensive 
and  less  competitive.  The  Chinese  authorities  have  politely 
demurred,  but  most  experts  think  they  will  eventually  succumb 
to  international  pressure.  The  markets  agree.  Hot  money  contin- 
ues to  flow  into  China,  and  the  currency  forward  markets  are 
pricing  in  a  5%  renminbi  revaluation  against  the  dollar  during 
the  next  year.  Once  again,  I  think  the  experts  and  the  markets  will 
be  caught  wrong-footed. 

I  was  introduced  to  the  current  Chinese  currency  flap  on 
May  1, 2002,  when  the  Senate  Banking  Committee  held  hearings 
on  exchange-rate  policy.  This  was  pursuant  to  a  1988  law  requir- 
ing the  Treasury  Department,  in  consultation  with  the  Interna- 
tional Monetary  Fund,  to  determine  whether  countries  like 
China  are  gaining  an  "unfair"  competitive  advantage  in  interna- 
tional trade  by  manipulating  their  currencies. 

Then-Treasury  Secretary  Paul  O'Neill  declared  that  none  of 
our  important  trading  partners  had  manipulated  their  exchange 
rates  during  the  July-December  2001  reporting  period.  Five 
follow-up  witnesses  took  the  other  side.  They  launched  a  well- 
choreographed  attack  on  China's  fixed  exchange-rate  regime  and 
the  8.28  renminbi/dollar  exchange  rate.  According  to  diem,  China 
was  manipulating  the  exchange  rate  and  the  renminbi  was 
undervalued.  Consequently,  China  was  an  unfair  trader.  My 
testimony  came  last,  and  I  took  Secretary  O'Neill's  side. 

Since  those  2002  hearings,  foreign  mercantilists  have  pushed 
revaluation  of  the  renminbi  to  the  front  burner  and  turned  up 
the  heat,  but  with  no 
results.  The 


alter  the  long-standing  renminbi/dollar  rate.  In  their  eyes  a  fixed 
exchange  rate,  economic  growth  and  stability  are  all  tightly 
linked  together.  And  in  Beijing,  stability  might  not  be  every- 
thing, but  without  it,  everything  is  nothing.  For  this  reason 
alone,  it's  hard  to  fathom  a  renminbi  revaluation. 

There  is,  of  course,  plenty  of  local  and  regional  history  to 
reinforce  Beijing's  views  about  the  dangers  of  meddling  with  an 
exchange  rate.  Consider  Hong  Kong,  which  abandoned  its  fixed 
exchange  rate  and  floated  its  dollar  in  November  1 974.  The  Hong 
Kong  dollar  did  not  float  on  a  sea  of  tranquility,  however.  The 
volatility  reached  epic  proportions  in  September  1983  when 
financial  markets  and  the  Hong  Kong  dollar  sank.  Hong  Kong 
was  in  a  state  of  panic,  with  people  hoarding  toilet  paper,  rice 
and  cooking  oil. 

The  chaos  ended  abrupdy  on  Oct.  15, 1983.  That's  when  Hong 
Kong  decreed  that  its  dollar  would  be  fixed  at  7.8  to  the  U.S.  dol- 
lar. The  currency  remains  at  that 
rate  today. 

Japan  is  yet  another  object 
lesson.  Under  the  Bretton 
Woods  system  the  yen/dollar 
exchange  rate  was  fixed  at  360. 
Japan  realized  rapid  growth 
and  stability  with  this  setup, 
which  lasted  until  1971. 

Since  then  Japan  has  been 
under  mercantilist  pressure, 
primarily  from  the  U.S.,  to 
ratchet  up  the  yen's  value 
against  the  dollar.  Tokyo  has 
complied.  Consequently,  the 
economy  has  suffered  from 
strong-yen-induced  recessions 
and  hasn't  yet  recovered  from  the  enormous  deflation  of  the 
1990s.  And  the  mercantilists  in  the  U.S.  remain  agitated  because 
Japan  continues  to  register  large  trade  surpluses. 

Now  add  to  these  factors  the  thoughts  of  Nobelist  Robert 
Mundell.  In  July  of  last  year  he  hosted  some  of  his  friends  at 
Palazzo  Mundell,  a  Renaissance  villa  near  Sienna,  Italy.  When  it 
came  to  China,  I  took  careful  notes.  According  to  Mundell,  a 
renminbi  appreciation  would  cut  foreign  direct  investment,  cut 
China's  growth  rate,  delay  convertibility,  increase  bad  loans, 
increase  unemployment,  cause  deflation  distress  in  rural  areas, 
destabilize  Southeast  Asia,  reward  speculators,  set  in  motion 
more  revaluation  pressures,  weaken  the  external  role  of  the  ren- 
minbi and  undermine  China's  compliance  with  World  Trade 
Organization  rules.  Mundell  is  not  a  fan  of  revaluation. 

I  recount  these  points  because  on  October  28,  2004  Beijing 
announced  the  establishment  of  the  Mundell  International  Uni- 
versity of  Entrepreneurship.  It  will  be  located  in  the  Zhong- 
guancun  area,  the  "Silicon  Valley  of  China."  Connect  the  dots 
and  you  get  a  fixed  exchange  rate.  F 


There  is  plenty 
of  local  and 
regional  history 
to  reinforce 
Beijing's  views 
about  the 
dangers  of 
meddling  with  an 
exchange  rate. 


Chinese 
authorities  refuse  to 
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IT  WAS  THE  MOMENT  EVERY  PARENT  DREADS.  PHILIPPE  KAHN 
watched,  crestfallen,  as  his  son  committed  a  transgression  so 
grave,  so  obvious,  that  he  had  no  choice  but  to  administer  dras- 
tic punishment. 

So  Kahn  flew  a  red  protest  flag  from  the  stern  of  his  racing 
yacht  and  forced  his  son  Samuel  (Shark)  Kahn  to  forfeit  a  first- 
place  position  in  the  Mumm  30  World  Championship  in  Toronto 
last  September.  Shark,  all  of  15,  was  helming  his  own  $100,000 
yacht  with  a  crew  of  five.  He  had  tried  to  sneak  in  front  of  his  dad 
but  fouled  him  instead. 

Kahn  thought  about  letting  the  offense  pass — what  father 
wouldn't? — but  under  the  strict  rules  of  yacht  racing  he  was 
obliged  to  require  his  son  to  perform  two  360-degree  turns  as  a 
penalty.  Shark  went  from  the  front  of  the  fleet  to  the  back  and  fin- 
ished fourth. 

"It  was  one  of  the  hardest  things  I've  ever  done,"  says  Kahn,  52, 
a  beefy  French-born  software  magnate  who  in  January  sold  Light- 
Surf,  his  latest  company,  to  VeriSign  for  $270  million  in  stock.  "But 
everybody  else  was  watching.  What  could  I  do?" 

The  snarling,  hypercompetitive  Little  League  dad 
who  seeks  to  realize  his  own  frustrated  ambitions 
through  his  kid  is  an  American  cliche. 

But  that's  not  Kahn.  Yes,  he  foots  the  bill  for  an 
outrageously  expensive  sailing  program  that  has 
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Whippersnappcr  skipper 
Shark  Kahn  (second 
from  right)  sails  past 
his  purple-sailed  pa, 
Philippe. 


helped  transform  Shark  into  one  of  the  world's  best  racing 
skippers.  But  what  he  wants  isn't  a  surrogate.  It's  a  sparring 
partner. 

At  the  Mumm  30  regatta,  as  in  other  top-level  races  around 
the  world,  the  Kahns  compete  first  against  each  other,  then  against 
the  fleet.  "Dad  won't  give  me  a  break,"  says  the  shaggy-haired,  6- 
foot-2  teenager,  who  at  the  helm  displays  preternatural  calmness. 
"I'm  sure  he  didn't  want  to  protest  me,  but  it's  about  racing,  and 
it  wouldn't  have  been  fair  for  anybody  else." 

Shark  could  hardly  expect  less  from  someone  of  his  dad's 
background.  Kahn's  mother  survived  a  Nazi  death  camp,  his  fa- 
ther the  French  Foreign  Legion.  Kahn  himself  be- 
came a  karate  champion  at  age  16.  In  the  early  1980s 
he  abandoned  a  career  as  a  high  school  math  teacher 
to  strike  it  rich  in  Silicon  Valley.  His  first  big  suc- 
cess, software  house  Borland  International,  grew  to 
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Life 


more  than  $480  million  in  revenues  in  the  early  1990s  before 
withering  from  bad  management  and  bitter  competition  from 
Microsoft. 

Undeterred,  Kahn  started  Starfish  Software,  whose  products 
synchronized  data  between  mobile  devices.  He  sold  the  company 
to  Motorola  for  $258  million  in  1998  (his  share  was  50%).  Mo- 
torola and  other  cell  phone  companies  backed  his  next  idea: — soft- 
ware to  transmit  photos  between  cellular  phones.  That  was  Light- 
Surf  (his  take:  VeriSign  shares  worth  $125  million). 

Kahn  spends  $  1  million  to  $2  million  a  year  hiring  sailors  to 
coach  himself  and  Shark,  while  also  bankrolling  those  sailors' 
Olympic  campaigns.  Racing  with  Kahn  &  son  these  days  are:  Kevin 
Burnham,  gold  medalist  in  the  2004  Olympics;  Jeff  Madrigali,  two- 
time  Olympic  medalist  and  1990  world  champion  in  the  Soling  (a 
24- foot  keelboat)  class;  Fredrik  (Freddy)  Looff,  Swedish  champion 
in  the  Finn  and  Star  classes;  and  William  Hardesty,  1998  College 
Sailor  of  the  Year  and  an  Olympic  hopeful. 

Aided  by  such  talent,  in  2003  Shark  became  world  cham- 
pion at  14  in  the  Melges  24,  a  five-person  hot  rod  of  a  sailboat 
that  can  do  20  knots-plus  with  a  stiff  wind  behind  it.  But  hired 
talent  didn't  explain  his  victory.  Says  yachtsman  and  sailmaker 
David  Ullman,  who  lost  to  Shark  that  day:  "It's  absolutely 
insulting  to  the  rest  of  us  to  say,  'Daddy  bought  him  the  best 
crew  and  he  won.'  I  had  two  Olympic  medalists  on  my  own 
boat."  Kahn  Sr.  himself  has  felt  the  sting  of  losing  to  Shark. 


"I'm  not  pushing  him — he's  pushing  me!"  he  complains  in 
French-accented  English. 

Shark  seems  completely  unfazed  by  his  success,  yawning 
and  looking  bored  as  his  father  holds  a  team  meeting  in  a 
rented  bungalow  at  the  tony  Ocean  Reef  Club  in  Key  Largo 
after  a  recent  regatta.  Discussion  shifts  to  conflicts  between 
Shark's  school  calendar  and  a  regatta  in  Europe.  "He's  a  pro 
sailor  now,  isn't  he?"  Dad  asks,  only  half-jokingly.  "You're 
dropping  out  of  school,  right?" 

Shark  doesn't  bother  to  reply.  His  self-confidence  and  self-pos- 
session come  in  part  from  the  fact  he  enjoys  a  life  outside  the  world 
of  sailing.  He  likes  math  and  hockey  and  attends  a  private  school 
in  Santa  Cruz,  Calif.  His  stepmother,  Sonia,  makes  sure  Kahn 
doesn't  push  the  boy  too  hard.  "He  gets  feedback  from  me,"  she 
says,  "feedback  from  Shark." 

The  software  entrepreneur  and  his  wife  each  were  the  first  in 
their  families  to  finish  high  school,  let  alone  go  to  college,  so  they 
don't  have  outsize  academic  dreams  for  Shark.  Nor,  claims  Kahn, 
does  he  have  any  specific  goals  for  his  son  other  than  to  be  balanced 
and  happy — although  there's  talk  of  a  2008  Olympic  campaign. 

Kahn  says  sailing  can  teach  Shark  about  teamwork,  perfor- 
mance and  having  a  positive  attitude.  "It  sure  beats  watching 
television."  Shark  holds  a  much  less-nuanced  view  of  the  sport. 
When  asked  what  he  enjoys  most  about  thrashing  around  in  high- 
performance  sailboats,  he  says,  "I  like  going  fast.  I'm  15."  F 
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To  stay  at  TKe  Breakers  Palm  Beach  is  to  enjoy  th 
pleasure  of  truly  personal  service,  luxurious 

accommodations,  one-half  mile  of  private  Leach 
an  oceanfront  spa,  an  array  of  fine  dining, 
36  holes  of  championship  golf,  world-classi 
tennis,  award-winning  family  and  children  s 

programs,  and  the  finest  on-site  houtiques.  J 
stay  at  The  Breakers  is  an  experience  worth 
repeating  for  generations  to  come. 

For  reservations  or  information, 
call  your  travel  professional,  contact 
The  Breakers  directly  at 

1-888-BREAKERS  (273-2537), 


or  reserve  on 
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Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 

0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

s  Call  right  now  for  free  quotes 

1-800-441-0072 

Ad  Code:  FORBS  2/05 

Life  Quotes,  Inc.  Since  1979 

NOTE:  The  sample  Pennsylvania  female  rales  shown  above  are  not  specific  lo  any  individual  person  or  insurer  Please  call  1-800-441-0072  or  visit  www.lifequoles.com 
to  obtain  life  insurance  quotes  specific  to  your  health  history  profile.  ©2005  Quotesmith.com,  Inc  .  8205  South  Cass  Avenue.  Suite  102,  Darien,  Illinois,  60561  and  Life 
Quotes,  Inc.,  32045  Castle  Court.  Evergreen.  CO  80439.  All  rights  reserved.  CA  agent  #0A13858,  LA  agent  #200696.  MA  agent  #333509159.  Quotesmith.com,  Inc. 
dba  Insurecom  Insurance  Services  in  CA  under  agent  #0827712.  in  LA  under  agent  #205078.  Quotesmith.com.  Inc  dba  lnsure.com  Insurance  Services.  Inc.  in  UT 
under  agent  #90093.  Quotesmith.com  dba  Insure  com  and  Life  Quotes.lnc.  in  CO 
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Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (for  6  to  50  guests, 
from  50'  to  200'  and  $700  to  $20,000  per  day  for  entire  yacht  with 
its  full  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
of  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 
BUT 

•  You  can  plan  your  own  itinerary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  with  your  own  steward,  or.  leave  it  up  to  them 
to. .  .pamper  you. 

VALEF  YACHTS  LTD 

International  Headquarters:  7254  Fir  Rd.,  P.O.B.  J85,  Ambler,  PA  19002  U.S.A. 
Tel:  (215)  641-1624  •  (215)  641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  info @valefyachtsxom  •  Website:  VALEFYACHTS  com 
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Anniversary 
T>ate 

in  Roman  Numerals! 
•December  11, 1998 
XII  XI  MCMXCVIII 

3  Day  rush  available 
14K  Gold:  $750  -  Free  Catalogue 


RINGBOX.COM  1-888-646-6466 
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THlElBElCOLLECT^ 

'  Masterpiece  or  Fake?  Bargain  or  Ripoff? 
Let  The  Forbes  Collector  teach  you  the 
difference.  From  American  landscape 
painting  and  modern  photographs,  to  classic 

automobiles  and  baseball  memorabilia, 
The  Forbes  Collector  will  help  you  navigate 
the  collecting  markets  and  show  you  where 
the  hidden  gems  are.  Don't  miss  this  monthly 
nsider  s  guide  Subscribe  today  and  get  3 

valuable  Free  Reports. 
Call  toll  free  1-877-733-7876  or  go  to 
www.forbps.com/colledor 


Business  Finance 


BANK  SAYS  'NO'?... 
WE  SAY  ' YES!' 

We'll  pay  you  cash  for  your  company's  ongoing 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


Business  Opportunities 


Guess  What  Every 
Traveler  Must  Carry! 

Now  for  the  first  time  "Bottom  Floor 
Opportunities  are  open  in  a  'Billion 
Dollar  A  Year'  industry.  Call,  only  if 
you  can  comfortably  invest  SI 4,900 
and  are  egar  to  earn  a  mid  six  figure 
annual  income." 

Call:  888-369-1646 
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ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 

•  Tax  Savings 

•  Estate  Planning 

•  Global  Investments 
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Own  A 
Private  Bank 

800-733-2191 


OFFSHORE 


Steven  Sears,  CPA  •  Attorney  at  Law 

949-262-1100  •  www.searsatty.com 


Forbes 


❖Companies 
♦Banking 

♦Credit  Cards  /-^    •.  i  a 
♦Privacy  Q*Pltal  Asst* 

-  Management 

(800)  710-0002     Fret  Brochure 

Visa/MOAmcx    www.as  sei\>  rot  edi  on.  com 


ACQUIRE  REAL  ESTATE! 

You  Locate,  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 

Over  6,400  Cash  Investors!- 
Free  Info:  1-866-541-1792  Ext.  290 


Income  Snwigh^ 


Richard  Lehmann  is  Forbes'  secret  weapon 
on  bonds,  convertibles,  and  preferreds. 
His  high-yielding  model  portfolios  have 
beaten  stocks  for  the  last  5  years!  Let 
Lehmann  show  you  how  to  build  wealth 
safely  with  high-  yielding  fixed  income 
securities.  Subscribe  today  and  receive 

three  FREE  special  reports.  Call  toll  free 
1-877-733-7876  or  go  to 

www.forbesnewsletters.com/lehmann 
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Advertisement 


RARE  DALI  PRINTS 

//  you  own.  or  are  considering  the  purchase 
of  a  Salvador  Dali  print.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints  Lach  print  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  'Salvador  Dali:  A 
Retrospective  of  Master  Prints,''  is  a  must 
for  anyone  interested  in  works  signed  by 
Dali.  Call  now  and  we  will  rush  vou  a  free 
copy  of  The  SalvadorDali  Collector's 
Newsletter".  (S15  per  issue) 


Salvador  Dali 


A  Retrospective 
of  Master  Prints 


l-(800)  275-3254 

ask  for  Dept.  FM 
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NAN0TECH  IS  HOT... 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flamel 
(FLML)at$1.60anditisnowover 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  Butbewareofthehype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.com/frb 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common 
'sense  guide  to  building  wealth.  It  is 
a  perfect  holiday  gift  for  family  and 
friends... for  anyone  who  is  interested 
in  investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of  a 
special  holiday  price  of  just  $99.95 
(save  $50  off  the  regular  $149.95  price.) 

Go  to  www.forbesinc.com/smc2  and  place  your 
order  now  or  call  1-800-429-0106 


Timesham 
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save  up  to.. 

70 


off  retail! 


,  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 
HOLIDAYGROUP.com 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE  \ 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

8th  I  Chatlnut  Stroll  Philo  .  PA  nwd  Jrtbh, 


|H  Access  China  Tours 

Superior  Deluxe  Packages 

20  Itineraries  From  9  To  22  Days 

Private  &  Business  Trips 


1-800-788-1399 
www.AccessChinaTours.com 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol.  Neiman,  Erte',  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura.  Fla. 
(888)932-6166  www.Gallart.com 
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CHARLES  SCHUtf 
ORIGINAL  ART 

Rare  Collection  Found! 

Now  Released  to  The  Public. 


Call  Toll  Free! 
1-800-888-9449 
f^TSHS  American  Royal  Arte 

■*^^*^f  ENTERTAINMENT  FINE 

www.AmericanRoyalArts.com 

Snoopy  62005  United  Features  Syndicate 
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Incorporate  in  Nevada 

Save  on  TAXES 
Protect  your  ASSETS 
Protect  your  PRIVACY 

(Nominee  Services  Available) 
(Attorney-client  privileged) 

702-871-2200 


ig  Capital 

ade  Finance/ 
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P.O./  TraTJ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 
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SLAMJUNK  INVESTINGjl^0|L 

Curtis  Hesler,  Editor  of  The  Professional 
Timing  Service,  recommended  Enerplus 
Resources  (ERF)  at  $17.  It's  row  $35,  and  still 
pays  a  10%  dividend.  He  now  believes  that  there 

arc  (our  major  opportunities-crude  oil,  gold, 
stocks,  and  bonds-thai  will  make  and  break  mil- 
lionaires during  the  next  24  months.  Subscribe 
today  and  get  three  more  energy  stocks  set  to 
double  in  his  new  special  report,  Oil:  Slam  Dunk 
Investing  for  Income  &  Capital  Cains. 
Call  toll  free  1-877-733-7876  or  goto 
www.forbesiiPwsletters.com/pts 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC. 561-627-71 10 
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rates  Ml 
in  the  next  Forbes 
Display  Classified  Section 
r^Call  Media i  Opti  ons  " 
1 -800-442-6441 
mediopt@aol.cpm 
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THOUGH' 


On  the  Business  of  Life 


On  more  than  one  occasion  when  I  was  New  Jersey  GOP  gubernatorial  candidate,  by  the  end 
of  an  arduous  day  of  many  speeches  before  many  audiences,  my  wife  would  be  sitting  with 
assorted  luminaries  while  I  flailed  and  flapped  before  the  mike.  She'd  be  sound  asleep,  but  few 
knew  because  she  was  straight  up  in  the  chair.  One  day,  though,  when  she  was  asked  to  stand  up  and  take  a  bow, 
it  took  an  embarrassing  lot  of  pokes  to  get  her  up.  When  I  chided  her  on  the  way  home  that  night,  she  said, 
"If  you  had  to  listen  toyouadozen  times  a  day,  you'd  be  sound  asleep,  too."       — MALCOLM  S.  FORBES  (1978) 


Dreaming  permits  each  and  every  one 
of  us  to  be  quietly  and  safely  insane  every 
night  of  our  lives. 

—WILLIAM  DEMENT 


Dreams  have  only  the  pigmentation 
of fact. 

— DJUNA  BARNES 


In  bed  my  real  love  has  always  been 
the  sleep  that  rescued  me  by  allowing 
me  to  dream. 

— LUIGI  PIRANDELLO 


Last  night  I  dreamed  I  ate  a  1 0-pound 
marshmallow,  and  when  I  woke  up  the 
pillow  was  gone. 

—TOMMY  COOPER 


Sleep  is  an  eight-hour  peep  show  of 
infantile  erotica. 

— J.G.  BALLARD 


No  one  should  negotiate  their  dreams. 
Dreams  must  be  free  to  fly  high.  No 
government,  no  legislature,  has  a  right 
to  limit  your  dreams.  You  should  never 
agree  to  surrender  your  dreams. 

—JESSE  JACKSON 


It  has  never  been  my  object  to  record 
my  dreams,  just  the  determination  to 
realize  them. 

—MAN  RAY 


So  many  of  our  dreams  at  first  seem 
impossible,  then  they  seem  improbable, 
and  then,  when  we  summon  the  will, 
they  soon  become  inevitable. 

—CHRISTOPHER  REEVE 


/  tell  people  I'm  too  stupid  to  know 
what's  impossible.  I  have  ridiculously 
large  dreams,  and  half  the  time  they 
come  true. 

— DEBI  THOMAS 


There  couldn 't  be  a  society  of  people 
who  didn't  dream.  They'd  be  dead  in 
two  weeks. 

—WILLIAM  S.  BURROUGHS 


Dream  research  is  a  wonderful  field. 
All  you  do  is  sleep  for  a  living. 

—STEPHEN  LABERGE 


We  are  not  hypocrites  in  our  sleep. 

—WILLIAM  HAZLITT 


Dreaming  men  are  haunted  men. 

—STEPHEN  VINCENT  BENET 


Sleep  hath  its  own  world, 

And  a  wide  realm  of  wild  reality. 

—LORD  BYRON 

A  Text  .  .  . 

The  night  is  far  spent, 
the  day  is  at  hand:  let  us 
therefore  cast  off  the  works 
of  darkness,  and  let  us  put 
on  the  armour  of  light. 

—ROMANS  13:12 

Sent  in  by  John  Garber,  Souderton,  Pa. 
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THE  FEDS  PAID 
THIS  MAN 
$1 26  MILLION 
TO  RAT  ON 
HIS  COMPANY. 
THENTHEIR 
CASE  FELL  APART 


nCTNTiSME 
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IBRARY 


►  Picking  stocks  has  always  been  an  art. 

Introducing 
the  science. 


System  availability  and  response  time  may  be  subject  tp  market  conditions.  •     n  m 

1  Fidelity  Active  Trader  Pro*  is  available  to  those  customers  with  annual  household  trading  activity  of  36  or  more  trades.  Streaming  watch  lists,  Dow  Jones  Nev- 
Level  II  quotes  are  available  to  customers  with  72+  trades  a  year.  Certain'  features  including  streaming  Level  II  quotes,  streaming  interactive  charting,  time  ar 
and  directed  trading  are  available  to  those  customers  with  annual  household  trading  activity  of  120  or  more  trades. 

Eligible  households  pricing  schedule  (Bronze,  Silver,  Gold)  applies  for  online  market  and  limit  orders.  Fidelity  reserves  the  right  to  terminate  an  account  at  any  t 
sive  trading  practices  or  any  other  reason. 

2  Brottte  schedule  pricing  Is  available  to  customers  with  Fidelity  brokerage  accounts.  Some  restrictions  apply:  $1 9.95  for  the  first  1 ,000  shares  plus  $.01 5  for  eac 
share  over  1 ,000  shares.  -  wmmm  .  ...  n 

3  Eligible  households  must  meet  any  of  the  following  criteria  for  Silver  schedule  pricing:  (1)  $50,000+  in  assets,  (2)  S25.0O0+  in  assets  and  36+  trades  m  a  rollir 


Fidelity  Brokerage  Services  announces  a  smarter  way  to  trade. 


THE  FIDELITY  TRADING  ADVANTAGE 


ANALYZE  THE  ANALYSTS  LIKE  NEVER  BEFORE. 
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PERHAPS  I 
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speed.  We  hope  you  never  experience  this 
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that  it's  there  may  well  enhance  your  drive. 
To  learn  more  about  our  pursuit  of  perfection, 


"Available  on  select  models  The  Pre-Collision  System  is  not  a  crash  avoidance  system.  Its  effectiveness  depends  on  many  factors,  including  safe  driving  '32004  Lexus 
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We  gave  the  world's  best  selling 

conference  phones  an  extreme  makeover 


Win  up  to  $50,000  of  Polycom  conference  phones.  Enter  today  ! 

For  over  a  decade,  we've  led  the  industry  with  SoundStationf  the  best  selling  conference  phone  in  the  world.  Now  we've 
raised  the  bar  again  by  giving  our  line  of  conference  phones  a  complete  makeover.  Our  new  line  of  SoUndStationZ" 
phones  deliver  twice  the  loudness  and  a  50%  increase  in  microphone  pick  up  over  the  original  SoundStation  -  providing 
significantly  greater  clarity,  so  you  won't  miss  a  word  of  the  conference  call. 

From  IP,  analog,  digital,  wideband  or  wireless,  from  the  desktop  to  the  largest  auditoriums,  Polycom  has  you  covered 
with  voice  solutions  that  start  as  low  as  $199.00  (MSRP).  And  right  now,  you  have  the  chance  to  win  a  Polycom  makeover 
that  will  transform  the  way  your  company  communicates.  For  more  information  and  contest  rules  visit 
www.po1ycom.com/makeover/forbes  and  enter  today! 


Connect.  Any  Way  You  Want. 


No  Purchase  Necessary.  A  PURCHASE 
are  18  years  of  age  or  older  as  of  1/01/05  and  wh 
by  11:59:59  PM  PT  on  3/31/05.  Mail-in  Entries  mus 
company,  not  the  entrant  personally.  Eligibility  a 
Official  Rules  via  postal  mail  send  a  SASE  to:  Polj 


©2005  Polycom,  Inc.  All  rights  reserved.  Polyc 


ere  prohibited.  Open  only  to  legal  U.S.  residents  of  the  50  states,  and  D.C.  and  Canada  (excluding- Quebec)  who 
ng  of  at  least  25  full-time  employees.  The  Polycom  Makeover  Sweepstakes,  ends  on  3/31/05.  Internet  Entries  must  be  received 
ived  4/07/05.  This  trade  promotion  is  not  open  to  individual  consumers  or  the  general  public.  Prizes  will  be  awarded  to  entrant's  " 
ictions  of  prizes  are  for  illustrative  purposes  only.  To  read  the  official  rules,  visit  www.polycom.com  or,  to  receive  a  copy  of  the 
,  P.O.  Box'l0698,  Burbank,  CA  91510. 
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Imagine  the  Sarbanes-Oxley  truth 

serum  applied  to  merger  and  divestiture  announcements.  Wher 
a  cable  company  made  an  overpriced  move  into  the  Internet,  i 
would  not  be  talking  about  "synergy."  Instead,  management' 
purpose  would  be  listed  as  "self-aggrandizement."  When,  some 
years  later,  the  new  division  was  sold  off  at  a  loss,  the  presj 
release  would  state,  not  "We're  returning  to  our  core  compe 
tency,"  but  rather,  "We're  selling  this  division  because  it's  wortf 
more  to  the  new  owners  than  to  us.  It's  worth  more  to  then- 
because  they  will  run  it  intelligently." 

There's  no  end  to  the  matchups  that  M&A  middlemen  car 
cook  up  when  they  have  idle  time  on  their  hands.  Remembei 
when  Exxon  bought  its  way  into  the  office  equipment  business: 
Or  Xerox  got  into  insurance?  Or  when  Mobil  made  a  line  exten 
sion  into  cardboard  boxes  and  retailing? 

Consider  the  hopeless  hodgepodge  that  goes  under  the 
name  Sara  Lee  Corp.  It  makes  everything  from  sausages  tc 
underwear.  On  page  48  Mark  Tatge  urges  that  it  be  liquidated  ir 
its  entirety — every  division  auctioned  off. 

That's  not  going  to  happen,  since  it  would  leave  the  man 
agers  out  of  work.  As  they  say  in  the  meat  business,  it's  awfull) 
hard  to  get  a  hog  to  butcher  itself. 

Here's  a  mod- 
est proposal  for 
carving  up  Sara 
Lee  that  preserves 
three  jobs  for  chief 
executives  and  also 
maintains  some  of 
the  flavor  of  the 
existing  business 
in  terms  of — what 
shall  we  call  it? — 
fusion  cuisine.  In  this  plan,  ready  for  delivery  to  the  board  as  c 
PowerPoint  presentation,  I  have  assigned  Sara  Lee's  assets  tc 
three  new  corporations.  American  Hosiery  &  Dessert  Corp 
would  pick  up  the  L'eggs  brand  and  the  cheesecakes.  Unitec 
Bread  &  Shoeshine  would  be  focused  on  sandwich-  and  foot- 
related  items.  Then  there's  BraDog  Enterprises. 

Hey,  it's  no  stupider  than  a  lot  of  other  business  lines.  Here 
are  seven  companies  (the  last  defunct)  and  partial  descriptions 
of  their  product  lines.  See  if  you  can  match  them. 


1.  Amcol 

2.  Brown-Forman 

3.  Fortune  Brands 

4.  Hillenbrand  Industries 

5.  Kaman 

6.  Nestle 

7.  Verit  Industries 


a.  speakers  and  meat 

b.  faucets  and  golf  balls 

c.  dog  food  and  ophthalmic  drugs 

d.  wine  and  luggage 

e.  cat  litter  and  trucking 

f.  guitars  and  helicopters 

g.  hospital  supplies  and  caskets 
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NOBODY  LEAVES  AN  APPLE  FOR 

THE  VACUUM  SALESMAN, 


They  leave  them  for  teachers  because  what  teachers  do  is  special. 
But  teachers  cannot  live  on  apples  alone.  Which  is  where  we  come  in. 
You  see,  for  over  85  years  we  have  been  serving  teachers  and  millions 
like  them  whose  life  calling  is  to  serve  others.  People  in  the  academic, 
medical  and  cultural  fields.  Like  nurses,  coaches,  artists,  university 
staff  and  many  more  whose  lifework  benefits  the  greater  good  of 
the  rest  of  us.  As  a  $300  billion  financial  services  group  with  a  long 
nonprofit  heritage,  we  are  uniquely  dedicated  to  helping  serve  them. 
It  is  our  belief  that  a  bushel  of  cash  is  better  than  a  bushel  of  apples 
come  retirement. 


1 


For  more  information  go  to  www.tiaa-cref.org. 
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Readers  Say 


WHOLE  FOODS 

Orgrffw  Goodneft  A  fat  Profih 


W  50  TECH  DEALMAKERS 
HOW  TO  BEAT  INFLATION 


Why  Companies 
Need 
Your  Ideas 

HOW  THEY'RE  TAPPING  CUSTOMERS 
TO  DEVELOP  NEW  PRODUCTS 


Pick-Up  Lines 

"Have  It  Your  Way"  (Feb.  14,  p.  78) 
does  a  superb  job  of  conveying  just 
how  empowered  and  influential 
today's  customers  have  become  in 
product  design  decisions.  But  you 
ignored  a  major  source  of  customer 
input:  call  centers.  While  many 
companies  gather  customer  feed- 
back and  suggestions  through  focus 
groups  and  surveys,  call  centers  cap- 
ture customer  input  from  a  much 
broader  customer  base.  At  a  typical 
call  center,  agents  talk  to  thousands 
of  customers  every  day  and  collect 
customer  demographic  information,  purchasing  preferences,  complaints, 
suggestions  and  competitive  intelligence.  This  information  can  be  used  to 
spot  trends.  Readers  should  be  aware  of  this  essential  source  of  information. 

BRAD  CLEVELAND 
Chief  Executive,  Incoming  Calls  Management  Institute 

Annapolis,  Md. 


Dig  That  Sound  System 

I  like  the  proposal  David  Kusek  and 
Gerd  Leonhard  have  for  music  com- 
pensation in  "Music  Like  Water"  (On 
My  Mind,  Jan.  31,  p.  42).  One  sugges- 
tion: Instead  of  compensating  artists 
based  on  downloads,  why  not  allow 
users  to  designate  what  percentage  of 
their  monthly  fee  goes  to  which  artist? 
A  reward  system  based  on  download 
volume  will  only  foster  a  hype 
machine  centered  on  getting  people  to 
download  tunes  regardless  of  quality. 
But  if  artists  are  instead  compensated 
based  on  how  much  their  listeners  are 
moved  by  their  work,  we  can  expect 
music  will  continue  to  evolve  into 
something  people  enjoy  listening  to, 
rather  than  being  a  by-product  of  a 
salable  image  or  lifestyle. 

Of  course,  many  consumers  won't 
care  enough  to  cultivate  the  artistic  gar- 
den by  designating  whom  their  monthly 
fee  should  support,  so  nonvoting  user 
fees  should  be  divided  pro  rata  to  paral- 
lel the  chosen  allocations  of  people 
who  do  care  enough  to  provide  such 
cultivation. 

The  interesting  thing  about  the  sys- 


tem I  propose  is  that  it  would  return 
art  back  to  the  days  of  patronage,  when 
individual  patrons  made  decisions 
about  which  artists  to  sponsor  with 
their  largesse.  This  idea  represents  a 
democratization  of  the  patronage  sys- 
tem, allowing  everyone  to  sponsor 
whomever  they  want.  I  can  hardly  wait. 

GREGORY  BLOOM 
Denver,  Colo. 

Mad  About  Math 

In  "Just  Guessing"  (Jan.  31,  p.  52)  you 
present  a  somewhat  misleading  descrip- 
tion of  the  S&P  returns  dating  back  to 
1926.  For  the  eight-decade  period 
between  1926  and  2004,  the  S&P  500 
provided  a  compound  annual  return 
(including  dividends)  of  10.4%.  The 
average  annual  return  during  that 
period  was  12.4%.  When  presenting 
return  data,  it  is  important  to  distin- 
guish between  the  geometric  (com- 
pound) return  and  the  arithmetic  (aver- 
age) return.  A  fine  distinction  to  be 
sure.  But  an  important  one  in  the  world 
of  truth  in  numbers. 

ROSS  C.  LITTLE 
Washington,  D.C. 
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y  life  coach  says  I  should  ignore  money  and  focus  on  hugs. 


If  you're  still  not  using  FedEx,  you're  running  out  of  excuses. 


How  much  do  you  think  FedEx  costs?  Guess  again.  We  have  dozens  of 
ways  to  help  your  small  business  save  money  on  shipping — including 
ground  service,  which  reaches  virtually  every  address  in  America. 
Visit  fedex.com  today.  Because  money  is  just  as  important  as  hugs. 


Ground 


Before. 


After 


Recrafting. 
The  return 
on  a  great 
investment. 

Return  your  worn  Allen-Edmonds 
shoes  to  their  original  glory  with 
Allen  Edmonds  Recrafting*  We 
use  the  same  techniques  when 
Recrafting  your  shoes  that  we  used 
in  their  original  construction.  Just 
mail  us  your  worn  Allen-Edmonds  in 
a  postage-paid  RecraftPak™.  For  more 
information  or  your  free  RecraftPak. 
visit  your  nearest  Allen-Edmonds 
dealer  or  call  1-877-495-5564. 
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Garden  guru:  Whole  Foods'  John  Mackey. 

Guess  He  Didn't  Like  It 

Contrary  to  "Food  Porn"  {Feb.  14, 
p.  102),  Whole  Foods  is  not  some  sort  of 
clever  marketing  company  capitalizing 
on  the  trend  toward  healthier  eating, 
"with  prices  so  obscenely  high  they 
prompt  gasps  of  disbelief."  We  estab- 
lished a  mission  statement  and  core  val- 
ues over  20  years  ago  and  have  simply 
been  fulfilling  them  ever  since.  The  key 
self-descriptive  word  at  Whole  Foods  is 
"authenticity."  Our  company  is  authen- 
tic and  deeply  committed  to  our  mission 
as  a  business.  The  title  "Food  Porn"  is  an 
insult.  I  challenge  you  to  name  one  con- 
text anywhere  where  use  of  that  word  has 
positive  connotations.  If  I  said  you  were 
a  "journalistic  whore"  willing  to  say  or 
do  anything  to  sell  a  magazine,  would 
you  be  satisfied  if  I  told  you  that  I  really 
meant  it  as  a  compliment  because  it 
means  that  you  are  just  competitive  with 
lots  of  spunk?  No  reason  to  be  upset — it 
really  is  a  compliment. 

JOHN  MACKEY 
Chief  Executive 
Whole  Foods  Market 
Austin,  Tex. 

Most  consumers  who  incur  greater  costs 
to  make  purchases  at  Whole  Foods  do  so 
because  they  believe  they  are  supporting  a 
different  food  production  model — one 
that  is  more  ethical  and  environmentally 
sustainable.  Yet  Whole  Foods  marks  up  its 
organic  produce  well  beyond  what  is  nec- 
essary to  offset  increased  production 
costs  of  organic  producers.  Shoppers  are 
paying  a  retail  premium  at  Whole  Foods 


and  not  necessarily  a  cost-of-productior 
premium  that  supports  organic  agricul- 
tural practices.  Cashing  in  on  this  misun- 
derstanding will  eventually  render  labels 
like  "organic"  meaningless. 

JOSH  MINEH 
Food  &  Society  Policy  Felloe 
University  of  California  Cooperative 
Extension 
Oakland,  Calif. 

Pro  Bono  Protesting? 

Your  colorful  story  on  Badri  Patarkat- 
sishvili's  role  in  Georgian  politics, 
"Reform,  Caucasus-Style"  (Jan.  10,  p.  78), 
made  for  good  reading.  However,  George 
Soros  did  not  bankroll  Mikhail 
Saakashvili's  presidential  campaign.  It  is 
ludicrous  to  imply  he  paid  demonstrators 
to  turn  out  for  protests.  George  Soros' 
foundation  spent  some  $550,000  on  its 
election  support  program,  not  a  cent  of 
which  was  used  for  Saakashvili's  cam- 
paign. Funding  went  to  get-out-the-vote 
events,  election-day  monitoring  and  exit 
polling.  Soros'  philanthropic  network 
spent  $3.5  million  in  Georgia  in  2003  on 
education,  anticorruption  initiatives, 
judicial  and  legal  reform,  Internet  access 
and  HIV/ AIDS  prevention. 

LAURA  SILBER 
Senior  Policy  Advisor 
Open  Society  Institute 
New  York,  N.Y. 

If  Poodles  Ruled  Europe 

While  I  respect  Paul  Johnson,  I  take 
umbrage  at  "Germany's  Dismal  Failure" 
(Current  Events,  Jan.  31,  p.  37).  The  liken- 
ing of  Gerhard  Schroeder  to  a  poodle  is 
highly  offensive.  A  poodle  is  a  noble 
beast.  It  is  highly  intelligent  and  would 
never  act  subserviently  to  a  government 
official,  even  a  head  of  state  like  Jacques 
Chirac.  Were  my  Greta  (a  female  standard 
poodle,  60  pounds)  the  head  of  the  Euro- 
pean Union,  regressive  and  protectionist 
policies  would  undoubtedly  be  scrapped. 

NICHOLAS  LEVENSTEIN 
San  Francisco,  Calif. 


Forbes 


Send  e-mail  to  readcrs@forbes.com  or  visit 
www.forbes.com/letters.  Letters  will  be  edited. 
Please  include  address  and  phone  number. 


22     FORBES  -  March  14,  2005 


ITEMIZE 


SOCIALIZE 


ACCESSORIZE 


Allen 


~3dmonds 
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Styles  from  business  to  casual,  sizes  6-16  and  widths  AAA  to  EEE.  Truly  the 
widest  selection  available.  Plus,  our  exclusive  Recrafting*  process  is  always  in 
fashion.  For  a  catalog  and  Allen-Edmonds  dealer  near  you,  call  1-800-235-2348. 


Shoes  from  top  to  bottom:  Coitott,  Mapleton,  Concord 
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>  With  Sprint,  The  PGA  is  beauti 


Sprint 


No  one  gets  more  work  done  on  a  golf  course  than  The  PGA  of  America.  Which  is  why  the 
PGA  turns  to  Sprint  for  a  customized  network  to  help  seamlessly  connect  the  course  to  the 
rest  of  the  world.  The  Sprint  solution  is  a  fully  integrated  wireless  and  wireline  network  that 
enables  the  media  to  send  large  digital  files  quickly  and  keeps  business  professionals  connected 
to  their  offices  -  at  broadband  speeds.  All  this  and  Sprint  reduced  the  PGAs  network  setup 
costs  by  33%.  Conducting  business  as  usual  while  on  a  golf  course  -  now  that's  beautiful. 
With  Sprint,  business  is  beautiful.  ' 

>  Visit  Sprint.com/beautiful  for  case  studies  or  call  877-777-5568  >  Wireless.  Data.  Voice.  IP 


©2005  Sprint.  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP 


:act  and  Comment 

y  Steve  Forbes,  editor-in-chief 

With  all  thy  getting  get  understanding" 


rut 


Easily  Financed 


RITICS  OF  PRESIDENT  BUSH'S  PLAN  FOR  REFORMING  SOCIAL  SECU- 
ty — the  President  would  allow  working  people,  if  they  so  choose, 
>  put  up  to  4  of  the  12.4  percentage  points  of  their  gross  wages  that 
e  withheld  as  the  Social  Security  payroll  tax  into  their  own  per- 
inal  retirement  accounts — claim  that  we  can't  afford  the  $2  tril- 
m  or  so  of  needed  borrowing  in  coming  years  to  finance  the  tran- 
tion.  They're  wrong.  We  could  easily  finance  such  a  transition. 

During  World  War  II,  after  all,  we  borrowed  in  less  than  four 
:ars  what  would  today  be  the  equivalent  of  $10  trillion,  and  we 
d  so  at  interest  rates  of  less  than  3%. 

The  U.S.  has  $80  trillion  in  assets.  Factor  out  our  debts  and 
le  nation  as  a  whole  still  has  a  net  worth  in  excess  of  $50  trillion, 
hich  could  double  over  the  next  decade.  Those  numbers  don't 
^en  take  into  account  all  the  portfolio  assets  that  are  held  in 
:her  countries.  Under  the  circumstances,  borrowing  an  extra 
100  billion  to  $200  billion  a  year  is,  in  the  vernacular,  no  sweat. 


The  markets  would  quite  easily,  quite  willingly  buy  bonds 
that  would  transform  our  unsteady,  increasingly  troubled  pay- 
as-you-go  system  into  one  that  would  become  a  generator  of 
capital  of  historic  proportions,  capital  that  would  give  us  a  far 
more  muscular  economy  in  the  years  ahead. 

If  anything,  the  Administration  should  be  criticized  for  tak- 
ing such  a  cramped  view  of  Social  Security  reform:  Workers 
should  be  allowed  to  put  6  to  8  percentage  points  or  more  into 
private  accounts.  The  cap  of  $1,000  a  year  (and  rising  $100  a 
year  thereafter)  on  those  contributions  is  ridiculously  small. 

The  White  House  should  have  learned  an  invaluable  lesson  from 
its  fight  two  years  ago  to  eliminate  personal  taxes  on  dividends.  The 
Democrats  bitterly  opposed  the  idea.  At  the  end  of  the  day  the  Pres- 
ident didn't  achieve  an  elimination  of  the  tax,  but  he  did  cut  the  rate 
by  nearly  two-thirds.  Had  President  Bush  not  asked  for  the  entire 
loaf,  he  certainly  wouldn't  have  ended  up  with  more  than  60%  of  it. 


Free  Markets  =  Better,  Less  Costly  Care 


\PIDLY  RISING  COSTS  FOR  MEDICAID  AND  MEDICARE  ARE 
ireatening  to  overwhelm  both  state  and  federal  budgets, 
lready  state  spending  on  Medicaid  exceeds  state  oudays  for  ele- 
Lentary  and  secondary  education  combined.  Annual  govern- 
tent  health  care  outlays  routinely  grow  at  double-digit  rates. 

In  January  Governor  Jeb  Bush  of  Florida  proposed  a  free- 
larket  way  out.  His  bottom  line:  Give  Medicaid  beneficiaries — 
ter  proper  counseling — the  wherewithal  to  buy  health  insur- 
lce  plans  that  best  meet  their  particular  needs.  Companies 
ould  then  compete  to  win  family  and  individual  customers. 

Florida  already  spends  nearly  $7,000  a  year  per  Medicaid  ben- 
iciary.  Delivery  systems  today  are  highly  inefficient.  There  are  no 
icentives  for  patients  to  get  the  best  value  for  their  Medicaid  dol- 
rs  nor  for  providers  to  provide  more  effective  care  at  less  cost. 

Competition  would  help  cut  costs  while  generating  better  ser- 
ce.  Medicaid  recipients  would  have  a  choice  of  private  plans 
Jering  basic  care,  catastrophic  coverage  and  the  possibility  of 


state-funded  flexible  spending  accounts,  which  recipients  could 
use  to  pay  for  medical  services  not  covered  under  their  basic  plans 
or  to  purchase  enhanced  insurance  coverage.  One  particular  inno- 
vation in  Governor  Bush's  plan  would  give  Floridians  the  chance 
to  earn  enhanced  benefits  through  flexible  spending  accounts  if 
they  engaged  in  healthy  practices  and  responsible  lifestyle 
choices,  such  as  giving  up  smoking. 

As  the  governor  said,  "Our  proposals  put  the  focus  back  on  the 
patient  by  allowing  competition  in  the  market  to  drive  access  and 
quality  of  care  up  from  current  levels  in  the  Medicaid  system." 

The  Florida  plan  is  based  on  the  same  principle  as  Health  Sav- 
ings Accounts.  Congress  enacted  HSAs  a  little  more  than  a  year 
ago,  and  over  the  next  few  years  they  will  become  a  common  fea- 
ture of  company  health  care  plans.  HSAs  are  funded  by  employ- 
ers and  employees  with  tax-free  dollars.  The  money  grows  tax- 
free  and  can  then  be  spent  tax-free  on  medical  care.  An 
HSA/Florida-type  approach  should  also  be  crafted  for  Medicare. 


This  Bad  Bargain  Must  Go  Up  in  Smoke 


ECENTLY  A  FEDERAL  APPEALS  COURT  FINALLY  BROUGHT  SOME 
inity  to  the  issue  of  the  government's  being  able  to  sue  tobacco 
)mpanies  for  allegedly  burying  the  truth  about  cigarettes  being 
irmful.  Forgotten  in  all  of  this,  of  course,  is  the  fact  that  cigarette 
icks  have  carried  health- warning  labels  on  them  for  40  years.  The 
idges  ruled  that  the  federal  government  cannot  force  the  tobacco 
)mpanies  to  hand  over  $280  billion  of  profits  they  earned  while 
legedly  misleading  us  about  their  products'  impact  on  people's 


health.  The  suit  was  born  of  Washington's  jealousy  over  the  $206 
billion  settlement  46  states  had  wrung  out  of  the  big  tobacco  com- 
panies several  years  ago.  Uncle  Sam  wanted  some  tobacco  loot,  too. 

While  the  courts  are  at  it,  they  should  take  a  similar  knife  to  the 
original  settlement  in  the  case  of  the  states  versus  the  tobacco  com- 
panies. It  is  unconstitutional;  it  makes  a  travesty  of  the  government's 
needing  to  win  legislative  approval  before  being  able  to  exact  a  tax. 

That  settlement  is  one  of  the  most  monopolistic,  anti- 
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property-rights,  anticompetitive  acts  of  modern  times.  Most 
state  legislatures — not  to  mention  the  U.S.  Congress — were  not 
willing  to  raise  cigarette  taxes  substantially  and  directly.  But  they 
wanted  big  money  from  the  tobacco  industry,  so  they  cooked  up 
an  extraconstitutional  scheme  to  get  it.  To  settle  various  state 
lawsuits,  the  big  tobacco  companies  agreed  to  cough  up  $206 
billion  over  25  years.  To  get  the  dough,  the  tobacco  companies 
raised  cigarette  prices  substantially.  Thus,  the  taxes  that  legisla- 
tors were  afraid  to  levy  directly  were  exacted  in  the  form  of  more 
expensive  smokes.  In  return,  the  states,  in  effect,  were  protecting 
the  big  tobacco  companies  from  competition. 

It's  no  surprise  that  the  major  tobacco  companies,  thus  pro- 
tected, raised  prices  not  only  to  service  the  settlement  but  also  to 
fatten  their  bottom  lines.  The  deal  prevented  would-be  cutthroat 
competitors  from  stealing  market  share  by  selling  cheap  cigarettes. 

Now  this  cozy  arrangement  may  come  unstuck.  A  New  York 


State  court  decision  in  early  2004  allowed  a  plaintiff  to  pursue  ai 
antitrust  lawsuit  against  the  settlement  (see  FORBES,  Feb.  28) 
The  original  settlement  inadvertently  contained  a  loophole;  i 
allowed  cigarette  discounters  to  get  refunds  of  the  special  fee  pe: 
pack  of  cigarettes  that  goes  toward  financing  the  settlemen 
from  states  in  which  they  don't  sell  their  wares.  States  have  beer 
passing  laws  to  close  this  loophole,  but  in  October  a  federa 
court  said  no  can  do.  After  all,  why  should  a  company  that  didn' 
even  exist  at  the  time  of  the  settlement  be  forced  to  pony  ur. 
money  for  bad  behavior  in  which  it  had  played  no  part? 

The  whole  deal  is  like  tax  collecting  in  olden  times.  Govern- 
ments would  put  the  job  of  collecting  taxes  up  for  bid.  Whoevei 
won  the  contract  could  collect  whatever  they  could  from  the 
peasants,  as  long  as  the  so-called  tax  farmers  remitted  a  certair 
share  of  it  to  the  crown.  That  tobacco  settlement  smacks  of  ta> 
farming:  Companies  collect  the  money  and  remit  it  to  the  states 


Leave  It  Alone 


WHAT'S  WITH  WASHINGTON'S  TRYING  TO  PUT  THE  KIBOSH  ON 
IBM's  sale  of  its  unprofitable  personal  computer  business  to  the 
Chinese  company  Lenovo?  The  feds  may  not  formally  veto  the  deal 
but  could  try  to  kill  it  through  prolonged  investigations  and  hear- 
ings, just  as  they  did  when  Hong  Kong-based  Hutchison  Wham- 
poa  attempted  to  buy  the  bankrupt,  once  high-flying  Global  Cross- 
ing a  couple  of  years  ago.  But  there  are  no  strategic  secrets  involved 
here — PCs  are  hardly  on  the  cutting  edge  of  technology  these  days. 


Congressional  critics  of  the  proposed  transaction  have  yet  to  pro- 
duce any  credible  evidence  of  a  genuine  security  threat. 

Will  the  transaction  lead  to  job  losses?  Sadly,  yes,  but  this 
division  is  in  for  a  painful  contraction  regardless.  We  should,  in 
fact,  be  delighted  that  IBM  could  unload  this  troubled  business 
onto  a  foreign  company. 

Lenovo  faces  a  steep  learning  curve  in  mastering  American- 
style  management  in  a  dog-eat-dog  competitive  environment. 


Enlightening  Thriller 


State  of  Fear — by  Michael  Crichton  (HarperCollins,  $27. 
ton's  new,  can't-put-it-down  novel  is  a  first-of-a-kind 
fast-paced  adventure  based  on  the  notion  that  a  cur- 
rent widespread  fear  is  baseless.  The  author  devastat- 
ingly  demolishes  myths  and  misconceptions  about 
global  warming:  Antarctica  is  not  fast  melting  away, 
nor  is  Greenland  defrosting;  global  temperatures  are 
not  rising  rapidly;  ocean  levels  are  not  surging  upward; 
we  are  not  extinguishing  most  of  the  Earth's  species; 
we  are  not  denuding  the  Earth  of  its  forests;  the  aver- 
age life  span  is  increasing,  not  decreasing.  In  short, 
dear  old  Earth  is  not  going  to  hell  in  a  handbasket. 


95).Crich- 
thriller — a 
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Crichton  doesn't  pull  his  punches.  As  one  of  his  characters  ob- 
serves, "[People]  are  convinced  that  the  environment  of  the  entire 
planet  is  being  destroyed  around  them.  Remarkable! 
Like  the  belief  in  witchcraft,  it's  an  extraordinary  delu- 
sion— a  global  fantasy  worthy  of  the  Middle  Ages." 

Crichton  has  done  his  homework.  His  book  is 
chockablock  with  footnotes  and  has  an  impressive 
bibliography,  which  references  FORBES  columnist 
Peter  Huber's  pathbreaking  work.  Readers  will  have 
the  ammunition  to  pin  down  pundits  and  politi- 
cians who  still  monger  fears  about  the  Earth  getting 
hotter  and  hotter. 


RESTAURANTS:  GO,  CONSIDER,  STOP 

Edible  enlightenment  from  our  eatery  expert  Tom  Jones  and  colleagues  Patrick  Cooke  and  Monie  Begley, 

as  well  as  brothers  Bob,  Kip  and  Tim. 


•  Kirtichai— 60  Thompson  hotel,  60  Thompson  St.,  between 
Spring  and  Broome  streets  (Tel.:  212-219-2000).  If  you  can  deal 
with  attitude,  then  grab  the  first  available  reservation  at  this 
sleeker-than-sleek  new  hot  spot.  It  serves  up  beautifully  pre- 
sented and  absolutely  delicious  Thai  fare.  Favorites:  monkfish 
and  hearts  of  palm;  chocolate  back  ribs;  and  lemongrass  chicken. 

Tamarind-  1 1  43  East  22nd  St.  (Tel.:  212-674-7400).  The  noise 
level  is  deafening,  and  the  food  is  ordinary  and  disappointing. 


•  Felidia-243  East  58th  St.  (Tel.:  212-758-1479).  Elegant  setting 
with  first-rate  food  and  service.  Each  course  is  imaginative  yet 
simple.  For  an  appetizer  try  the  sublime  /  Krafi  della  Cerimonia 
(three-cheese  Istrian  wedding  pillows  filled  with  citrus  rind  and 
rum).  For  entrees:  the  grilled  branzino  with  fennel,  oranges  and 
Taggiasche  olive  salad  or  the  red-wine-honey-braised  beef  cheeks 
with  pan-roasted  shitake  mushrooms.  For  dessert:  the  tiramisu 
or  the  cioccolato,  which  consists  of  three  chocolate  treats.  F 
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GE  Healthcare 


ZJ scan 
Degins. 


VCT  scan 
ends. 


Patient  says, 
in  disbelief: 
"That's  it?" 


The  LightSpeed ™  VCT  scanner. 

Helping  doctors  diagnose  heart  disease  in  just  five  heartbeats 

rhe  revolutionary  LightSpeed  Volume  CT  scanner  captures  incredible  images  of  the  human 
ieart,  in  astonishing  detail  and  at  a  remarkable  speed— without  the  use  of  any 
surgical  procedures.  In  just  five  heartbeats,  doctors  get  valuable  information  to  help  them 
diagnose  heart  disease,  and  patients  get  their  scan  done  in  record  time. 

To  learn  more,  visit  gehealthcare.com. 


imagination  at  work 


Avoilable  by  physician  referral.  Please  see  your  doctor  for  more  information. 


Other  Comments 


Do  not  be  too  timid  and  squeamish  about  your  actions.  All  life 
is  an  experiment.  The  more  experiments  you  make  the  better. 

— RALPH  WALDO  EMERSON 


Real  Opportunity  Could  it  be  that  future  stock  mar- 
ket returns  will  be  much  lower  than  in  the  past?  Of  course!  But 
even  if  returns  are  only  half  of  their  historical  average,  younger 
workers  are  likely  to  be  better  off  with  private  accounts  [than 
they  would  be  with  Social  Security].  Could  we  suffer  a  depres- 
sion even  more  devastating  than  that  of  the  1930s?  In  such 
an  unlikely  Armageddon  scenario,  poor  returns  on  private 
accounts  would  be  the  least  of  our  worries.  The  current  pay-as- 
you-go  system  would  become  even  more  untenable.  A  well- 
designed  system  of  private  accounts  would  provide  a  low-risk 
supplement  to  the  current  system  that  could  enhance  retirement 
security  for  millions  of  Americans. 

—BURTON  G.  MALKJEL,  professor  of  economics, 
Princeton  University,  Wall  Street  Journal 

A  Dose  of  Vision  Florida's  Medicaid  is  more  compre- 
hensive than  many  private  plans.  Such  generosity  comes  at  a 
price.  For  the  past  six  years,  Medicaid  spending  has  climbed 
13%  annually  and  now  soaks  up  about  a  quarter  of  the  state 
budget.  And  the  worst  is  yet  to  come,  with  costs  expected  to  rise 
to  35%  of  state  revenue  in  the  next  four  years.  As  a  result,  Gov- 
ernor Jeb  Bush  proposes  something  innovative:  getting  his  state 
out  of  the  business  of  micromanaging  Medicaid.  The  contrast 
between  Florida's  approach  and  that  of  other  states  couldn't  be 
starker.  At  a  time  when  state  governments  are  developing  more 
and  more  elaborate  ways  of  controlling  Medicaid,  Jeb  Bush 
envisions  Tallahassee  doing  relatively  little.  Besides  funding, 
Florida  would  ensure  transparency  of  the  [proposed]  private 
plans  and  counsel  Medicaid  recipients  about  their  choices. 

Governor  Bush's  plan  offers  a  way  out,  overcoming  the  fed- 
eral-state divide.  It  allows  governors  to  give  recipients  more 
choice,  yet  rein  in  spending  by  increasing  competition  among 


"He  used  to  own  a  muscle  car." 


insurance  plans.  It's  an  innovative  approach  that  controls  costs 
particularly  since  it  involves  recipients  more  in  their  health  deci- 
sions. Jeb  Bush's  initiative  is  a  promising  alternative — a  health 
care  reform  well  suited  to  his  brother's  ownership  society. 

—DAVID  GRATZER,  M.D.,  Manhattan  Institute 

Weekly  Standard 

Living  Life  to  the  Fullest  It  is  not  living,  but  livind 

well,  which  we  ought  to  consider  most  important. 

—PLATO 

Reason  for  Optimism  For  those  of  us  who  believe 

in  personal  responsibility  and  limited  government,  our  courts 
have  given  us  reason  for  optimism  for  the  first  time  in  years.  The 
government's  case  against  "big  tobacco"  is  the  ultimate  example 
of  using  the  courts  to  extort  revenue  from  private  industry.  The 
1998  tobacco  settlement  showed  lawyers  that  there  is  big  money 
in  going  after  unpopular  habits  and  ignoring  personal  responsi- 
bility. This  trend  is  even  more  frightening  when  the  case  is 
joined  by  the  government  with  its  unlimited  litigation  budget. 

I  do  not  argue  that  tobacco  companies  have  been  excellent 
corporate  citizens  or  that  there  is  nothing  for  which  they  could 
be  held  responsible.  [But]  we  should  cheer  each  time  a  court 
slaps  down  a  case  of  aggressive  attorneys  seeking  out  deep  pock- 
ets regardless  of  responsibility. 

—ROSS  KAMINSKY,  Rocky  Mountain  News 

Fact  vs.  Fiction  "Ill-informed?"  Evans  said,  stiffening. 

"I  don't  know  what  else  one  would  call  it,"  Kenner  said. 
"Your  heart  may  be  in  the  right  place,  Peter,  but  you  simply 
don't  know  what  you're  talking  about." 

"Hey,"  he  said,  controlling  his  anger.  "Antarctica  is  melting." 

"You  think  repetition  makes  something  true?  The  data  show 
that  one  relatively  small  area  called  the  Antarctic  Peninsula  is 
melting  and  calving  huge  icebergs.  That's  what  gets  reported 
year  after  year.  But  the  continent  as  a  whole  is  getting  colder,  and 
the  ice  is  getting  thicker." 

"Antarctica  is  getting  colder7." 

Sanjong  had  taken  out  a  laptop  and  was  hooking  it  up  to  a 
small  portable  bubble  jet  printer.  "What  we  decided,"  Kenner  said, 
"is  that  we're  going  to  give  you  references  from  now  on.  Because 
it's  too  boring  to  try  and  explain  everything  to  you."  A  sheet  of 
paper  began  to  buzz  out  of  the  printer.  Sanjong  passed  it  to  Evans. 

—State  of  Fear,  by  MICHAEL  CRICHTON 

Wise  Investment  If  you  think  education  is  expensive, 
try  ignorance. 

—DEREK  BOK,  former  president,  Harvard  University  F 
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he  most  self-indulgent  car 
^er  built?  Or  the  least? 

:e  a  moment  to  consider.  For  starters,  it  has  255  horsepower.  Then  take  into 
ount  the  heated  front  seats,  automatic  climate  control  and  available  Honda 
ellite-Linked  Navigation  System;  Not  to  mention  the  leather  interior  and 
XM*  Satellite  Radio:  Also,  it's  designed  to  achieve  29  city/37  highway/ 
1  it's  all  part  of  the  well-equipped  Accord  Hybrid.  So?  What's  your  answer? 


iHONDA 


The  all-new  Accord  Hybrid 


honcla.com  1-800-33-1  loncla   *XM  subscription  sold  separately.  'I "he  XM  name  and  related  logos  are  registered  trademarks  of  XM  Satellite  Radio  Ire 
t  Based  on  2005  EPA  mileage  estimates.  Use  for  comparison  purposes  only.  Actual  mileage  may  van;  ©2004  American  I  londa  Motor Co,  Inc. 


Some  people  think  building  a  nest  egg  is  a  breeze.  Not  exactly.  Your  Smith  Barney  Financial  Consultant 
knows  it  takes  a  lot  of  honest  sweat,  a  smart  strategy  and  a  strong  relationship.  You've  worked  hard  to 
get  where  you  are.  You  can  expect  no  less  from  us.  Visit  us  at  www.smithbarney.com  to  find  out  more. 

THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT.SM  SMITHBARNEY 

Citigroup 


Visit  forbes.com/wealthmanagement  presented  by  Smith  Barney. 
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lurrent  Events 


y  Paul  Johnson 


The  UN  Is  for  Talk,  Not  Action 


HE  CHIEF  ACCUSATION  AGAINST  THE  UNITED  NATIONS  USED  TO 
"It's  just  a  debating  society."  Would  that  it  were!  There's  some- 
dng  to  be  said  for  a  global  forum  in  which  all  peoples  can  have  their 
iy  and  heads  can  be  counted.  Unfortunately  the  UN  has  expanded 
>  role  and  now  does  everything  from  "peacekeeping"  with  multi- 
itional  troops  to  administering  aid  programs  and  disaster  relief. 

And  it  does  almost  everything  badly.  It's  impossible  to  point  to 
major  operation  the  UN  has  undertaken  that's  been  brought  to  a 
iccessful  conclusion.  Its  failures  have  nothing  to  do  with  inexperi- 
lce,  bad  luck  or  being  hurried.  I  recall  the  day  in  1960  when  the 
N  took  charge  of  the  Congo.  Under  the  pressure  of  "world  opin- 
m"  the  Belgian  colonial  government  had  hastily  evacuated,  trig- 
:ring  massacres.  Various  European  powers  were  ready  to  move  in 
i  restore  order  and  save  lives,  but  world  opinion  deemed  that  only 
le  UN  could  do  the  job,  as  it  was  the  only  body  with  "clean  hands." 

That  was  45  years  ago,  and  the  UN  has  been  involved  ever  since, 
he  fighting  has  continued — flaring  up  and  dying  down,  with  no 
id  in  sight.  It's  estimated  that  about  5  million  have  died.  UN  sec- 
taries-general have  come  and  gone  (one  was  killed  in  the  Congo), 
at  the  UN  "mission"  grinds  on,  expensive  and  totally  ineffective. 

astonishing  Pattern 

he  Congo  is  only  one  of  scores  of  failed  UN  missions  in  Africa 
one.  These  failures  don't  seem  to  be  taken  very  seriously  by  top 
N  bureaucrats.  For  example,  Kofi  Annan's  predecessor,  Boutros 
outros-Ghali,  who  is  criticized  in  the  first  report  of  the  Iraq  oil- 
>r-food  scandal,  replied:  "I  am  not  saying  I  am  not  responsible 
i  this  case.  There  are  a  lot  of  things  that  I  am  responsible  for  that 
ere  ten  times  worse  than  this,  such  as  the  genocide  in  Rwanda." 

That  is,  when  you  think  about  it  carefully,  an  amazing  remark 
)  make.  But  a  lot  of  curious  things  are  emerging  from  this  inves- 
gation.  The  inquiry  is,  by  UN  standards,  a  thorough  one.  This  is 
ecause  a  first-class,  strong  personality — Paul  Volcker,  former 
ead  of  the  U.S.  Federal  Reserve — is  in  charge  and  because  the 
N  investigation  is  being  shadowed  by  five  U.S.  congressional 
iquiries  and  an  investigation  by  a  federal  prosecutor  in  New  York. 

What  has  emerged  so  far  confirms  my  view  that  the  UN  is  con- 
itutionally  incapable  of  conducting  any  operation  efficiendy  or 
onestiy.  Ideally  the  UN,  foreshadowing  a  future  world  government, 
tight  to  be  run  by  a  global  meritocracy — rule  by  the  best.  In  prac- 
ce,  it  is  the  opposite.  Any  state  that  can  be  legally  defined  as  one 
in  join  the  UN — it  is  a  club  having  no  rules  of  probity  or  morals, 
o  be  a  member,  a  state  does  not  have  to  be  a  democracy,  nor  must 
accept  the  rule  of  law.  It  can  be  a  hopelessly  corrupt  tyranny. 


The  top  jobs  at  the  UN  tend  to  go  to  officials  from  medium- 
size  or  small  Third  World  states,  such  as  Egypt,  Ghana  or 
Cyprus,  which  have  provided  some  of  the  leaders  who  feature 
in  the  current  scandal.  These  minor  states  don't  usually  produce 
high-quality  officials.  But  when  they  do,  those  officials  stay  at 
home  where  they  can  have  successful  careers,  make  a  lot  of 
money  and  exercise  real  power. 

The  UN  gets  the  scrapings  of  the  global  barrel.  The  result  is 
failure  and  graft.  UN  officials  are  not  answerable  to  bodies  like 
Congress  or  the  U.K.'s  Parliament,  which  would  be  sure  to  track 
down,  expose  and  punish  gross  abuses  and  manifest  failures.  No 
senior  UN  official  has  ever  gone  to  jail.  It's  rare  for  anyone  to  be 
sacked  or  removed.  The  top  brass  resist  any  kind  of  investiga- 
tion, on  principle.  The  oil-for-food  inquiry  is  unique  in  that  it 
has  taken  place  at  all  and  seems  to  be  garnering  results. 

But  will  any  punishment  be  meted  out?  Will  any  serious  reforms 
be  pushed  through?  Of  course  not.  As  for  blame,  some  of  it  attaches 
to  the  major  powers,  such  as  the  U.S.,  Britain  and  France,  who  have 
put  pressure  on  UN  officials  to  award  contracts  to  big  firms  from 
their  respective  countries.  The  diplomats  involved  argue  that  such 
pressure  is  routine  and  inevitable.  Any  system  of  punishment  would 
have  to  involve  people  from  the  big  powers,  and  there's  no  chance  of 
that  happening.  As  for  reforms,  the  UN  is  beyond  reform  until 
membership  is  restricted  to  civilized  powers  that  practice  democracy 
and  the  rule  of  law  and  hold  their  rulers  responsible  for  their  actions. 

Not  Alone 

Other  big  international  organizations  show  similar  endemic  weak- 
nesses. The  EU  has  a  corrupt,  inefficient  and  hugely  expensive 
bureaucracy  that  gobbles  up  billions  of  euros  that  are  never  prop- 
erly accounted  for.  It  has  successfully  resisted  any  kind  of  real  inves- 
tigation into  its  misdeeds.  It  survives  and  flourishes  in  its  wicked- 
ness because  major  component  states,  such  as  France,  Italy  and 
Germany,  are  themselves  corrupt  and  have  no  desire  to  see  Brussels 
become  pure  and  honest.  The  only  way  to  reduce  corruption  in 
Brussels  is  to  give  it  less  to  do.  The  same  principle  applies  to  the  UN. 

I've  long  advocated  that  UN  headquarters  be  moved  from 
New  York  and  relocated  nearer  the  eye  of  the  world's  storms  of  war, 
famine,  poverty,  disease  and  misgovernment.  This  would  eliminate 
the  playboys  and  good-timers  from  UN  delegations  and  the  secre- 
tariat and  attract  the  honest  and  serious-minded,  perhaps  even  a 
few  idealists.  But  until  that  day  comes,  we  must  ensure  the  UN  does 
not  get  handed  missions  it  has  no  chance  of  carrying  out  success- 
fully. It  can  talk  shop,  yes.  No  harm  in  that.  But  take  action,  no.  F 


TO 


Forbes 
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Oracle  Grid 

All  Your  Databases 

In  a  Grid 

No  wasted  capacity 

No  wasted  money 

No  single  point  of  failure 


Oracle  Grid 
It's  fast...  it's  cheap... 
and  it  never  breaks 


oracle.com/grid 
or  call  1.800.633.0753 


Note:  'Never  breaks'  indicates  that  when  a  server  goes  down,  your  system  keeps  on  running. 


Copyright  ©  2005,  Oracle.  All  rights  reserved.  Oracle  is  a  registered  trademark  of  Oracle  Corporation  and/or  its  affiliates. 


)igital  Rules 

y  Rich  Karlgaard,  publisher 


Yin  Yang,  Big  Bang 


OOGLE  AND  WAL-MART  ARE  THE  BUSINESS  WORLD'S  VERSION 
F  yin  and  yang.  Google  is  a  hypergrowth,  high-revenue,  wildly 
igh-margin  company.  Three  thousand  employees  produce 
inual  sales  of  $5  billion  (at  the  current  run  rate),  or  $1.67  mil- 
m  per  worker.  Cash  flow  is  north  of  $500,000  per  worker  per 
;ar.  The  typical  Google  worker  possesses  an  IQ  high  enough  to 
ail  water.  Half  hold  advanced  degrees  in  science  or  engineering, 
tost  from  elite  universities.  Google  leaves  no  stone  unturned  in 
s  pursuit  of  brainiacs,  even  asking  to  see  prospects'  SAT  scores. 

Wal-Mart  is  the  opposite  of  Google.  It  is  the  world's  largest 
mipany  by  sales — $285  billion — but  its  profit  of  $10  billion  is 
line  with  low-margin  retail.  Wal-Mart  sends  the  world's  largest 
ork  force  into  batde,  1.5  million  (few  of  them  SAT  superstars) 
ho  generate  $190,000  in  sales  apiece.  Cash  flow  and  profits  per 
fal-Mart  worker  are  puny — only  $16,000  and  $6,700,  respec- 
/ely,  or  about  3%  of  those  of  the  Google  counterpart. 

Google  and  Wal-Mart  have  become  huge  successes  in  vastly 
fferent  ways.  But  the  yin  and  yang  have  this  in  common: 
Each  company  has  a  simple  mission.  Wal-Mart's  is  "always 
w  prices."  Google's  is  "to  organize  the  world's  information 
id  make  it  universally  accessible  and  useful."  These  companies 
low  who  they  are. 

The  brand  and  the  mission  statement  of  each  are  aligned.  Pic- 
ire  Google  and  Wal-Mart  in  your  head.  There's  no  confusion 
>out  what  these  companies  do. 

Each  company's  offerings  are  dirt-simple  to  use.  Shopping  at 
'al-Mart  does  not  take  a  heroic  intellectual  effort.  But  neither 
jes  using  Google,  even  though  the  search  engine  behind  the 
irtain  is  the  product  of  a  prodigious  intellectual  feat. 
Both  companies  are  technology  leaders.  The  previous  editor  of 
3RBES,  Jim  Michaels,  likes  to  call  Wal-Mart  the  world's  pre- 
ninent  tech  company.  It  pioneered  the  use  of  bar-code  scan- 
;rs,  slick  supply  chains  and  inventory  management  tweaked  to 
cal  purchasing  preferences.  The  Bentonville,  Ark.  giant  never 
seps.  Now  Wal-Mart  is  pushing  into  RFID  chips.  Wal-Mart's 
;gressive  use  of  technology  puts  the  lie  to  a  recent  Harvard 
usiness  Review  article,  "IT  Doesn't  Matter,"  that  says  it's  okay  to 
t  back  and  let  others  lead.  Google,  meanwhile,  continues  to 
tract  the  best  tech  brains  in  Silicon  Valley. 
Both  companies  exploit  the  cheap  revolution.  Google's  search 
lgine  runs  on  100,000  cheap  servers  and  a  form  of  free  Linux 
iftware.  Wal-Mart  searches  the  planet  for  low-cost  production, 
buys  10%  of  the  goods  China  exports  to  the  U.S. 


►ops— My  Bad 

arly  Fiorina's  unhappy  end  at  HP  has  forced  me  to  eat 
ow.  In  a  Feb.  18,  2002  column  titled  "Vote  Carly," 


I  took  her  side  in  the  Compaq-merger  proxy  fight.  The  column 
was  written  shortly  after  a  two-hour  Saturday  afternoon  inter- 
view at  HP  headquarters,  which  Carly  gamely  attended  despite 
being  ill.  Sometimes  we  let  our  sympathies  intrude.  My  feeble 
defense  is  that  I  trusted  Carly's  top  board  supporter,  Dick  Hack- 
born,  who  had  been  David  Packard's  favorite  HP  executive. 
Hackborn,  recall,  was  responsible  for  launching  HP's  best  divi- 
sion— printing  and  imaging.  I  thought  that  between  Hackborn 
and  President  Michael  Capellas,  HP's  rookie  CEO  would  be 
surrounded  by  good  advice.  But  then  Capellas  left  to  head  MCI. 
Carly  refused  to  replace  him  or  recruit  anyone  of  talent  and 
strength,  ultimately  earning  the  board's  ire. 

Science  Book  for  the  Rest  of  Us 

The  most  important  discovery  of  the  20th  century  was  the  Big 
Bang.  Science  writer  Simon  Singh  has  delivered  a  readable  and 
gripping  account  of  it  in  Big  Bang:  The  Origin  of  the  Universe 

(HarperCollins,  $27.95).  This  is  the  story  of  the  "eccentric  sci- 
entists who  fought  against  the  establishment's  idea  of  an  eternal 
and  unchanging  cosmos."  Big  Bang  is  full  of  anecdotes  and  per- 
sonal histories,  from  details  of  Galileo's  persecution  to  Einstein's 
stubborn  refusal  to  accept  the  Big  Bang  theory  right  up  to  the 
moment  he  looked  into  Edwin  Hubble's  telescope.  This  was 
odd,  as  it  was  Einstein's  theory  of  relativity  that  spurred  the  Big 
Bang's  hypothesists  to  imagine  an  expanding  universe. 

Singh  is  a  master  storyteller  in  the  tradition  of  lames  Burke.  He 
is  not  a  religious  writer  by  any  stretch.  Yet  as  one  reads  Big  Bang, 
one  is  struck  by  the  fact  that  Galileo,  Newton  and  Einstein  believed 
in  a  grand  designer.  Einstein,  when  vexed  by  a  problem,  often  said 
he'd  "try  to  imagine  how  God  would  design  it."  Georges  Lemaitre, 
who  hypothesized  the  Big  Bang  in  the  1920s,  was  a  Catholic  priest. 

Most  of  science's  big  names  today  are  openly  hostile  to  reli- 
gious belief.  Astronomer  Stephen  Hawking  and  biologist  Richard 
Dawkins  are  atheists.  Philosopher  Daniel  Dennett  wisecracks 
that  he'd  like  to  replace  "atheist"  with  "bright"  (implying  "the- 
ists"  are  "dim").  Physicist  Steven  Weinberg,  a  Nobel  laureate, 
writes  and  speaks  against  the  evils  of  religion.  But  now  let  us  ask: 
What  giant  breakthrough  has  this  crowd  of  skeptics  produced? 

The  late  19th  century  was  filled  with  small  thinkers,  too.  One 
of  those  was  Albert  Michelson,  who  calculated  the  speed  of 
light.  He  said  in  1 894,  "The  most  important  laws  and  facts  of  the 
physical  sciences  have  all  been  discovered. . . .  Our  future  discov- 
eries must  be  looked  for  in  the  sixth  place  of  decimals." 

No,  Albert.  You'll  never  find  them  looking  there.  As  the  Big 
Bang  teaches  us,  you  must  lift  your  eyes  to  see  the  big  picture.  F 


j  J((jrJ)CS  I  ^'s'f  ^'c^  Karlgaard's  home  page  at  www.life2where.com 
— c™  I  or  e-mail  him  at  publisher@forbes.com. 
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5  actual  results 
but  at  e  not 
smenl  on  form 


This  document  contains  "forward-looking  statements"  within  the 
meaning  of  the  United  States  Private  Securities  Litigation  Reform 
Act  of  1995.  These  include,  but  are  not  limited  to.  statements 
regarding  anticipated  future  events  and  financial  performance 
with  respect  to  our  operations.  Forward-looking  statements 
can  be  identified  by  the  fact  that  they  do  riot  relate  strictly 
to  historical  or  cuirent  facts.  The^  often  include  .vords  like 
"beli6ve,"  "expect,"  "anticipate."  "estimated."  "project."  "plan," 
"pro  forma,"  and  "intend"  or  future  or  conditional  verbs  such  as 
"will."  "would. '  or  "may."  Factors  that  could 
to  differ  matenally  from  expected  results  inc 
limited  to.  those  set  forth  in  our  Registration  Statement  c 
20-F,  as  filed  with  the  Securities  and  Excnange  Commts 
(SEC),  the  competitive  environment  in  which  we  operate 
changes  in  general  economic  conditions  and  changes  in 
French,  American  and/or  global  financial  and/ or  capital  r 
Forward-looking  statements  represent  management 's  v 
as  of  the  date  they  are  made,  and  we  assume  no  oblige 
to  update  any  forward-looking  statements  for  actual  eve 
occurring  after  that  date.  You  are  cautioned  not  to  place 
reliance  on  cur  foiward-iooking  statements. 


■Ouentin-Yvelines  cedex  -  France 
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All  you  need  to  t 


Chairman's  message 

to  the  Annual  Shareholders'  Meeting  of  February  8,  2005 


The  2003-2004  accounts  reflect  Sodexho's 
sound  financial  condition: 
4.1  %  organic  growth.  Excluding  the  currency 
effect: 

•  EBITA  increased  by  7.2%. 

•  Group  net  income  rose  by  20.7%. 

•  Cash  provided  by  operating  activities  stood 
at  €451  million,  an  increase  of  22.5%. 
Net  debt  was  lowered  by  €294  million  to 
€919  million  at  August  31,  2004. 

On  the  basis  of  current  information, 

we  confirm  the  following  objectives  for  fiscal 
2004-2005: 

•  Organic  revenue  growth  at  a  pace  equivalent 
to  that  of  fiscal  2003-2004. 

•  An  increase  in  EBITA,  excluding  the  currency 
effect,  of  5%. 

We  enjoy  four  outstanding  advantages, 
both  now  and  for  the  future: 

-  Powerful  competitive  positions; 

-  A  comprehensive  global  network  in  76  countries; 

-  Considerable  growth  potential,  which 
we  estimate  at  €380  billion; 

-  An  excellent  financial  model. 


To  improve  our  performance,  the  Board 
approved  the  five  strategic  Priorities 
recommended  by  senior  management,  v 
are  now  responsible  for  their  deploymen 

1 .  Adherence  to  our  core  values  and  res| 
for  our  ethical  principles 

2.  Accelerate  profitable  organic  growth. 
Reach  an  organic  revenue  growth  object 
of  approximately  7%  in  three  years. 

:  Improve  our  management,  by  supportir 
development  of  leaders  and  creating  a  Sc 
School  of  Management  for  executives. 

4.  Improve  our  operations  and  our  opera 
margin: 

-  Giving  priority  to  improving  margins  in  1 
United  Kingdom. 

-  By  improving  our  procurement  practice 
in  order  to  improve  our  competitiveness. 

.  Strengthen  the  role  of  the  Board  of  Dirt 
and  reinforce  internal  control. 
The  Board  of  Directors  decided  to  ask 
shareholders  at  the  Annual  Meeting  to  re 
three  Directors  to  the  Board  and  elect  thr 
new  ones. 
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scheduled  on  September  1,  2005  but  continue 
to  serve  as  Chairman  of  the  Board  of  Directors. 
Michel  Landel  will  be  appointed  Chief  Executive 
Officer  at  that  time.  He  will  be  fully  empowered 
to  act  on  behalf  of  Sodexho  in  all  circumstances. 
I  firmly  believe  that  with  a  stable,  loyal  family 
shareholder  base  and  an  expanded  Board  of 
Directors,  Michel  Landel,  leading  a  strengthened 
senior  management  team,  will  oversee  an  era 
of  new  prosperity  for  our  clients,  our  employees 
and  you,  our  shareholders. 


Pierre  Bellon 

Chairman  and  Chief  Executive  Officer 
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Sodexho  refuses  to  accept  the  fact  that  840  million 
people  around  the  world  suffer  from  malnutrition 
and  feels  that  it  has  a  moral  obligation  to  help 
eradicate  this  affliction.  The  Sodexho  Foundation 
is  committed  to  fighting  malnutrition  through  its 
STOP  Hunger  program,  which  is  being  extended 
to  its  major  host  countries. 


STOP  HUNGER " 


www.sodexho.com 
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Informer 

INFORMER@FORBES.COM 

Only  Geckos  Were  Polled? 


G 


|eico,  the  big  auto  insurer 
I  owned  by  Warren  E.  Buffett's 
I  Berkshire  Hathaway,  spends 
lavishly  to  advertise  an  animated 
gecko  and  "97%  customer  satisfac- 
tion." But  the  company  refuses  to 
produce  documentation  backing 
up  that  lofty  number,  calling  the 
data  "highly  confidential."  In  a 
statement,  the  firm  says  the  figure 
comes  from  surveys  it  commis- 
sioned. But  Geico  won't  specify  the 
margin  of  error  or  its  definition  of  a  satisfied  customer,  and  it 
won't  say  whether  departing  customers  were  surveyed  or  if  it's  sit- 
ting on  less  favorable  studies.  Berkshire's  2000  annual  report  con- 
tained raw  numbers — the  last  such  compilation  easily  available  to 
the  public,  which  Geico  declines  to  update — suggesting  a  25%  an- 
nual customer  turnover.  On  a  scale  from  zero  to  100,  the  Univer- 
sity of  Michigan's  annual  American  Customer  Satisfaction  Index 
just  rated  Geico  at  78 — below  State  Farm's  81.  Geico  says  it's  unfair 
to  cite  such  other  statistics.  — William  P.  Barrett 

Perhaps  Quicker  at  Slimming  Wallets 

Recently  acquired  by  Chicago  investors,  Power  Plate  USA  peddles  a 
$3,000  vibrating  platform  it  says  will,  among  other  things,  rapidly 
and  effordessly  melt  weight  off  people.  But  after  questions  from 
FORBES  the  outfit  removed  from  its  Web  site  the  bulk  of  what  it 
called  a  "preliminary  report"  from  Germany's  University  of  Bayreuth 
Institute  of  Sports  Science  lauding  a  "time-efficient  and  effective 
whole-body  workout  in  30  to  40  minutes."  University  officials  say  the 
study  was  authored  by  a  student  there  and  lacks  any  official  impri- 
matur. Power  Plate  USA  still  claims  the  Dutch-invented  device,  which 
also  comes  in  a  $9,000  version  marketed  to  fitness  centers  and  pro 
sports  teams,  will  improve  users  who  stand  on  the  contraption  for 
"just  ten  minutes,  three  times  a  week."  — Tatiana  Serafin 


Watch  the  Swinging  Doors 

Museum  donor  David  K.  Welles  Sr.,  who  started  Maumee,  Ohic 
doormaker  Therma-Tru,  and  his  family  are  fighting  an  Interna 
Revenue  Service  demand  for  lawyer  records  of  an  allegedly  abu 
sive  tax  shelter  that  might  have  shielded  upwards  of  $200  millioi 
of  capital  gains.  In  2003  Fortune  Brands  bought  Therma-Tru 
including  the  Welles'  reported  44%  stake,  for  $925  million.  In  i 
Chicago  federal  court  filing  the  family  invoked  attorney-clien 
privilege.  Nonsense,  says  the  IRS,  because  the  lawyers,  fron 
Dallas'  Jenkens  &  Gilchrist,  were  selling  the  shelter  as  a  produc 
and  charging  a  commission.  — Janet  Novack  and  W.P.B 

Bring  Back  the  1962  Mets! 

A  new  academic  study  says  construction  of  a  pro  sports  stadiun 
is  not  always  an  economic  boon  for  a  community.  After  looking  ai 
16  new  baseball  venues  opened  from  1989  to  2003,  economist- 
Victor  A.  Matheson  of  College  of  the  Holy  Cross  and  Robert  A 
Baade  of  Lake  Forest  College  write  that  a  fresh  diamond  can  in- 
crease a  team's  performance,  but  only  if  added  revenues  are  spent 
on  acquiring  players.  Downsides  include  disruption  of  the  loca 
economy  by  construction  and  by  victory  celebrations,  and  highei 
ticket  prices.  Conclusion:  "Fans  get  burned  in  the  warm  glow  of  a 
team's  success."  — T.S. 


Hey,  Athletes  Have  to  Eat,  Too 

Chairman  of  the  President's  Council  on  Physical  Fitness  & 
Sports  is  Pittsburgh  Steelers  Hall  of  Famer  Lynn  Swann— who 
gets  money  from  a  vending-machine  trade  group.  Others  on 
the  20-member  panel  with  current  or  past  junk-food  company 
marketing  deals:  former  Dallas  Cowboys  running  back  Emmitt 
Smith  (McDonald's  and  Frito-Lay);  Dorothy  G.  (Dot)  Richard- 
son, Olympic  gold  medalist  in  women's  softball  (Coca-Cola); 
Chicago  Cubs  shortstop  Nomar  Garciaparra  (Dunkin'  Donuts) 
and  golf  legend  Nancy  Lopez  (Nabisco).  —Dirk  Smillie 


If  It  Sounds  Too  Good  to  Be  True ... 


Regulators  have  been  cracking  down  on  "prime  bank"  fraud,  in  which  alleged  scamsters  sell  suckers 
high-return,  low-risk  foreign  financial  instruments— which  don't  exist.  Below,  some  recent  cases.  —W.P.B. 
DEFENDANT/LOCATION  AMOUNT        ALLEGED  PITCH 


Charles  G.  Dyer/Manchester,  Mass.  $22  million 

Frederick  J.  Gilliland/Charlotte,  N.C.  $29  million 

Claude  Lefebvre/Denver,  Colo.  $4C  million 

Derrick  N.  McKinney/Lewis  Ctr.,  Ohio  $75  million 

Harold  Miller/Alta  Loma,  Calif.  $6  million 

Randall  Treadwell/Savannah,  Ga,  $24  million 

William  Whelan/Visalia,  Caiif.  $98  million 

Source  Securities  &  Exchange  Commission. 


48%  to  60%  interest  annually  and  principal  "never  at  risk 

up  to  130%  in  ten  days  in  "high-yield  banking"  deal 
100%  weekly  in  AA-rated  securities 
200%  monthly  "risk  free" 
100%  weekly  from  "secret  market" 
5%  to  50%  monthly  from  "cash-back  instruments" 
48%  to  120%  yearly  and  "completely  safe"  principal 
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You  never 

actually  own  a  Patek  Philippe 
You  merely 

take  care  of  it  for  the  next  generation. 


The  new,  larger  Calatrava 
with  the  unique  Patek  Philippe 
215PS  manual  movement. 


For  information:  Patek  Philippe,  Dept.  804,  One  Rockefeller  Plaza,  New  York,  New  York  10020.  Tel:  (212)  218  1240.  www.patek.com 


On  My  Mind   

By  James  Nevels,  chairman  of  the  swarthmore  Group,  an  investment  advisory  firm  in  west  Chester,  pa., 

AND  CHAIRMAN  OF  THE  PHILADELPHIA  SCHOOL  REFORM  COMMISSION 


Reading,  Writing,  ROI 

Should  a  public  school  be  run  like  a  business?  In  Philadelphia  the  answer  is  yes. 


WHEN  I  STARTED  CHAIRING  PHILADELPHIA'S  SCHOOL  REFORM 
commission  three  years  ago,  schoolchildren,  parents  and  teachers 
greeted  me  with  threats  and  protests.  I  won't  forget  the  sign  hoisted 
by  a  grade-schooler  that  read,  "We  Hate  You  Nevels — Go  Home." 

Why  such  animosity?  My  commission  was  making  a  contro- 
versial proposition:  to  run  the  nation's  eighth-largest  school  dis- 
trict like  a  business. 

After  two  years  of  dramatic  reforms  we're  showing  striking 
results.  Between  2003  and  2004  the  percentage  of  the  city's  pub- 
lic school  students  scoring  "profi- 
cient" or  better  on  state  exams 
increased  an  average  of  eight  per- 
centage points  in  reading  and 
math  for  fifth  grade  and  an  aver- 
age of  eleven  points  in  reading 
and  math  for  eighth  grade.  Our 
gains  are  among  the  largest 
posted  by  any  of  the  50  biggest 
urban  school  systems  in  the 
country,  according  to  the  Council 
of  Great  City  Schools. 

How  did  we — teachers,  prin- 
cipals and  our  chief  executive, 
Paul  Vallas — do  it?  We  defined 
the  district's  "customers"  exclu- 
sively as  the  200,000  children  we 
serve.  Not  interest  groups.  Not 
adult  constituencies.  We  held 
adults  accountable  for  results. 

To  start,  we  instituted  busi- 
nesslike systems.  First  came  a 
standardized  curriculum  so  that 
all  students  would  learn  what  we 
agreed  was  most  crucial  for  suc- 
cess and  could  easily  transfer  among  schools. 

Elementary  school  students  now  spend  two  hours  a  day  on 
reading  and  90  minutes  on  math,  double  what  they  spent  before. 
We  conduct  benchmark  testing  every  six  weeks  in  elementary 
and  middle  schools  and  every  four  weeks  in  high  schools.  This 
helps  teachers  to  either  dedicate  more  time  to  a  subject  in  which 
students  are  struggling  or  provide  advanced  instruction  in  sub- 
jects students  have  mastered. 

We  improved  conditions  for  teachers  by  reducing  class  sizes 
in  2,300  classrooms  and  by  adding  225  academic  coaches  who 
help  teachers  tackle  deficiencies  in  literacy,  math  and  science. 

Our  code  of  discipline  is  one  of  the  toughest  in  the  nation. 


"Elementary  school  students  now  spend  two 
hours  a  day  on  reading  and  90  minutes  on 
math,  double  what  they  spent  before." 


and  even  extends  to  acts  committed  after  school  hours,  off  of 
school  grounds.  If  a  bully  beats  up  a  classmate  at  a  bus  stop  on  a 
Saturday,  we  will  suspend  him.  In  the  past  he  wouldn't  even  have 
received  a  reprimand.  A  high  schooler  who  damages  property  or 
commits  an  assault  will  be  removed  from  his  neighborhood 
school  and  sent  to  an  alternative  education  high  school.  We  have 
a  district  police  officer  in  every  school,  and  we  have  invested  mil- 
lions on  metal  detectors  and  video  cameras. 

Those  reforms  cost  money,  so  we  had  to  get  the  school 
district's  then-$1.85  billion  annual 
budget  on  a  firm  footing.  When 
we  took  over,  there  was  literally  no 
accountability.  School  officials 
couldn't  even  tell  us  how  much 
was  being  spent  on  transporta- 
tion. So  we  instituted  standard 
bookkeeping  practices,  and  then 
we  started  to  cut  the  fat.  One  of 
the  many  things  we  learned  to 
do  without:  an  assessment  test 
that  would  have  been  custom- 
designed  for  our  district.  Instead 
we  use  a  standard,  nationally  rec- 
ognized test. 

We  raised  $25  million  in  state, 
federal,  corporate  and  foundation 
grants  and  increased  our  budget 
to  $2.3  billion.  We're  devoting 
$60  million  to  reducing  class  size 
and  $40  million  to  developing 
alternative  schools. 

Through  negotiations  with 
the  teachers'  union  that  resulted 
in  a  new  contract  in  November 
2004,  we've  overhauled  the  way  we  assign  teachers.  The  most 
troubled  schools  used  to  get  the  newest  teachers.  Now  we  assign 
teachers  to  meet  children's  needs. 

In  the  face  of  heated  protests  we  assigned  45  of  our  276 
schools  to  private  managers,  including  20  to  Edison  Schools. 
The  result:  Schools  that  were  stagnating  are  seeing  jumps  of  ten 
points  and  more  in  proficiency  scores. 

We've  instituted  a  new  culture  of  accountability.  One  of  our 
private  partners  did  not  produce  and  we  terminated  our  collab- 
oration. The  ones  that  have  produced  results  may  receive  more 
schools.  That's  the  way  it  would  work  in  business.  That's  the  way 
it  will  work  here.  F 
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85  YEARS  AGO  IN  FORBES    MARCH  6.  1920 

Wall  Street  Housecleaning 

The  real  Wall  Street  is  not  often  as  black  as  it  is 
painted.  The  worst  enemies  of  Wall  Street  are  the 
hangers-on,  the  fellows  who  open  offices  in  the 
Wall  Street  district  and  pass  themselves  off  as 
belonging  to  the  legitimate  Wall  Street.  Promoters 
of  fake  stocks  are  no  more  a  part  of  the  genuine 
Wall  Street  than  the  rural  farmer  is.  Let  it  be 
stated  that  Wall  Street  has  now  carried  on  a  vast 
amount  of  housecleaning.  Securities  which  had 
been  artificially  marked  up  to  unwarranted 
heights  have  had  the  inflation  let  out  of  them.  At 
least  it  can  be  said  that  stock  prices  in  general 
have  been  brought  from  a  dizzy  to  a  more  sensi- 
ble level. 

20  YEARS  AGO  IN  FORBES    NOVEMBER  4,  1985 

HP's  Worries  Hewlett-Packard  Chief 

John  Young  has  a  different  set  of  worries  from 
those  that  afflict  the  media  and  trigger-happy 
investors.  His  are  more  fundamental.  Over  the 
past  15  months  he  has  been  reorganizing  the 
company  for  the  race  for  survival  in  the  com- 
puter business.  Change  involves  risks,  just  as 
not  changing  does.  The  risk  here  is  that  HP  may 
lose  the  informality,  the  camaraderie,  the  risk- 
taking  spirit  that  has  made  it  an  exceptional 
company. 

IS  YEARS  AGO  IN  FORBES    AUGUST  20,  1990 

Canseco  Controversy  Jose 

Canseco,  an  outfielder  for  the 
Oakland  Athletics,  is  another 
case  of  a  sports  figure  cross- 
ing the  tricky  line  that  divides 
merely  flamboyant  behavior 
from  the  sort  that  offends 
large  numbers  of  people.  As  a 

„  celebrity,  Canseco  has  lots 

Jose  Canseco         •  , 

going  for  him.  He  is  the  first 

major  league  player  ever  to  hit  40  home  runs  and 
steal  40  bases  in  the  same  season.  But  endorse- 
ments? That's  a  different  story.  Canseco  claims 
that  he  doesn't  get  any  national  endorsements 
because  of  unfair  portrayals  in  the  media.  A  more 
likely  explanation:  Canseco's  bad  manners  and 
arrogance  give  potential  corporate  sponsors  the 
heebie-jeebies.  He  has  a  history  of  failing  to  show 
up  for  scheduled  photo  shoots  and  once  even 
missed  a  banquet  in  his  honor.  On  top  of  that, 
Canseco  was  nailed  several  times  last  year  for 
speeding  and  other  vehicular  violations. 


Follow-Through  

MARCH  1,  2004 

Fuzzy  Picture 

Mark  Cuban  made  a  bold 
investment  in  HDNet,  the 
first  all-high-definition  tele- 
vision network.  With  two  channels, 
HDNet  offers  20  hours  of  original 
programming  a  week,  including 
news.  Since  our  story,  high-def  com- 
petition has  surged  as  nearly  every 
big  television  and  cable  network 
continues  to  expand  its  offerings. 
HDNet  is  available  in  60%  of  cable 
homes  and  on  the  two  major  satel- 
lite networks,  but  it  is  unlikely  to  rise 
above  that.  Important  operators  like 
Comcast,  Cox  and  Cablevision, 
which  control  40%  of  the  cable  mar- 
ket, have  not  picked  it  up.  No  surprise  there:  Comcast  and  Cox  own  the 
majority  of  rival  INHD. 

HDNet's  content  creation  has  yielded  mixed  results.  In  an  innovative 
strategy  HDNet  Films  has  produced  eight  movies  that  will  premiere  on  its 
network  the  same  day  they  open  in  theaters.  The  first,  an  Enron  documen- 
tary, got  good  reviews  at  the  Sundance  Film  Festival  and  will  be  broadcast 
this  spring.  But  HDNet  has  failed  to  generate  much  buzz  with  such  shows  as 
World  Extreme  Cageftghting  and  Barry  Manilow  in  Concert,  though,  an  HDNet 
spokeswoman  maintains,  "a  lot  of  guys  love  Bikini  Destinations." 

— Peter  Lattman 
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APRIL  26,  2004 

Prescription  for  Trouble 

Last  year  we  described  pharmacy  giant  Walgreen's  risky  plan  to  blacklist 
companies  that  require  employees  to  order  long-term  prescriptions  by 
mail.  Walgreen  launched  its  first  salvo  in  January,  when  it  stopped  accept- 
ing insurance  from  Ohio  state  employees  whose  plan  had  a  "mandatory  mail" 
option,  potentially  affecting  100,000  people.  In  February  General  Motors 
lashed  back,  dropping  Walgreen  from  its  pharmacy  network,  affecting  825,000 
people.  Other  companies  may  follow.  — Emily  Lambert 


OCTOBER  4,  2004 

Conflicted 

Caught  up  in  a  possible  conflict  of  interest,  ex-Microsoft  honcho  Nathan 
Myhrvold  stepped  down  as  chairman  of  ThinkFire,  a  firm  that  he 
started  in  2001  to  help  companies  enforce  patents.  We  profiled  Think- 
Fire five  months  ago.  The  conflict  was  discovered  in  December  when  Think- 
Fire bid  against  another  company,  Brissac  Acquisition  Entity  LLC,  for  patents 
held  by  a  bankrupt  Silicon  Valley  company.  It  turns  out  that  Myhrvold  also 
controls  Brissac.  "Unfortunately,  because  of  my  other  commitments  and 
ongoing  business  interests,  I  believe  there  could  be  the  potential  for  conflict," 
Myhrvold  says  in  a  press  release.  — Tomas  Kellner 
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DOW  CORNING 


SAP 


AND  HERE'S  WHY:  One  of  Che  world's  most  innovative  companies  can  now  predict  the  future.  Thanks  to  a  supply 
chain  management  solution  from  SAP,  Dow  Corning  increased  their  forecast  accuracy  by  25%.  So  inventory  levels  dropped  by 
10%,  and  things  like  production  planning  stay  on-the-money.  Visit  sap.com/chemicals  or  call  800  880  1727  to  find  out  more. 
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WIRELESS 


A  Deluge  of  Digits 

Cell  phone  companies  are  filling  the  nation's  airwaves 
with  a  spectacular  array  of  new  wireless  services. 
Spectacular  profits  may  not  follow  By  Scott  Woolley 


EVERYWHERE  YOU  TURN  THESE  DAYS  THE  AIR  IS  HEAVY 
with  invisible  batches  of  bits.  A  brief  sampling  of  what 
filled  the  airwaves  over  America  last  month:  In  Pueblo, 
Colo,  cops  on  the  beat  zapped  police  reports  back  to 
headquarters.  In  Chantilly,  Va.  a  beer  distributor  tested 
new  chips  implanted  in  cases  of  Budweiser;  linked  to  cell  phone 
towers,  the  chips  notify  the  office  the  instant  the  beer 
reaches  the  store.  In  Los  Angeles  a  cell  phone  user 
zapped  a  text  message  to  Google  to  ask  for  the  name 
of  a  good  pizza  joint;  seconds  later  Google 
zapped  back  three  nearby  options.  At  the 
Cincinnati  airport  law  professor  Glenn 
Reynolds  took  out  his  laptop,  up- 
linked  to  the  Internet  and  dashed 
off  a  quick  update  to  his  popu- 
lar Web  log;  a  speed  test  that 
day  showed  his  connection 
humming  at  a  blazing  483,000 
bits  per  second.  Elsewhere, 
miniaturized  TV  shows,  songs  and 
myriad  other  streams  of  digital  bits 
zipped  through  the  ether. 

These  new  wireless  services  all  had  one 
thing  in  common:  They  rode  on  cell  phone  net- 
works long  limited  to  carrying  plain  old 
telephone  calls.  The  latest  cell 
equipment  roughly  doubles  network 
capacity  and  opens  up  wireless  data 
links  that  operate  at  broadband  speeds. 
For  the  rapidly  maturing  cellular  industry, 
which  just  passed  175  million  customers,  the  fancy 
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new  services  offer  a  shot 
t  another  era  of  giddy  growth. 

"We're  certain  we  have  a  winner  on  our 
inds,"  says  Dennis  Strigl,  chief  executive 
[Verizon  Wireless.  "Anyone  who  uses  this 
rvice  can  see  there  are  broad  applications, 
lings  we  haven't  even  thought  of." 

But  it  is  a  huge  gamble.  Carriers  have 
ten  trying  to  move  beyond  simple  cell 
rvice  for  years,  with  abysmal  results.  Of 
le  $100  billion  Americans  paid  to  cell 
tione  companies  last  year,  95%  was  for 
:gular  old  voice  calls.  The  5%  they  spent 
a  text  messaging  and  other  data  services 
as  absurdly  low  by  global  standards.  Eu- 
>peans  devoted  three  times  as  much  of 
leir  spending  to  data,  the  Japanese  four 


times.  Americans  seem  to  balk  at  paying 
for  anything  but  talk.  Those  who  are  will- 
ing to  pay  up  can  have  a  hard  time  using 
the  obtuse  features:  Instructions  are 
sketchy  and  training  is  nil. 

Despite  that  history,  the  four  national 
survivors  in  the  cell  phone  wars  vow  to 
plow  billions  of  dollars  into  deploying  their 
new  services  nationwide.  They  are  Cingular, 
which  just  bought  AT&T  Wireless  for  $41 
billion,  to  become  the  number  one  player 
with  49  million  customers;  number  two 
Verizon  with  44  million;  Sprint,  which 
is  buying  Nextel  for  $36  billion,  to 
^»         become  number  three;  and  T- 
7         Mobile,  which  could  yet  get  bought. 

The  Big  Four  will  spend  $13  bil- 
lion in  four  years  revving  up  their 
data  networks,  Morgan  Stanley 
estimates.  They  are  likely  to  pay 
the  U.S.  government  at  least 
mm^        that  much  again  for  rights  to 
^Yii  additional  airwaves  to  accom- 

modate  the  new  offerings. 
Otherwise  they  risk  jamming 
up  their  calling  networks.  Last  month 
the  carriers  ponied  up  $2.3  billion  in  the 
first  in  a  series  of  government-run  spec- 
trum auctions. 

In  this  mad  dash  to  win  the  data 
race,  Cingular's  new  chief  executive,  Stan- 
ley Sigman,  has  vowed  publicly  to  use  his 
size  to  displace  Verizon  in  two  years  and 
become  the  fastest-growing,  best-quality 
and  most  profitable  network.  Right  now, 
though,  Verizon  has  the  lead  in  data.  Its 
service  is  up  in  32  cities,  and  it  plans  to 
double  the  number  of  customers  served 
this  year.  Cingular  is  rushing  to  catch  up, 
pouring  $7  billion  in  total  capital  spend- 
ing into  its  network  this  year,  up  11% 
from  a  year  ago. 

The  cellular  industry  doesn't  have 
much  choice  other  than  to  push  data.  Cut- 
throat competition  has  beaten  down  voice 
rates  to  global  lows — the  8-cents-a-minute 
Americans  now  pay  is  one-third  to  one- 
half  the  rate  Europeans  pay  and  less  than 
a  quarter  of  Japanese  callers'  cost.  Prices 


will  go  only  lower.  In  three  years  the  typi- 
cal $50  cell  phone  bill  will  drop  by  $14  as 
traditional  calls  get  cheaper,  according  to  a 
Yankee  Group  study.  Increased  spending 
on  new  data  sendees  will  offset  $5  of  that, 
the  research  firm  predicts,  for  a  $9  net  loss. 

Verizon  and  Cingular  say  that  misses 
how  revolutionary  their  new  services 
are — and  how  much  people  will  be  will- 
ing to  pay  for  them.  Text  messaging  had  a 
slow  start  in  the  U.S.  largely  because  calls 
are  so  cheap  there  was  little  need  for  an 
alternative.  Now  text  messaging  is  rapidly 
catching  on.  Verizon  customers  send 
twice  as  many  text  messages  as  they  did  a 
year  ago,  1  billion  a  month,  or  an  average 
of  22  per  person. 

The  new  high-speed  networks  also  let 
people  do  something  entirely  new:  Access 
all  sorts  of  data,  whenever  and  wherever 
they  might  need  it.  At  a  recent  meeting  of 
115  real  estate  agents  in  Virginia,  the  bro- 
kers were  so  entranced  by  the  idea  of 
downloading  home  listings  to  their  lap- 
tops that  90  of  them  said  they  would  sign 
up  for  Verizon's  new  service.  Cell  phone 
executives  say  such  business  users  will 
account  for  the  bulk  of  their  early  cus- 
tomers and  argue  that  corporate  cus- 
tomers will  be  willing  to  pay  a  lot  more 
than  a  bargain-hunting  consumer.  Veri- 
zon prices  its  high-speed  service  at  $80  a 
month — 60%  more  than  it  gets  from  a 
regular  cell  phone  user. 

King  Wholesale,  the  beer  distributor 
in  Virginia,  is  more  than  happy  to  pay  the 
extra  $80  a  month  to  keep  its  delivery 
trucks  connected  with  Verizon's  new  ser- 
vice. The  system  lets  it  track  inventory  in 
real  time  and  will  alert  Anheuser-Busch 
when  a  hot-selling  variety  is  running  low. 
Allen  Boichot,  who  oversaw  the  system's 
deployment  for  King  Wholesale,  calls  the 
system  one  of  the  best  technology  invest- 
ments he  has  ever  made.  He  predicts  it 
will  revolutionize  the  way  he  and  many 
others  do  business. 

A  $100  billion  industry  is  betting  its 
future  on  the  hope  that  he  is  right.  F 
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ertification  for  Leadership  in  Energy  and  Environmental  Design  (LEED®) 
)/r?  the  U.S.  Green  Building  Council. 


i  business  environment 
/here 

he  emphasis 

5  on  "environment" 

;  striking  new  building,  part  of  Toyota's  U.S.  sales  and  financial  headquarters  in  Southern  California,  was  built  using 
erials  from  scrapped  cars.  It  contains  over  90%  recycled  content  and  is  powered  by  one  of  the  largest  privately  owned 
ir  arrays  in  America.  Toyota  is  a  global  leader  in  environmental  innovations  like  hybrid  technology,  and  as  we  continue  to 
n  in  the  U.S.,  we'll  keep  searching  for  new  ways  to  ensure  that  all  of  our  operations  are  as  environmentally  responsible 
jossible.  Caring  for  the  Earth:  we  think  it's  good  business. 


ota.com/environment 
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CARLY'S  CO 


Carleton  (Carly)  Fiorina 
started  her  rise  to  the 
top  as  an  account 
executive  at  AT&T  in  the 
1980s.  In  1999  she 
became  head  of  Hewlett- 
Packard.  Now  she's 
unemployed.  What's 
next?  Here's  a  look  at 
some  career  options  our 
headhunting  experts 
think  Fiorina,  50,  may 
consider— and  a  few  she 
shouldn't. 

-Rob  Wherry 


PROS:  She  may  have  bungled  the  Compaq  merger,  but  no 
question  she  remains  a  hot  commodity  in  the  tech 
industry,  having  also  worked  at  Lucent  and  AT&T.  The 
likely  shuffle  from  the  SBC/at&t  and  Verizon/MCI  deals 
could  open  up  jobs  in  telecom. 
CONS:  No  interesting  vacancies  at  the  moment. 
ODDS:  2-1 


PROS:  Every  company  needs  an  effective  strategist 
like  Fiorina.  Michael  Eisner's  successor  at  the  Magic 
Kingdom?  Or,  says  Robin  Bond  of  Transition 
Strategies,  Carly  could  "get  in  touch  with  her  feminine 
side"  by  running  Mary  Kay,  now  led  by  the  late 
founder's  son.  Other  suggestions:  OfficeMax  and 
Charter  Communications. 

CONS:  She  may  don  mouse  ears,  but  no  way  she  trades 
routers  for  rouge.  She  still  has  scars  from  dealing  with  a 
pesky  family  member  at  HP.  (Mary  Kay  is  one-fortieth 
the  size  of  HP.) 
ODDS:  IO-I 


TAXES 

Get  Me 

John  Edwards 

If  Washington  changes  the 
Social  Security  payroll  tax,  it 
might  be  time  to  incorporate- 
as  the  former  senator  did. 
By  Janet  Novack 


HIGH-EARNING  SELF-EMPLOYED  PRO- 
fessionals  are  likely  hearing  one  word 
from  their  accountants  these  days:  in- 
corporate. It  might  make  sense  in  light  of 
President  Bush's  recent  comment  that  he's 
"open-minded"  to  an  increase  in  the 
amount  of  salary — now  $90,000 — that  the 
Social  Security  payroll  tax  is  levied  on. 

The  idea  is  to  do  what  Democratic 
vice  presidential  candidate  and  former 
North  Carolina  Senator  John  Edwards 
did  back  when  he  was  a  trial  lawyer:  Set 
up  your  practice  as  an  S  corporation,  pay 
yourself  a  reasonable  salary  as  an 
employee  and  then  take  the  rest  as  S  corp 
profits  that  are  subject  to  income  but  not 
payroll  taxes.  (S  corp  profits  aren't  subject 
to  corporate  tax  but  are  all  passed 
through  to  an  owner's  return  and  taxed  at 
ordinary  income  rates.) 

Right  now  wages  of  more  than 
$90,000  a  year  are  subject  to  the  Medicare 
tax,  which  amounts  to  2.9%  when  both 
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There  are  times  in  life  when  you  could  really  use  expert 
financial  advice.  For  more  than  145  years,  Northwestern 
Mutual  and  its  products  have  quietly  earned  a  most  enviable 
reputation.  Visit  www.nmfn.com   for  more  information. 
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the  employer  and  employee  contribu- 
tions are  counted,  but  not  to  the  com- 
bined employer-employee  levy  of  12.4% 
for  Social  Security  (Here  it  gets  compli- 
cated: The  self-employed  pay  both  the 
employer  and  employee  share  but  get  to 
deduct  the  employer  share  of  payroll 
taxes  when  calculating  their  net  earnings 
for  the  purposes  of  both  payroll  and 
income  tax.) 

If  the  cap  on  the  Social  Security  tax  is 
eliminated,  some  doctors,  lawyers,  actors 
and  other  high  earners  could  find  the 
extra  payroll  tax  more  than  eats  up  their 
savings  from  the  2001  and  2003  tax  cuts. 


Earn  enough  and  the  numbers  get 
pretty  big.  Example:  In  1998  Edwards 
reported  a  salary  of  $360,000  and  profits 
of  $5  million  from  his  law  practice".  Allo- 
cating so  much  to  profits  is  "somewhat 
aggressive,  .but  not  that  unusual,"  says 
Phoenix  CPA  Edward  Zollars.  Under  cur- 
rent law,  incorporating  and  treating 
$5  million  as  profits  instead  of  self- 
employment  income  saves  a  taxpayer 
$110,500.  If  the  $90,000  cap  on  Social 
Security  taxes  is  removed,  the  tax  savings 
from  incorporation  climb  to  $583,000. 

But  before  you  rush  to  incorporate, 
consider  this:  If  Congress  raises  the  ceil- 


ing on  the  Social  Security  tax,  it's  also 
likely  to  crack  down  on  the  John 
Edwards  ploy.  In  a  recent  report  on  pos- 
sible loophole  closers  the  staff  of  Con- 
gress' Joint  Committee  on  Taxation  sug- 
gested that  partners  and  S  corp.  owners 
in  service  businesses  like  law  be  subject 
to  payroll  taxes  on  all  of  their  S  corp.  or 
partnership  income.  Even  with  the  exist- 
ing $90,000  cap,  this  and  some  less  dras- 
tic tightening  on  other  S  corp.  owners 
and  partners  would  raise  $57  billion 
over  ten  years,  the  report  projects.  Get 
rid  of  the  $90,000  cap  and  you're  talking 
real  money.  F 


COMPANIES 

Brenda  the  Liquidator? 

The  only  way  to  rescue  Sara  Lee  is  to  sell  it  off. 
All  of  it  By  Mark  Tatge 

BRENDA  BARNES  JUST  MIGHT  BE 
able  to  save  Sara  Lee — if  she 
liquidates  the  entire  company. 
The  new  chief  executive  probably 
can't  fix  the  $20  billion  (sales)  con- 
glomerated mess.  Not  when  she 
started  out  by  announcing  the  esti- 
mated $7.6  billion  sale  of  its  best 
divisions,  while  keeping  its  worst. 

Among  the  castoffs,  the  $4.5  bil- 
lion-a-year  apparel  unit — Hanes,  Playtex  and  Champion  sports- 
wear— is  a  clear  winner,  with  operating  income  (earnings  before 
interest,  taxes,  depreciation  and  amortization)  equal  to  12%  of 
sales.  So  is  the  European  meat  operation.  It's  almost  twice  as  prof- 
itable as  the  sausages  and  cold  cuts  division  of  the  company. 
Consider  the  new  "slimmer"  Sara  Lee;  it's  a  walking  cadaver. 


There's  the  $2.8  billion  (sales)  beverage  unit,  led  by  Douwe  Egberts; 
$2.3  billion  in  household  goods  ( Ambi  Pur  air  fresheners  and  Kiwi 
shoe  polish);  and  the  $3.3  billion-a-year  bakery  division  (Sara  Lee 
desserts,  Earth  Grains  breads).  Top-line  growth  for  all  is  a  paltry 
2%  to  4%  per  annum  over  the  next  five  years.  Jimmy  Dean  sausages, 
Hillshire  Farm  meats,  Ball  Park  franks,  maybe  5%  to  6%  a  year. 

So,  why  keep  the  dogs  and  get  rid  of  the  stars?  Perhaps 
because  of  the  inevitable  impairment  charges — epic,  scary  num- 
bers far  exceeding  the  $  1  billion  Barnes  says  she  will  take — that 
would  result  from  the  sale  of  what's  left.  A  weak  balance  sheet  and 
poor  earnings  scream  out  for  a  major  restructuring,  says  Rate 
Financial  analyst  David  Hughes.  When  fiscal  year  2004  skidded 
to  an  end  July  3,  tangible  shareholders'  equity  was  a  negative  $1.1 
billion  after  subtracting  goodwill  and  an  off-balance-sheet  $  1  bil- 
lion pension  deficit.  Return  on  equity  declined  steeply  (except  for 
2001)  from  95.5%  in  2000  to  50.5%  in  2004,  as  declining  operat- 
ing margins,  asset  utilization  and  leverage  ($4.1  billion)  offset  a 
declining  tax  and  interest  burden.  No  wonder  Sara  Lee's  largest 
shareholder — Capital  Research  8c  Management,  adviser  to  the 
$600  billion  American  Funds — unloaded  14.7  million  shares 
between  September  and  December  last  year. 

Dumping  what's  left  of  Sara  Lee  may  be  its  only  salvation.  F 


Why  the  P; 

lere's  what  Sara 

Beverage:  $6  bii 


ter  Than  the  Whole 


Here's  what  Sara  Lee's  remaining  divisions  might  fetch  on  a  good  day  from  a  Procter  &  Gamble  or  a  Kraft  Foods. 


Household  products:  $5.9  bil 


lakery:  $2.57  bil 


Mea  $2.1  bil 
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Years  when  deficit 
decreased 

Source:  Cato  Institute 


Years  when  deficit 
increased 


Trading  Up 


The  trade  deficit.  $618  billion  in  2004.  spells  doom  for  the  U.S.  economy. 
At  least  that's  what  isolationists  in  favor  of  trade  tariffs  would  have  you 
believe.  But  a  new  study  by  Daniel  Griswold.  director  of  the  Cato  Insti- 
tute's Center  for  Trade  Policy  Studies,  shows  just  the  opposite.  Griswold 
found  that  in  the  years  since  1980  when  the  trade  deficit  (as  a  percent  of 
gross  domestic  product)  increased,  real  GDP  growth  was  almost  twice  as 
fast  as  in  the  years  it  declined.  In. addition,  manufacturing  growth  and 
unemployment  were  vastly  improved  when  the  trade  deficit  expanded. 
Says  Griswold:  "The  trade  deficit  is  a  result  of  good  things  going  on  in  the 
economy.  Business  and  consumer  appetites  for  imports  rise  when  the 
economy  is  doing  well."  —Kurt  Badenhauseiv 


ENVIRONMENT 

EPA,  Inc. 

Environmental  regulators  have  an  interesting 
sideline:  doing  product  development  for  the 
diesel  engine  industry  By  Jonathan  Fahey 


FROM  A  CARMAKER'S  PERSPECTIVE,  THE  ENVIRON- 
mental  Protection  Agency  is  in  the  business  of 
creating  problems,  not  solving  them.  Example: 
looming  EPA  regulations  will  impose  some  of  the 
world's  most  stringent  auto  emission  levels  by  2010. 
Today's  diesel  engines  are  a  long  way  from  meeting  these 
new  rules. 

Imagine  the  surprise,  then,  when  the  EPA  announced  in 
January  that  it  had  developed  a  prototype  diesel  engine  that 
would  meet  clean-air  requirements.  The  engine  was  invented 
by  20-odd  EPA  staffers  in  Ann  Arbor,  Mich.  It's  so  promising 
that  Ford  Motor  will  license  it.  The  EPA's  annual  advanced 
technology  budget:  $12  million.  Ford's  yearly  budget  for 
research,  development  and  engineering:  $7.5  billion. 

Says  Christopher  Grundler,  who  runs  the  Ann  Arbor  test- 
ing lab:  "We're  very  proud  of  our  merry  band  of  geniuses." 

The  Michigan  lab  was  created  to  set  standards  and  test 
vehicles  after  the  1970  Clean  Air  Act  was  passed.  A  Clinton- 
era  program  to  develop  highly  fuel-efficient  vehicles 
upgraded  the  research  department  and  led  to  inventions 
that  the  EPA  is  just  now  starting  to  transfer  to  the  private 
sector  with  nonexclusive  licenses  such  as  the  one  with 
Ford.  If  any  of  its  inventions  are  commercialized,  the 
agency'  will  receive  a  "small  fee" — enough,  Grundler  says, 
to  recoup  the  EPA's  investment.  The  agency  also  developed 
a  hybrid  system  that  stores  energy  in  hydraulic  fluid  that  is 
being  tested  by  Eaton — which  makes  truck  transmis- 
sions— in  conjunction  with  UPS. 
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Exploring  Life 


Fulfilling  Dreams 


Science  For  A  Better  Life 


Six  billion  people  already  live  on  our  planet, 
and  the  number  is  growing  by  220,000  every 
day.  How  c<in  we  provide  food  for  more 


and  more  people  without  damaging  the 


environglent? 

How  can  we  improve  everyone's  health 
and  prevent  diseases?  How  can  we  develop 
new  materials  to  help  us  conserve  resources? 

Bayer  has  repositioned  itself  to  provide 
better  answers  to  these  questions.  The  New 
Bayer  consists  of  three  subgroups: 
HealthCare,  CropScience  and  MaterialScience. 
Fields  in  which  Bayer  is  already  a  global  leader 
-  and  whose  importance  to  the  future  of 
mankind  grows  by  the  day.  www.bayer.com 


Uijlffront 

The  prototype  engine  could  be 
especially  important  for  Ford.  It  con- 
trols half  of  the  very  profitable  diesel 
pickup  truck  market  in  the  U.S.  with 
its  F-Series  Super  Duty.  That  domi- 
nance is  threatened  by  tightening 
emissions  regulations  governing 
nitrogen  oxides  and  particulate  mat- 
ter— emissions  that  plague  diesel 
engines  in  particular.  Ford  and  other 
carmakers  are  scrambling  to  meet  the 
standards.  Automakers  have  also  been 
looking  for  ways  to  expand  diesel  pas- 
senger vehicles  sales  in  the  U.S. 
because  the  engines  are  30%  more 
fuel -efficient  than  gasoline  engines. 

The  EPA  engineers  came  up  with  a 
formula  that  automakers  around  the 
world  have  long  been  groping  for — 
an  engine  that  explodes  fuel  at  such  a 
relatively  low  temperature  (below 
2,000  degrees  Fahrenheit)  that  almost 
no  noxious  nitrogen  oxides  are  pro- 
duced. The  EPA  pulled  off  the  feat  by 
sharply  increasing  the  amount  of 
oxygen-poor  exhaust  that  is  recircu- 
lated into  the  combustion  chamber 
and  increasing  the  pressure  of  the  fuel 
being  forced  into  the  cylinder. 

How  did  the  EPA  with  its  tiny  bud- 
get out-engineer  the  world's  car- 
makers? "We  have  such  a  small  budget 
that  we  have  to  focus  on  only  a  few 
technologies,"  says  Grundler,  who 
notes  that  other  carmakers  are  look- 
ing at  the  EPA's  invention. 

Ford  says  it  was  already  working 
on  similar  technology  and  the  EPA's 
breakthrough  will  help  it  along. 
Graham  Hoare,  Ford's  director  for 
powertrain  research,  cautions  that  a 
lot  more  work  is  required,  especially 
in  applying  the  technology  to  big 
engines. 

"If  they  can  scale  this  up  to  an 
engine  that's  more  suitable  for  this 
market,  then  Ford  will  be  opening 
a  lot  of  doors  for  diesels  here,"  says 
Lindsay  Brooke,  a  powertrain  expert 
at  the  forecasting  firm  CSM  World- 
wide. "This  is  the  kind  of  solution 
everyone  is  looking  for." 

This  could  spawn  a  movement. 
Why  not  put  the  IRS  in  the  business 
of  designing  tax  shelters?  F 


MEDIA 

Can  TV  Stars  Sell  Clothes? 

The  ultimate  product  placement:  getting  it  into  the  hands  of  an 
impulsive  television  viewer  i  By  Peter  Kafka 


HERE'S  A  SOLUTION  FOR  TV  PROGRAMMERS  WORRIED  ABOUT  THE  EROSION  OF 
their  30-second-ad  business:  Try  getting  into  the  retail  business.  After  all,  sit- 
coms, dramas  and  reality  shows  are  increasingly  using  product  placement 
within  their  programs  to  help  buck  declining  ad  revenues.  Why  not  try  prod- 
uct sales  as  well? 

That's  the  pitch  that  Delivery  Agent,  a  small  San  Francisco  company,  has  been  making 
in  the  last  year,  with  some  success.  To  date,  the  company  (which  claims  "over  $  1  million" 
in  sales)  has  struck  deals  with  ABC,  NBC  and  a  handful  of  other  media  outfits  to  peddle 
goods  featured  in  shows  and  movies.  The  company  arranges  to  have  production  assistants 
send  it  a  list  of  the  clothing  and  goods  used  on  a  show.  Delivery  Agent  then  posts  the 
products  on  Web  sites  it  operates  on  behalf  of  the  networks  or  film  companies.  One  prob- 
lem: There's  nothing  on  the  TV  screen  that  directs  an  interested  viewer  to  the  site. 

If  this  sounds  familiar,  it's  because  NBC,  among  other  networks,  toyed  with  the  same 
idea  during  the  bubble  years.  It  abandoned  it  after  deciding  that  running  a  retail  opera- 
tion wasn't  its  strong  suit.  But  the  network  is  happy  to  let  an  outsider  take  a  crack. 

So  far,  says  Stephen  Andrade,  vice  president  of  interactive  development  at  NBC  Enter- 
tainment, the  scheme  has  worked  best  with  the  makeover  show  Queer  Eye  for  the  Straight 
Guy,  which  prominenfiy  features  specific  brands  and  products.  After  a  recent  episode 
highlighted  the  use  of  Tracie  Martyn  LotuSculpt  Eye  Pads,  Delivery  Agent  sold  200,  at 
$45  a  set.  It  shares  the  profit  with  the  network. 

NBC  also  has  deals  to  promote  goods  used  on  the  sitcom  Will  &  Grace  and  two  one- 
hour  dramas.  Andrade  isn't  expecting  big  sales  here  for  now,  though.  Television  actors, 
and  the  designers  who  clothe  them  and  create  their  sets,  tend  to  have  expensive  tastes. 
How  many  viewers  will  pony  up  $  1 ,395  for  the  Le  Corbusier  cowhide  chaise  longue  fea- 
tured in  Will  &  Grace7.  F 
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BOOM  AND  BUST 

Misery  Loves  Company  Former  broker  Harry  Goodwin  followed  his 

employer's  stock  tips— and  says  he  lost  $5  million  in  the  market  By  Michael  Maiello 


■  IKE  LOTS  OF  INVESTORS  DURING 
I  the  market  boom  a  few  years  ago, 
I  Harry  A.  Goodwin  followed  the 
BBH  advice  of  stock  analysts.  He  bought 
stocks  worth  as  much  as  $6  million  for  his 
Individual  Retirement  Account,  includ- 
ing small  tech  companies  such  as  IXL  En- 
terprises and  SI  Corp.  Most  tanked,  and 
Goodwin  lost  $5  million. 

A  too-familiar  story,  but  this  one  has  a 
twist.  Goodwin  was  a  stockbroker  with  34 
years'  experience.  And  he  was  buying 
stocks  on  the  recommendations  of  tech- 
nology analysts  at  his  employer,  First 
Union  (now  called  Wachovia  Securities). 

Goodwin,  59,  who  says  he  likes  to  "eat 
his  firm's  home  cooking,"  now  wishes 
that  he'd  eaten  out  a  little  more  often.  He 
has  filed  an  arbitration  claim  against 
Wachovia  with  the  National  Association 


of  Securities  Dealers,  claiming  the  firm's 
recommendations  were  tainted  by  its 
investment  banking  business. 

Goodwin  says  he  lost  $2.5  million 
buying  stock  in  SI  Corp.  on  Wachovia's 
recommendation  while  Wachovia  was  a 
marketmaker  in  SI  stock.  He  lost  $839,000 


on  IXL  Enterprises,  a  company  Wachovia 
had  worked  for  as  a  lead  manager  on  stock 
offerings  and  which  its  analysts  recom- 
mended heartily. 

Wachovia,  headquartered  in  Char- 
lotte, N.C.,  is  under  investigation  by  the 
Nebraska  Department  of  Banking  & 
Finance  for  possible  conflicts  between  its 
investment  banking  unit  and  its  analysts. 
The  bank  won't  comment  on  that. 

In  filings  with  the  NASD,  Wachovia 
paints  Goodwin  as  bitter  for  being  forced 
into  early  retirement.  He  has  admitted  that 
he  altered  statements  from  his  IRA  account 
in  order  to  hide  losses  from  his  wife. 
Wachovia  also  says  that  he  lost  $543,500 
worth  of  arbitrations  with  customers  over 
ten  years.  These  days  Goodwin  is  out  of 
the  securities  business  and  spending  much 
of  his  free  time  on  the  arbitration  case.  F 


ROYALTIES 

Model  Dogfight 

■  F  PLAYSTATIONS  AND  XBOXES  HAVEN'T 

■  yet  killed  off  the  time-honored,  time- 
I  consuming  hobby  of  gluing  model  air- 

■  planes,  maybe  the  nation's  defense  contractors 
will  do  the  job. 

Model  manufacturers  say  companies  like  Boeing, 
Lockheed  Martin  and  United  Technology's  Sikorsky 
have  in  recent  years  bombed  them  with  letters  and 
phone  calls  demanding  they  cough  up  royalty  fees  on 
kits  of  military  aircraft.  They  include  some  hobbyist  fa- 
vorites, like  the  B- 1 7  bomber  and  P-51  (both  Boeing),  the 
F-16  fighter  jet  (Lockheed  Martin)  and  the  Black  Hawk 
helicopter  (Sikorsky). 

Modelmakers  have  long  paid  royalties  to  automakers 
and  more  recently  to  railroad  companies  for  the  rights  to 
make  cars  and  trains.  Boeing  collects  a  royalty  for  models  of  com 
mercial  planes,  like  the  747.  But  military  aircraft  are  different,  the 
modelmakers  say.  They  were  commissioned  by  the  U.S.  govern- 
ment, and  therefore  their  trademarks  should  be  in  the  public  do- 
main. "Since  taxpayers  paid  for  them,  how  does  a  company  lay 
claim  to  it?"  says  Edward  Sexton,  vice  president  of  product  devel- 
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opment  at  Revell-Monogram.  A  quarter  of  his  company's  300 
different  models  are  military  aircraft. 

Model  kits  cost  anywhere  from  $8  to  $50  wholesale  (half  the 
retail  price),  ranging  from  small,  simple 
models  to  2-foot-long  versions  that 
seem  to  replicate  many  of  the  fine  de- 
tails of  the  original.  A  6%  royalty,  say,  would 
add  48  cents  to  $3  per  kit,  not  counting  administrative  costs.  A 
few  manufacturers  in  the  $100  million  U.S.  market  are  pay- 
ing, but  many,  like  Revell-Monogram,  have  resisted. 
Lockheed  Martin  just  wants  to  ensure  that  replications  of  its 
planes  are  "high  quality,  safe  and  accu- 
J^^^^^fc'    rate,"  says  spokesman  Thomas 
^■rifeh^  Greer.  If  s  a  stretch  to  think  the  Air 

•W*^^Er\         s»  Force  would  stop  ordering  a  jet 


if  they  saw  a  crappy  plastic 
version  at  Toys  "R"  Us.  But 
Greer  says  federal  law 
k    lets  suppliers  retain 
'    rights  over  the  air- 
craft's name  when  it 
comes  to  outsiders  profit- 
ing from  the  trademark.  The 
royalty  money  just  covers  ad- 
ministrative costs,  he  says.  "Our 
goal  is  not  to  make  life  more 
difficult  for  the  hobbyist." 

— David  Armstrong 
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WE  HAVE  SOME  GOOD  NEWS 
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Sign  up  today  and  get  100 
commission-free  trades. 

Call  1-800-731-5226  or  go  to 
www.getpoweretrade.com 


*  Upgraded,  customizable  platforms— all 
with  no  platform  fees. 

*  Streaming  Dow  Jones  News— on  us. 
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To  qualify  for  Power  E*TRADE,  you  must  execute  at  least  15  stock  or  options  trades  during  a  calendar  quarter.  Commission  rates  for  Power  E*TRADE  customers  are  $6.99-$9.99  for 
stock  and  options  trades  (plus  an  additional  $0.75-$1.25  per  options  contract)  depending  on  the  number  of  trades  executed  during  a  calendar  quarter.  To  continue  receiving  Power 
E'TRADE  commission  rates,  you  must  re-qualify  by  making  at  least  15  trades  by  the  end  of  the  following  quarter.  Other  commission  rates  apply  to  customers  who  trade  less  than  15 
times  per  quarter.  For  details  and  important  information  about  Power  E*TRAOE  and  our  100  commission-free  trades  offer,  please  visit  www.getpoweretrade.com  Commission- 
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A  Nose 
For  Bombs 


Amid  a  tight  market  for 
K-9  agents,  a  tiny  defense 
contractor  has  built  the  closest 
thing  yet  to  a  dog's  nose. 

By  Christopher  Helman 


up 


W'HEN  MARINES  IN  IRAQ  ROUND 
up  a  group  of  suspicious 
characters,  lately  they've  been 
introducing  them  to  a  bomb- 
sniffing  handheld  device  called  Fido. 
When  waved  over  their  hands  and 
clothes,  Fido  can  tell  whether  detainees 
have  recently  been  handling  explosives. 
Fido  is  the  first  sensor  that  can  detect  TNT 
and  other  explosives  with  the  same  suc- 
cess as  a  trained  dog.  The  Air  Force  has 
deployed  ten  to  screen  cargo. 

Demand  for  bomb-sniffing  dogs  has 
soared  in  the  post-Sept.  1 1  obsession  with 
security.  The  price  for  a  well-trained  Ger- 
man shepherd  is  up  33%  in  three  years  to 
$10,000.  You  get  what  you  pay  for — a 
dog's  nose  has  2  billion  odor  receptors,  40 
times  as  many  as  a  human's — but  there 
are  limits  to  what  even  the  military  is 
willing  to  spend  on  an  animal.  Dogs  can 
detect  a  variety  of  chemicals,  but  they  also 
have  bad  days,  work  only  an  hour  at  a 
time  and  need  to  be  fed,  cleaned  up  after 


and  led  by  an  expert  handler. 

Scientists  have  tried  for 
decades  to  devise  a  sensor 
that  can  match  a  dog's  sen- 
sitivity, with  little  success — ■ 
until  now.  Fido,  made  by  pri-   |  can  do  anything 
vately    held    Nomadics    of  better  than  you: 
Stillwater,  Okla.,  is  the  first   Colin  dimming 
device  ready  to  go  nose-to-nose   an(*  ^'^er' 
with  a  hound.  The  company,  which  has 
received  $40  million  in  government  fund- 
ing since  the  project  began  in  1996,  col- 
lected revenue  of  $12  million  last  year 
and  expects  $22  million  this  year. 

Fido  can  pick  up  the  smell  of  TNT 
vapor  at  concentrations  of  just  a  few  parts 
per  trillion,  and  it  was  the  first  sensor  to 
find  buried  mines  at  a  level  comparable  to 
dog  performance,  with  a  false-alarm  rate 
of  less  than  5%. 

Its  "nose"  is  a  2-inch-long  glass  cylin- 
der coated  on  the  inside  with  a  concoction 
of  glowing  chemicals  like  those  found  in 
the  belly  of  a  lightning  bug.  These  mole- 


cules (called  chromophores)  have 
been  engineered  to  stop  glowiny 
when  they  come  in  contact  with  TNT 
vapor.  "Truth  is,  Fido  doesn't  work 
like  a  dog's  nose  does  at  all,"  says 
Colin  Gumming,  Nomadics'  chiel 
executive. 

Scientists  have  used  chro- 
mophores for  decades  to  detect  chem- 
icals, but,  until  Fido,  they  weren't  sen- 
sitive enough  to  detect  trace  explosive- 
because  each  molecule  of  TNT  vapor 
would  switch  off  just  a  single  chro- 
mophore,  with  the  result  that  faint 
wisps  of  evil  chemicals  caused  no  vis- 
ible change  in  luminosity. 

Then  Timothy  Swager,  a  profes- 
sor of  chemistry  at  MIT,  figured  out 
a  way  to  make  chromophore  sensors 
more  sensitive  by  linking  the  glow- 
ing molecules  into  long  chains.  II 
one  goes  dark,  they  all  go  dark,  like  a 
string  of  Christmas  lights.  The  sen- 
sor's imaging  chip  picks  up  the  dark 
string  immediately,  even  if  only  1 
femtogram  (one-quadrillionth  of  a 
gram)  of  TNT  is  stuck  to  it.  The 
next-best  sensor  can  detect  10 
femtograms. 

Cumming  and  his  116 
employees,  including  30 
Ph.D.s,  are  now  at  work  on 
a  contract  with  the  De- 
partment of  Homeland 
Security  to  develop  sensors  for 
airport  terminals  as  well  as  sen- 
sors that  can  detect  a  broader 
range  of  explosives.  Nomadics  has 
already  devised  a  waterborne  off- 
shoot of  Fido  called  Seapup,  a  self-pro- 
pelled minisub.  Right  now  Fido  costs 
$28,000  a  pop,  but  Cumming  says  that  the 
price  could  drop  to  $5,000  in  five  years. 

He  should  find  a  lot  of  buyers  at  that 
price.  K-9  contractors  like  GSS  Security 
Services  in  New  York  charge  $100-plus 
per  hour  for  a  dog  to  sniff  through  a  big 
Manhattan  office  building,  a  job  that 
can  take  several  days.  "I  don't  think 
machines  are  ever  going  to  be  as  good  as 
dogs  are,"  says  GSS'  director,  Steven 
Vitale.  But  he'd  consider  complement- 
ing his  ten-dog  force  with  Fido  sensors  if 
the  price  were  right.  F 
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Saving 
Software 

From 
Itself 

One  way  to  make  computers  safer  from  viruses  is  to  fix 
their  flaws  on  the  assembly  line  |  By  Quentin  Hardy 

EACH  YEAR  AMERICAN  correcting  software  errors.  It  is  not 

businesses  spend  tens  because  the  people  making  these  software 

I  of  billions  of  dollars  in-  products  are  particularly  bad  or  stupid. 

stalling  software  that  they  Critical  parts  are  typed  up  by  hand  and, 

know  to  be  defective.  Bad  despite  a  wealth  of  testing  tools  that  claim 

software  leads  to  security  vul-  to  catch  bugs,  the  complexity  of  software 

nerabilities  that  vandals  and  thieves  ex-  makes  security  flaws  and  errors  nearly 

ploit,  and  wastes  hours  of  productive  time  unavoidable  and  increasingly  common, 
as  techies  desperately  fix  bugs  in  the  code.         Veritas,  a  maker  of  well- regarded  data 

It's  hard  to  put  a  number  on  the  storage  software,  now  commonly  sells 

problem,  but  the  National  Institute  of  products  with  500,000  to  1  million  lines 

Standards  &  Technology  has  arrived  at  of  code.  Four  Veritas  engineers  once  spent 

the  figure  of  $60  billion  a  year  as  an  esti-  six  months  working  part-time  to  track  a 

mate  of  the  amount  spent  identifying  and  bug  affecting  a  single  customer.  It  turned 
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out  that  one  of  the  lines  had  an  errant 
semicolon,  which  turned  into  a  serious 
glitch  in  the  customer's  unique  configu- 
ration of  computers.  The  complexity  will 
only  increase  as  more  business  is  auto- 
mated and  shifted  onto  the  Internet  and 
more  software  production  is  assigned  to 
India,  Russia  and  China. 

To  the  rescue  come  a  handful  of 
smart  young  companies  such  as  Fortify 
Software,  Agitar  and  Coverity  that 
promise  to  clean  up  and  strengthen  code 
before  it  goes  out  the  door.  Taking  advan- 
tage of  cheaper  processing  power,  the  rise 
of  new  computer  languages  and  the 
increasing  urgency  of  the  problem,  these 
companies'  own  complex  software  seeks 
flaws  in  programming  grammar,  reverse- 
engineers  applications  to  see  that  they  do 
what  they're  supposed  to  and  emulates 
the  malicious  hacks  they  will  face  once 
they're  put  in  use.  In  manufacturing 
terms  it's  the  difference  between  making 
sure  the  right  bolt  is  in  place  on  an  assem- 
bly line  and  recalling  thousands  of  cars. 

Fortify,  backed  by  Kleiner  Perkins 
Caufield  &  Byers,  originated  in  the  mind 
of  Kleiner  partner  Ted  E.  Schlein,  who 
helped  build  Symantec's  antivirus  busi- 
ness and  long  wondered  how  to  improve 
security.  He  hit  upon  Fortify  in  2002  with 
the  idea  of  inverting  an  old  problem.  "For 
20  years  software  companies  tried  to  keep 
the  bad  guys  out,"  he  says.  "Well,  if  you 
can't  keep  the  bad  guys  off  a  network, 
how  do  you  protect  your  assets?" 

The  answer:  by  solving  the  vulnerabil- 
ity problem  before  it  happens,  in  the  writ- 
ing of  the  program  itself.  Fortify's  software, 
which  costs  on  average  $75,000  per  server 
used  to  build  applications,  examines  freshly 
written  code  for  some  40,000  vulnerabili- 
ties that  virus- writers  love  to  exploit,  such 
as  memory  and  databases.  It  then  alerts  de- 
velopers to  these  "hot  spots"  and  suggests 
fixes.  Other  Fortify  products  examine  pat- 
terns of  coding  behavior  to  spot  mistakes 
and  enable  developers  to  try  hacking  their 
own  code  when  it  is  in  a  final  testing  phase. 
Customers  include  AT&T  Wireless,  PayPal 


through  the  dirt:    good  as  its  librai7  of 


To  get  worms, 
you  have  to  dig 


and  Wells  Fargo. 

But  Fortify  is  only  as 


Fortify  Chief 
John  Jack. 


hacker  hot  spots.  In  the 
months  after  he  started 
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the  company,  Schlein,  who  is  now  chair- 
man of  Fortify's  board,  scoured  the  tech 
world  for  security  sages  to  help  him 
amass  a  reference  shelf  of  malicious 
exploits.  Fortify  hired  some  of  the  coun- 
try's best  white-hat  hackers,  honest  peo- 
ple who  know  what  the  bad  guys  will  try. 
Most  recently  Fortify  added  Bill  loy,  the 
cofounder  and  former  chief  scientist  of 
Sun  Microsystems,  to  its  advisory  board. 
This  group,  along  with  Fortify's  35 
employees,  has  been  constantly  updating 
its  hot  spot  library  to  include  hacker 
favorites  like  memory  buffer  overflows 
and  insiders  misusing  firewalls. 

Financial  Engines,  a  Palo  Alto,  Calif, 
firm  that  delivers  portfolio  advice  over 
the  Web,  recently  bought  Fortify  to  look 
for  logic  flaws  and  exploitable  holes  in  its 
applications,  now  totaling  a  million  and  a 
half  lines. 

Free  versions  of  security  audit  soft- 
ware exist,  but  they  tend  to  find  so  many 
false  positives,  or  problems  that  turn  out 
to  be  nothing,  that  developers  stop  using 
these  tools.  Just  cutting  down  on  the  false 
positives  won't  be  enough,  says  John  Jack, 
a  software  industry  veteran  hired  last  year 
as  Fortify's  chief  executive. 

The  product  will  only  get  used  if  it's 
unobtrusive  and  suggests  changes  using 
the  same  software-building  tools  that 
developers  commonly  use,  so  the  process 


The  exterminator:  Agitar  founder  Alberto  Savoia. 

works  pretty  well,  but  it's  no  magic  bullet," 
says  Robert  Grill,  a  Fortify  customer  who 
runs  software  audits  at  Wells  Fargo.  "There 
are  no  magic  bullets  in  software.  But  when 
you  look  at  the  root  causes  of  problems, 
you  move  things  forward." 

Software  upstarts  Agitar  and  Coverity 
are  tackling  a  problem  that's  just  as  per- 
vasive as  security  flaws:  buggy  code.  Wall 
Street  powerhouse  Bear  Stearns  recently 


"If  people  tested  at  the  basic  level,  we'd  get 
rid  of  75%  of  the  problems  with  software." 


is  familiar.  "You've  got  to  understand  the 
mind  of  a  developer,"  says  Jack.  "If  you 
just  made  them  aware  of  the  security 
flaws,  this  would  never  work." 

In  order  to  reach  a  lot  of  customers 
quickly,  Fortify  has  allied  itself  with  Bor- 
land, which  makes  a  widely  used  set  of  pro- 
gramming tools  and  will  now  sell  Fortify 
to  security- minded  customers.  The  com- 
pany has  donated  its  product  to  ten  uni- 
versities for  use  in  software-building 
courses.  The  plan  is  that  the  graduates  will 
come  to  demand  such  testing  tools  wher- 
ever they  are  employed.  There  is  not  a  sin- 
gle software  producer  among  its  early  cus- 
tomers, suggesting  that  hackers  will  be  able 
to  fool  around  for  some  time  to  come.  "It 


received  a  100,000-line  chunk  of  fresh 
software  from  its  Bangalore  development 
team,  a  block  too  big  to  check  easily  or  to 
spot  a  single  programmer's  habitual 
errors.  So  Bear  Stearns  dumped  the  code 
into  Agitar's  product,  called  Agitator, 
which,  in  a  couple  of  hours,  can  exercise 
new  programs  along  millions  of  possible 
scenarios.  Manually  checking  even  a  frac- 
tion of  these  would  take  years.  Agitar 
stretches  and  pulls  the  code  in  all  direc- 
tions, mimicking  inexperienced  users 
making  stupid  requests  and  malicious 
hackers  trying  to  break  it.  During  these 
tests  Agitator  asks  programmers  to  certify 
that  the  code  is  doing  what  they  had 
intended. 


Bear  Stearns  was  happy 
with  the  product.  Now  they 
are  in  talks  about  Agitar's 
creating  "quality  level 
agreements,"  which,  if 
adopted,  could  lead  to  off- 
shore developers  running 
their  code  through  Agita- 
tor before  it  is  delivered. 

Abebooks,  the  world's 
largest  online  used-book- 
seller, found  that  Agita- 
tor's performance  reports 
changed  their  programmers' 
behavior.  "Everybody  wants 
to  be  ranked  high,  so  now 
they  code  with  quality  in 
mind,"  says  Jayson  Minard, 
the  company's  chief  infor- 
mation officer.  Abebooks' 
bug  costs,  which  totaled 
$200,000  in  the  first  five 
months  of  2004,  dropped  to 
$10,000  in  the  past  quarter. 

"If  people  just  tested  at  the  basic  level, 
we'd  get  rid  of  75%  of  the  problems  with 
software,"  says  Alberto  Savoia,  Agitar's 
founder,  who  got  the  idea  for  Agitar  while 
working  at  Google,  where  he  developed 
Adwords,  the  automated  advertising  pro- 
gram that  generates  most  of  Google's  $3 
billion  in  annual  revenue. 

For  now  Agitar  offers  testing  only  for 
programs  written  in  Java,  leaving  plenty 
of  room  for  its  two-year-old  San  Fran- 
cisco rival,  Coverity,  which  sells  testing 
software  for  C  and  C+-t-,  the  building 
blocks  of  the  majority  of  business  and 
academic  software.  Its  Prevent  product,  in 
use  at  Oracle,  Synopsys  and  Sun,  works  as 
a  kind  of  "grammar  checker,"  looking  for 
nonsensical  mathematical  functions,  rac- 
ing through  thousands  of  possible  per- 
mutations in  seconds.  Coverity's 
founders,  four  graduate  students  from 
Stanford  University  and  their  professor, 
recently  grammar-checked  the  entire 
Linux  2.6.9  kernel  operating  system  and 
found  a  respectably  low  950  bugs  in 
5.5  million  lines.  Microsoft  has  not  given 
them  anything  to  check. 

"Everyone  is  in  a  dirty  race  to  get 
products  out  quick,  and  they  are  getting 
their  feet  held  to  it  on  quality,"  says 
cofounder  Seth  Hallem.  F 
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Our 

Frankenputer 

Hostile  programs  bend  our  computers  to  their  own  purposes  because  we 
designed  them  that  way.  Time  for  some  new  ideas  |  By  Philip  E.  Ross 


YOU  KNOW  IT'S  BAD  WHEN 
a  virus  starts  talking  to 
you  with  a  Turkish  accent. 
Last  August  a  wily  bit 
of  code  called  W32/Amus- 
A  began  spreading  around  the 
Internet,  disguised  inside  e-mails  with  the 
come-on  subject  line  "listen  and  smile."  It 
bore  no  criminal  intent,  seeking  only  to 


hijack  the  Microsoft  speech  function  of 
Windows  to  deliver  this  message  out 
loud:  "How  are  you?  I  am  back.  My  name 
is  Mister  Hamsi.  I  am  seeing  you. 
Haaaaaaaa.  You  must  come  to  Turkey.  I 
am  cleaning  your  computer.  5.  4.  3.  2.  1. 
0.  Gule-gule."  (The  final  words  are  Turk- 
ish for  "bye-bye.") 

If  only  the  problem  were  so  laugh- 


able. Malicious  software,  or  malware 
costs  us  much  in  vandalism,  more  in  dat; 
theft  and  most  of  all  in  forced  counter 
measures.  We  hire  experts,  build  firewalls 
subscribe  to  antivirus  services,  plan  back- 
ups. Still  it  goes  on:  Now  we  have  a  pan- 
demic of  e-mail  phishing  scams  and  spy- 
ware  that  downloads  itself  surreptitiousl) 
with  song-pirating  software. 
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There  are  simple  things  you  can  do  to 
protect  yourself  (see  Steve  Manes'  ten- 
step  fix,  p.  70),  and  there  are  things  the 
computer  industry  is  doing  to  solve  the 
problem,  but  in  the  meantime  it  is  also 
helpful  to  grasp  just  how  sorry  this  state 
of  affairs  really  is. 

If  you  want  someone  to  blame,  you 
could  start  with  mathematician  John  von 
Neumann,  the  father  of  the  modern  com- 
puter. In  a  paper  published  in  1949  he  rea- 
soned that  a  computer  program  could 
replicate  itself.  It  can  do  that  because  a 


It's  hard  to  overestimate  how 
poisonous  an  environment  the  global 
Internet  is.  Peter  Tippett,  a  physician 
who  invented  the  antivirus  software  now 
sold  by  Norton  and  who  is  now  chief 
technologist  at  computer  security  firm 
Cybertrust,  conducted  an  experiment  a 
year  ago.  He  bought  ten  computers  in 
ten  different  cities  and  hooked  them  up 
to  high-speed  Internet  connections,  then 
tried  to  load  a  Windows  patch  designed 
to  keep  out  particular  worms,  a  delivery 
vehicle  for  viral  payloads.  Three  of  the 


automatically  fill  in  your  name,  address, 
age  and  sex  every  time  you  start  typing 
out  a  form.  These  so-called  macro  appli- 
cations mix  data  with  software  deliber- 
ately to  achieve  their  goal.  Ten  years  ago 
the  first  macro  virus,  WinWord  Concept, 
redefined  the  malware  business.  It  was  the 
first  virus  to  spread  under  Windows, 
Windows  95,  Windows  NT  and  Macs  run- 
ning Microsoft  Word.  Though  it  origi- 
nally carried  no  bomblike  payload,  it 
replicated  madly  and  could  launch  when- 
ever Word  loaded  a  document.  But  then 


computer  does  what  it  is 

toid  to  do,  and  if  the  com  in  security  terms,  the  PC  s  design  is  a  ireathtakmg 

mand  is  to  copy  that  com- 

mand,  it  will  do  mat,  just  as     kludge  Patches  play^aiulile  catch-ufL^ame 

a  cell  copies  a  virus  when  it 


mistakes  the  virus'  DNA  for  its  own.  Four 
decades  later  teenage  hackers  turned  this 
abstraction  into  a  sport,  and  that's  why 
we're  now  saddled  with  malware. 

But  if  the  Von  Neumann  theory 
makes  evil  programs  possible,  it  does  not 
make  them  inevitable.  From  the  begin- 
ning, the  PC  has  made  cybervandalism 
too  easy.  The  computer  is  impossible  to 
completely  secure  because  it  descends 
directly  from  a  design  that  didn't  take 
security  into  account.  In  terms  of  secu- 
rity, the  PC's  design  is  a  breathtaking 
kludge — a  sequence  of  defensive  maneu- 
vers and  patches  that  play  a  futile  catch- 
up game  with  malicious  software. 


ten  machines  were  either  hacked  or 
infected  with  worms  within  minutes, 
before  the  patches  could  even  download. 

The  mainframes  that  rose  to  promi- 
nence in  computing's  early  days,  especially 
the  military  ones,  got  the  security  part 
right:  They  isolated  program  commands 
from  the  numbers  being  crunched.  But 
the  PC  put  economy  before  security,  and  in 
so  doing  folded  software  and  data  together 
in  memory.  "The  line  between  running 
software  and  data  is  getting  very  blurry," 
acknowledges  Jonathan  Pincus,  a  senior 
researcher  in  the  Systems  and  Networking 
Group  at  Microsoft  Research. 

Some  Word  documents  and  Web  sites 


Where  There's  Pain,  There's  Profit 


Though  estimates  are  rough,  the 
impact  of  ail  forms  of  digital  attacks, 
including  spam,  has  been  on  the  rise. 


Climbing  in  lockstep  is  the  combined 
revenue  of  leading  antivirus  software 
firms  Symantec  and  McAfee. 


Economic  damage 
100,000  estimates  ($mil) 
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hackers  made  macro  viruses  start  doing 
things  like  erasing  hard  drives. 

Pincus  advocates  separating  data  and 
software  with  a  software  process  called 
visualization,  a  logician's  version  of  the 
physical  measures  taken  at  the  secretive 
National  Security  Agency,  which  main- 
tains "air  gaps"  between  "red"  machines, 
which  are  dangerous,  and  "green"  ones, 
which  are  safe.  No  software  may  go 
between  the  color-coded  networks. 

You  could,  if  you  have  the  patience, 
emulate  the  NSA.  Have  two  separate  com- 
puters at  home,  one  for  Web  browsing, 
music-sharing  and  other  risky  endeavors, 
and  one  for  doing  things  like  your  tax 
return.  Business  users  aren't  about  to 
install  duplicate  sets  of  desktop  machines, 
but  they  can  buy  software  that  does  what 
Pincus'  outfit  advocates.  One  of  the 
biggest  sellers  of  visualization  software  is 
VMware,  a  seven-year-old  company  with 
$218  million  in  revenue  in  2004.  EMC 
bought  it  last  year  for  $625  million.  It  has 
scored  with  companies  eager  to  separate 
employees  or  subcontractors  from  sensi- 
tive corporate  data.  With  VMware's  new 
PC  package  released  in  December, 
employees  operate  within  a  software 
"environment"  isolated  from  the  rest  of  a 
desktop  or  laptop.  In  the  case  of  an  out- 
side contractor  working  on  company 
files,  their  configuration  can  be  set  to  self- 
destruct  in  30  days,  killing  any  Trojan 
horse  viruses  or  spyware  not  swept  out  by 
the  corporate  IT  staff. 

We  want  our  machines  to  link  to  oth- 
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ers  throughout  the  world,  yet  any  such 
network  exposes  each  link  to  all  the  threats 
endured  hy  the  other  links.  Windows 
opens  up  to  65,000  ports  to  the  world, 
each  one  a  path  into  or  out  of  the  com- 
puter. Network  worms  take  advantage  of 
this  by  scanning  them  all,  like  a  thief  who 
goes  down  a  hotel  corridor  trying  all  the 
doors.  Certain  ports  have  traditionally 
been  reserved  for  specific  functions.  Ports 
1 37,  1 39  and  445  run  a  piece  of  software 
called  Windows  Management  Port  all  the 
time,  but  it  only  needs  to  be  on  when  the 
PC  talks  to  the  printer  or  looks  for  the  kids' 
machine  so  you  can  share  files.  Hook  up  a 
cable  modem  directly  to  the  Internet,  ex- 
posing these  three  ports  to  the  world,  and 
"you'll  be  hacked  within  two 
hours,"  says  CyberTrust's 
Tippett.  Hooking  your  cable 
or  DSL  modem  to  a  $50 
router  limits  worms  to  com- 
ing in  only  on  ports  you're 
going  out  on,  reducing  risk 
by  80%,  says  Tippett. 

Software  companies  must  accept  part 
of  the  blame,  though  they  accept  no  lia- 
bility. (The  industry  is  almost  alone  in 
offering  no  guarantees.)  But  in  many 
respects  they  are  just  reacting  to  cus- 
tomers' short-sightedness.  "If  you  want  to 
develop  stuff  that  is  really  robust,  it  takes 
a  lot  more  effort,"  says  Peter  G.  Neu- 
mann, principal  scientist  of  SRl's  Com- 
puter Science  Lab  and  moderator  since 
1985  of  an  always-entertaining  e-mail 
newsletter  about  software  failures,  called 
the  ACM  Risks  Forum. 

He  holds  up  as  a  paragon  the  software 
that  runs  the  Space  Shuttle,  two  million 
lines  of  code  written  in  the  1970s  and 
1980s  at  3  to  5  lines  per  staffer  per  day. 
"The  people  who  make  the  purchasing 
decision  don't  think  that  far  ahead,"  says 
Neumann.  Contrast  that  with  Franken- 
software  like  the  30  million  lines  of  Win- 
dows 2000,  which  was  written  under 
much  tighter  deadlines  with  noticeably 
less  time  for  debugging. 

The  very  terms  for  malware — virus, 
worm,  parasite — suggest  a  biological 
counterstrategy:  diversity.  It's  the  same 
reason  natural-growth  forests  thrive 
while  man-planted  groves  die.  If  we 
replaced  the  Windows-on-Intel  monocul- 


ture with  a  variety  of  products,  the  virus 
writers  would  get  less  of  a  payoff  from 
their  labors. 

Customer  exasperation  with  repeated 
security  flaws  in  the  Windows  Explorer 
browser  led  many  to  try  out  the  free  Fire- 
fox,  distributed  by  the  open  source,  non- 
profit Mozilla  Foundation.  Firefox  had  10 
million  downloads  in  its  first  month 
when  it  was  released  late  last  year.  The 
browser  isn't  widespread  or  old  enough 
to  have  attracted  hackers'  eyes,  although 
that  may  change.  Microsoft  is  feeling  the 
heat;  for  the  first  time  Internet  Explorer 
has  lost  market  share,  dropping  to  around 
90%  at  last  count.  It  announced  plans  in 
mid-February  for  the  release  of  a  more 


The  software  industry  is 
almost  alone  in  offering 

no  liability  guarantees. 


secure  version  of  Explorer  this  summer. 

Champions  of  the  Linux  open  source 
operating  system  no  longer  crow  so 
loudly  about  their  baby's  invulnerability 
now  that  worms  have  begun  coming  after 
it,  too.  They  still  argue,  though,  that  their 
open  mode  of  development,  which 
involves  large  numbers  of  people,  builds 
in  security.  When  malware  strikes,  says 
Mark  Cox,  leader  of  the  security  response 
team  of  Red  Hat,  a  Linux  vendor,  "there's 
competition  as  well  as  collaboration  to 
produce  patches." 

While  just  a  little  diversity  may  slow  a 
simple  virus,  you  need  a  whole  lot  more 
of  it  to  defeat  worms  like  2003's  Code 
Red,  which  infected  350,000  systems  in 
just  1 3  hours  using  a  single  vulnerability. 
To  confuse  worms  that  need  to  know 
where  exactly  in  a  computer  they  can  do 
their  devilry,  the  solution  may  be  to  tweak 
things  like  memory  and  data  registers  so 
no  two  machines  are  exactly  alike.  Figur- 
ing out  a  way  to  do  that  without  mucking 
up  the  ability  of  PCs  to  work  together  is 
the  goal  at  CyLab,  Carnegie  Mellon  Uni- 
versity's center  for  security  research. 

PCs  were  conceived  with  convenience 
and  entertainment  in  mind,  not  security. 
We  are  going  to  be  living  a  long  time  with 
that  original  sin.  F 
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A  natural  for  business 

1-800-ARKANSAS 


Digital  Tools 


Ounces  of 
Protection 


JAN.  15,  2002:  IN  AN  E-MAIL  TO  MICROSOFT 
employees  Chairman  Bill  Gates  announces 
a  "Trustworthy  Computing"  initiative  and 
declares:  "Our  products  should  emphasize 
security  right  out  of  the  box."  Number  of  security 
fixes  for  Windows  XP  since  then?  One  hundred. 

When  it  comes  to  security,  you  can  trust  Microsoft  to  reveal 
three  serious  flaws  in  its  operating  system  every  month.  Now  it's 
getting  into  the  antivirus  and  anti- 
spyware  businesses  its  gaffes  single- 
handedly  created.  Great.  So  much 
malware  is  directed  at  Windows  that 
an  unprotected  PC  directly  connected 
to  the  Net  will  crash  within  ten  min- 
utes. But  you  can  defend  yourself. 
Here's  a  ten-point  plan. 

Build  Barriers  If  you  connect  via 
cable  or  DSL,  put  a  router  between 
your  computer  and  your  modem. 
The  router  can  hide  your  computer 
from  the  Net  and  deflect  many 
brute-force  attacks. 

Next  get  a  software  firewall  that 
restricts  traffic  both  to  and  from  the 
Net.  The  one  that  comes  with  Win- 
dows handles  only  incoming  attacks, 
making  it  defenseless  against  mal- 
ware that  gets  inside  your  computer 
and  calls  home.  But  software  fire- 
walls pester  you  to  become  the  final 
arbiter  of  which  programs  get  per- 
mission to  communicate;  be  suspicious  of  approving  anything 
you  haven't  heard  of.  Best  of  breed:  Zone  Labs  ZoneAJarm. 

Vanquish  Viruses  Run  antivirus  software  and  set  it  to  update 
itself  every  day.  Be  sure  to  maintain  your  subscription;  the  ver- 
sion that  comes  free  with  computers  generally  poops  out  after 
90  days  or  so  unless  you  pay  up.  Products  I  like  include  Syman- 
tec Norton  Antivirus  and  Trend  Micro  PC- 
Cillin.  Symantec  charges  an  outrageous  $30  per 


Stephen  Manes 


Want  to  protect  yourself  and  your 
computer?  Here's  a  ten-point  plan. 


support  call;  Trend  charges  nothing.  Like  ZoneAlarm,  both  of 
these  programs  are  available  in  multifunction  "security  suites." 

Slam  Spyware  Spyware  can  hijack  your  browser,  deliver  pay- 
loads  of  pop-up  ads  or  send  miscreants  the  keystrokes  you  use  to 
enter  passwords.  But  test  after  test  shows  that  even  the  best  anti- 
spyware  products  don't  catch  everything,  so  savvy  users  resort 
to  using  two  or  more.  Good  ones  include  Ad-Aware  and  Spybot 
Search  &  Destroy,  both  free,  and  the  $30  Webroot  Spy  Sweeper. 

Surf  Smart  Stay  away  from  bad  neighborhoods.  Kazaa  and 
Grokster,  two  programs  used  largely  for  illicit  "sharing"  of 
songs,  make  their  money  by  larding  your  machine  with  spyware. 
Another  spyware  lair:  porn  pages. 

Stay  Suspicious  If  your  bank  sends  you  e-mail  asking  you 
for  your  credit  card  number  or  password,  don't  even 
think  about  responding,  or  at  least  phone  the  bank  in- 
stead, calling  a  number  that's  not  in  the  message.  And 
use  decent  passwords  with  digits,  upper-  and  lowercase 
letters  and  punctuation  marks  if  possible.  "Password" 
is  not  a  clever  choice.  Don't  open  e-mail  attachments 
unless  you're  positive  they're  meant  for  you.  Opening  one 
is  still  the  simplest  way  to  get  malware  into  your  machine. 
Gut  Graphics  Set  your  e-mail  software  to  read  messages  as  text 
only,  not  HTML.  Graphical  mail  can  open  Web  connections  that  do 
things  you  might  not  appreciate.  In  the  rare  event  you  need  to  see 

the  graphics,  you  can  change  the  set- 
ting back  momentarily. 

Watch  Wireless  If  you  have  a 
wireless  network,  be  sure  to  en- 
crypt communications.  If  you  use 
public  Wi-Fi  access  points,  be 
aware  that  unencrypted  info,  in- 
cluding most  e-mail  passwords, 
can  be  intercepted  by  anyone  in  the 
area  with  the  right  equipment. 

Update  Updates  Keep  the  oper- 
ating system  and  other  software  up- 
dated regularly  via  the  Web — a 
serious  challenge  for  dial-up  users 
given  the  massive  downloads  often 
required. 

Mull  Macs  Although  Apple  has 
issued  dozens  of  fixes  for  Mac  OS  X, 
the  system  has  proven  far  more 
secure  than  Windows.  At  least  for 
now  viruses  and  spyware  are  virtu- 
ally unknown  in  Macland.  But  don't 
let  a  Mac  give  you  a  false  sense  of  se- 
curity: It  won't  protect  you  against,  say,  e-mail  tricksters  phishing 
for  your  credit  card  number. 

Download  Defensively  Be  sure  to  get  software  downloads  di- 
rectly from  the  vendor  or  from  reputable  sites  like  download.com. 
Some  delightful  sites  purveying  antispyware  programs  load  them 
down  with — you  guessed  it — spyware  of  their  own.  F 
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WHAT  DID  YOUR  CONSULTANTS  LEAVE  BEHIND? 


I 


When  consultants  don't  understand  your  industry,  their  recommendations  leave  your  people 
unclear  about  what  to  do  next.  At  A.T.  Kearney,  we  have  deep  experience  with  the  environment 
you  work  in — from  the  competitive  landscape  to  market  opportunities.  And  by  working  closely 
with  your  management  team,  we  make  sure  they  can  apply  our  insights  to  the  real  world. 


ATKEARNEYi 


IDEAS  THAT  LAST. 


GO  FARTHER  Concentrate  on  the  road  ahead.  Move 
into  the  passing  lane  and  leave  your  doubts  behind. 

Take  charge  of  your  future  and  reach  places  you've  never  been  before. 


Mavericks 


SOFTWARE 


RIAN  BEHLENDORF  SAYS  HE'S 
not  a  very  good  programmer 
because  "I  use  trial  and  error  a 
little  too  much."  Yet  at  the  ripe 
old  age  of  21,  Behlendorf 
rchestrated  one  of  the  most  successful 
usiness  software  projects  ever.  He  and 
How  developers  produced  Apache,  the 
ee  server  software  that  today  powers 
Wo  of  all  Web  sites.  If  copies  of  Apache 
ere  sold  for  the  same  price  as 
licrosoft's  comparable  server  software, 
s  sales  would  total  over  $500  million, 
ut  Behlendorf  didn't  make  a  dime  off  it. 

Now,  at  the  riper  age  of  3 1 ,  Behlendorf 
realizing  where  his  true  strengths  lie:  in- 
jencing  people  to  change 
le  way  they  do  things.  In 
is  new  role  as  techno- 
>cial  scientist,  Behlendorf 
avels  the  world  exhorting 
)mpanies  to  work  to- 
cher to  take  back  control 
f  their  software  destinies 
om  the  Microsofts,  Ora- 
es  and  SAPs  of  the  world, 
'nly  a  third  of  software 
utlays  go  for  canned  code 
om  Microsoft  and  its 
)mpetitors;  the  other 
vo-thirds  pay  for  legions 
f  in-house  programmers 
:  places  like  Boeing,  Bank 
f  America  and  Wal-Mart, 
here's  no  reason  they 
lould  be  working  in  iso- 
tion.  Write  code  together, 
lare  it,  swap  it  and  get  the 
ib  done  faster,  cheaper 
id  more  efficiently. 

"Software  development 
a  disaster,"  Behlendorf 
)ld  a  recent  gathering  of 
iree  dozen  techies  in  Sili- 
m  Valley.  (He  spent  two 
eeks  in  February  in  the 
uzzing  developer  hubs  in 
idia.)  "Corporations  have 
een  killing  the  risk-taking 
nd  exploration  that  makes 
)ftware  great.  They  have 


tried  to  rip  the  soul  out  of  development." 

Greatness  in  software,  he  believes, 
comes  from  collaboration,  trust  and  trans- 
parency. Collabnet,  the  firm  Behlendorf 
founded  in  1 999,  sells  Web-based  software 
tools  and  consulting  services  to  foster  his 
notion  of  greatness.  The  goal  is  to  bring 
the  benefits  of  open  source  programming, 
which  has  hundreds  of  coders  in  different 
locations  working  simultaneously  on 
projects,  to  IT  shops  everywhere. 

Forty  companies,  including  Motorola, 
German  insurer  Allianz  Group  and 
France's  Aventis  Pharmaceuticals,  are  tak- 
ing part  in  Behlendorf  s  unleash-the- 
coder-within  practice.  "Companies  have 


been  trying  to  figure  out  what  it  is  that 
makes  open  source  work,"  says  Behlendorf. 

This  time  he's  going  to  make  some 
money  out  of  the  deal.  Collabnet,  albeit 
not  yet  consistently  profitable,  aims  to 
expand  its  sales  40%  this  year  to  $20  mil- 
lion. Behlendorf  held  on  to  a  10%  stake  in 
the  company  after  raising  $50  million  in 
venture  capital. 

Collabnet  is  being  used  to  underpin 
one  of  business  software's  more  unlikely 
alliances,  a  one-year-old  software  co-op 
called  Avalanche.  By  joining  Avalanche, 
Jostens,  vendor  of  school  memorabilia, 
was  able  to  tap  integration  software  from 
Best  Buy  for  free  instead  of  shelling  out 


The  Collaborator 

Companies  should  write  software  together.  Brian 
Behlendorf  is  showing  the  way.  It  could  save  them  millions 
and  drive  Microsoft  nuts  |  By  Victoria  Murphy 
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iat  would  have  been  $350,000.  "We're 
ifting  the  balance  of  power,"  says 
stens'  chief  information  officer,  Andrew 
ack.  "We  write  huge  checks  every  year 
r  [software]  maintenance,  and  I'm  not 
re  what  we're  getting  out  of  it."  So  far 
ralanche  has  13  member  companies, 
ying  $30,000  apiece  in  annual  dues, 
lother  200  joiners  are  in  line.  Four  new 
alanche  projects,  including  an  applica- 
>n  for  Sarbanes-Oxley  compliance,  are 
anaged  on  Collabnet. 

Collabnet  changes  how  software  is 
oduced.  Typically  one  group  of  pro- 
ammers  designs  what  the  software  will 
i,  another  writes  the  code  and  a  third 
;ts  for  bugs.  Collabnet  interweaves  the 
les,  tracks  what  changes  get  made  at 
ch  step  and  stores  all  communication 
tween  developers.  At  research  firm  First 
nerican  Real  Estate  Solutions,  develop- 
>  of  all  ranks  in  India,  North  Carolina 
d  Florida  fuss  with  the  same  code, 
efore  we  were  just  throwing  code  over 
t  walls.  It  was  a  mess.  Now  everyone  is 
iponding  to  change,  all  the  time,"  says 
rst  American  engineering  head  Scott 
encer. 

Behlendorf  s  real  introduction  to  com- 
iters  was  at  the  University  of  California, 
rkeley  in  1991  when  a  freshman  room- 
ate  turned  him  on  to  a  Unix- 
iwered  PC  with  access  to  the  nascent 
tb.  Behlendorf  took  to  the  Web  for  his 
ibby,  electronic  music.  "I  became  an 
ternet  junkie.  I  liked  the  fact  that  all  the 
er  groups  weren't  linked  to  a  big  corpo- 
tion.  People  were  building  this  thing 
emselves,"  he  says. 

Behlendorf  stopped  going  to  com- 
iter  science  classes,  then  dropped  out  in 
s  fall  of  his  junior  year.  He  met  an  early 
iployee  of  Wired  magazine  who 
ought  him  in  for  $8  an  hour  to  set  up 

online  archive  of  articles.  On  the  side 

helped  a  friend  launch  a  company 
lied  Organic  that  created  Web  sites  for 
vi  Strauss,  Volvo  and  AT&T.  (Organic 
;nt  public  in  February  2000,  command- 
g  a  $101  million  market  cap.  Behlen- 
irf  sold  his  8%  stake  to  buy  a  house  in 
n  Francisco  and  1,000  acres  of  rural 
id  north  of  Napa.) 

To  serve  up  the  Web  pages  Organic 
isted  for  companies,  Behlendorf  used 


free,  open  source  server  software  main- 
tained by  faculty  and  students  at  the  Uni- 
versity of  Illinois'  National  Center  for 
Supercomputing  Applications.  The  proj- 
ect was  left  to  wither  in  1994  when 
Netscape  hired  away  most  of  the  tech- 
sawy  Illinois  students.  Behlendorf 
adopted  the  code  and  put  in  the  ground- 
work for  a  hierarchy-free  meritocracy. 
Developers  with  lots  of  successful  work 
on  Apache  gain  access  to  tweak  the  code 
directly.  He  set  up  a  mailing  list  to  coor- 
dinate updates  and  bug  fixes,  and  helped 
create  a  voting  system  to  approve  work. 
New  code  requires  three  plus  votes  and 
no  vetos.  If  a  developer  votes  no,  he  or 
she  has  to  help  improve  the  project. 
Apache  surpassed  Sun's  and  Microsoft's 
rival  servers  in  only  six  months,  in  part 
because  the  software  was  free. "It  was  the 
world's  most  efficient  R&D  effort,"  says 
Behlendorf. 

With  three  floating  business  plans 
and  his  ardent  belief  in  collegial  software, 
Behlendorf  in  spring  1999  met  with  four 
venture  firms.  He  landed  $3  million  in 
funding  from  Benchmark  in  July.  The 
next  month  he  hired  a  veteran  software 
executive,  William  Portelli,  to  assume  the 
role  of  chief  at  Collabnet.  "I  knew  noth- 
ing about  sales,  marketing  or  how  to  run 
a  company.  Nor  did  I  have  a  desire  to  do 
any  of  those  things,"  says  Behlendorf. 

Behlendorf  and  Portelli  found  a  hit  in 
software  for  Web-based  development. 
Behlendorf  encourages  companies  to  give 
all  programmers  access  to  all  code  and 
reward  the  ones  who  contribute  the  most, 
but  he  knows  better  than  to  mandate  it. 
"I'm  not  enforcing  a  structure  for  social 
change.  I'm  giving  these  companies  the 
tools  to  do  that  if  they  wish,"  he  says.  The 
price  is  $  1 50  monthly  per  user. 

Intel  and  several  other  companies  are 
using  Collabnet  to  create  a  new  BIOS,  or 
basic  input-output  system,  a  PC's  wake- 
up  software.  One  Collabnet  employee, 
Andrew  Kelly,  manages  the  work  of  600 
developers,  many  in  Taiwan.  "At  first  I 
was  skeptical  of  this  guy's  resume.  He 
wasn't  a  chip  guy,"  says  Intel  software 
manager  Michael  Richmond.  "But  his 
value  is  orchestrating,  making  it  easy  to 
contribute.  Subtle  stuff  that  I  wouldn't 
have  seen."  F 
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Four  Seasons 

At  Four  Seasons,  we  believe 
our  success  is  best  measured 
by  your  success.  which  is  why 
we've  created  a  world  of  hotels 

dedicated  to  keeping  you 
at  your  best.  with  surroundings 
that  comfort  and  inspire,  and 

flawless  service  that  is 
always  at  the  ready.  in  short, 

all  you  need  to  accomplish 
everything  you  set  out  to  do. 


Contact  your  travel  consultant, 
v  isit  www.fourseasons.com  or 
IN  the  U.S.  call  1-866-823-2539. 


dney      Dallas      Mexico  City  Hampsh 
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Easing  the  anxiety  of 
tax  season  since  1993. 

Forget  the  yoga  and  stress  balls.  Help  relieve  unwanted  tension  around  April  15  with  Spiders  (SPY),  one  of  the  most 
tax-efficient  investment  choices  around.  That's  because  Spiders  represent  the  stocks  of  the  S&P  500,  only  selling 
securities  to  reflect  periodic  changes  in  the  overall  composition  of  the  index.  And  Spider  shares  trade  between  buyers  and 
sellers  on  an  exchange,  just  like  stocks.  So  the  fund  doesn't  need  to  sell  securities  to  pay  investors  who  want  to  cash  out.  These 
unique  characteristics  add  up  to  fewer  capital  gains  distributionsr  and  a  potentially  lighter  tax  burden  for  you.  Of  course,  since 
Spiders  trade  like  stocks,  they  are  subject  to  similar  risks.  Talk  to  your  advisor  about  Spiders,  and  stress  over  something 
other  than  tax  season  for  a  change.  www.SPDR.com.  Ticker  symbol  Amex:SPY.  The  entire  S&P  500  in  every  share 


State  Street  j  We-A 
Global  Advisors  !  ^<sA- 


AMERICAN 

STOCK  EXCHANCE 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully 
before  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  cal 
1-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  *Consult  your  tax  advisor.  Usual  brokerage 

Commission  applies.  Since  inception  in  1993,  the  SPDR  Trust  has  distributed  only  $0.16  in  short  and  long-term  capital  gains.  S&P  500*  and  SPDR' 
are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  SPDRs  are  no' 
sponsored,  endorsed,  sold  or  promoted  by  Standard  &  Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs 
©2005  American  Stock  Exchange  LLC 

ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 
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RECYCLING 


t  would  be  a  shame  to  toss  your  obsolete  cell  phone  into  a 
andfill.  Give  it  to  Chuck  Newman  and  let  him  make  a  buck  off  it. 
3y  Emily  Lambert 


HARLES  NEWMAN  GETS 
deliveries  at  his  Dexter,  Mich, 
recycling  factory,  up  to  10  tons 
each  weekday.  He's  counted  a 
fish  tank,  a  rotisserie  grill,  a 
urn  cake,  a  gilded  bra  and  a  Forrest 


Gump  videotape  among  his  "gifts."  But 
the  real  goodies  are  cell  phones,  and  he 
gets  10,000  to  15,000  of  these  daily.  His 
company,  ReCellular,  buys  used  phones 
for  a  few  bucks  each  from  wireless  carri- 
ers, banks,  retailers  and  fundraisers.  It 


resells  them — after  spruc- 
ing up  some  of  them — to 
dealers,  distributors  and 
carriers,  and  recycles  the 
hopeless  cases. 

Last  year  this  56,000- 
square-foot  operation  pro- 
cessed 3  million  phones, 
netting  $1  million  before 
taxes  on  revenue  of  $40 
million,  a  doubling  of  sales 
since  2002.  With  an  esti- 
mated 100  million  cell 
phones  retired  annually  in 
the  U.S.  and  five  times  that 
many  collecting  dust, 
ReCellular's  biggest  chal- 
lenge is  keeping  up.  "Most 
of  what  we  do  is  stumble 
into  things,"  says  Newman, 
64.  "I'm  amused  when  peo- 
ple commend  us  for  our 
foresight." 

Newman's  first  propi- 
tious stumble  was  out  of 
the  business  of  renting 
minicomputers,  a  business 
doomed  by  the  invention  of 
the  PC.  In  1991  Newman 
segued  into  renting  cell 
phones,  back  when  the 
devices  cost  $3,000  and  up. 
Soon  enough  prices  plum- 
meted, and  he  was  left  with 
a  stack  of  8,000  aging  phones.  So  he 
refurbished  and  sold  out  his  stock  and 
bought  more  to  flip  the  same  way.  After 
launching  a  Web  site  in  1997,  Newman 
started  connecting  with  buyers  around 
the  globe  wherever  U.S.-standard  phones 
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By  the  Numbers 


So  many  phones,  so  little  time  to  reprocess  them 


The  estimated  number  of  cellular 
phone  subscriptions  by  year-end  2005. 

The  top  offer  for  a  cell  phone  on  the 
Web  site  Cellforcash.com. 

The  percentage  of  Americans  surveyed  who 
recycled  their  used  cell  phones  last  year. 

The  number  of  wireless 
subscribers  in  the  U.S. 


were  compatible — mostly  South  and 
Central  America,  Israel  and  the  Far  East. 

Co-owned  by  Chuck  Newman,  his 
brother,  Allan,  and  a  few  employees, 
ReCellular  is  the  biggest  company  of  its 
kind  but  still  relies  on  elementary  collect- 
ing techniques.  It  provides  Sprint,  Verizon, 
T-Mobile,  various  retailers  and  other  orga- 
nizations with  postage-paid  boxes.  The 
collectors  receive  a  minimum  of  $3  per 
phone  or  a  cut  of  the  eventual  resale  price. 

Once  in  Dexter  the  phones  are  sorted, 
resorted  and  sorted  again.  One  of  the  200 
employees  separates  batteries,  eyeballing 
those  that  need  to  be  tested.  In  another 


area  a  worker  sorts 
phones  by  model,  with 
the  help  of  a  $3  million 
electronic  cataloging  sys- 
tem: It  allows  ReCellular 
to  know  how  much  to 
pay,  say,  the  Body  Shop, 
which  might  have  sent  in 
ten  different  models,  and 
to  integrate  that  data 
with  accounting  software 
affecting  new  purchase 
and  sale  decisions.  In 
another  area  two  dozen 
workers  erase  personal 
information;  another 
four  reverse  engineer 
incoming  models,  figur- 
ing out  how  to  take  off 
welcome  screens,  remove 
pictures  and  videos  and 
unlock  phones  so  that 
they  can  be  used  on  other 
carriers'  networks.  Re- 
Cellular sends  phone 
chargers  to  Goodwill 
Industries  to  sort,  test 
and  clean. 

Eight  percent  of 
incoming  phones  need 
more  work.  They're  sent 
to  Texas  or  to  a  contract 
plant  in  China  for  Depro- 
gramming, cleaning,  a 
new  keypad  or  a  new 
plastic  case.  The  fourth  of 
phones  that  are  obsolete 
or  have  fatal  defects  like 
fading  display  screens  go 
to  a  Midwest  recycler  that 
extracts  precious  metals  like  gold.  The 
revenue  from  reclamation  is  small 
enough  that  ReCellular  has  to  pay  the 
recycler  to  take  the  bad  phones  off  its 
hands.  That's  worth  the  money  since 
Newman  can  tell  the  companies  and 
charities  sending  him  phones  that  all 
waste  will  be  disposed  of  in  an  environ- 
mentally responsible  way.  Hard  to 
fathom,  but  he  claims  he  kept  2,000  tons 
of  phones,  batteries,  accessories,  pagers, 
cases,  chargers  and  cords — containing 
arsenic,  lead  and  cadmium — out  of  land- 
fills last  year.  Not  enough  for  the  Basel 
Action  Network,  a  Seatfie  group  monitor- 


ing the  toxic  waste  trade,  which  alleges 
that  companies  like  ReCellular  are  shift- 
ing toxic  waste  to  nations  that  aren't 
equipped  to  deal  with  its  eventual  dis- 
posal. Newman  says  he  already  collects 
used  phones  in  developing  countries  and 
is  growing  that  part  of  the  business. 

Surviving  phones  get  sold  for  $5  to 
$  1 20  each,  the  majority  in  the  lower  range. 
ReCellular  uses  half  what  it  recoups  to  pay 
collection  partners  and  shipping  costs;  an- 
other 40%  goes  to  salaries,  operations  and 
overhead  costs.  The  company  aims  to  keep 
10%  at  the  end  but  fell  far  short  last  year, 
thanks  mainly  to  problems  with  its  new 
software:  It  took  six  months  to  work  out 
the  kinks,  while  550,000  phones  piled  up 
in  the  factory. 

The  proliferation  of  new  models — 
Newman  reckons  there  are  850  active 
ones  on  the  market — means  more  busi- 
ness for  ReCellular.  And  more  head- 
aches. Cell  phone  manufacturers  don't 
always  design  phones  that  are  easy  to 
clean  up  and  debug.  ReCellular 
engineers  have  to  learn  the  tricks  on 
their  own,  while  the  clock  is  ticking.  The 
longer  it  takes  them  to  figure  out  how  to 
process,  for  example,  a  discarded  Treo 
600 — a  32-megabyte  gadget  with  phone, 
e-mail,  Web  access,  an  organizer  and  a 
camera — the  less  ReCellular  will  be  able 
to  resell  it  for. 

Wireless  carriers,  which  provide  half 
of  ReCellular's  input,  can  be  prickly,  too. 
Sprint  branded  products  have  to  be  totally 
unbranded  to  be  resold  in  North  Amer- 
ica. Nextel,  which  has  proprietary  tech- 
nology running  on  its  network,  prefers 
doing  most  recovery  and  recycling  itself. 

Then  there  is  competition.  RMS 
Communications  Group  in  Ocala,  Fla. 
reaches  out  to  consumers  via  a  Web  site 
and  a  mall  kiosk.  Elham  Ebizadeh,  who 
runs  a  cell  phone  refurbishing  and  ring- 
tone  business  in  Los  Angeles,  added  a  col- 
lection and  recycling  company  last  year, 
handing  out  500  drop  boxes  in  grocery 
stores  and  other  locations. 

But  ReCellular's  advantage  is  scale. 
With  his  partners,  Newman  has  50,000 
collection  boxes  and  expects  to  have  twice 
that  many  by  year-end.  He  also  has  his  eye 
on  related  businesses — as  in  collecting 
MP3  players,  cameras  and  GPS  units.  F 
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Using  free  cash  flow  to  find  good  stocks,  John  Osterweis  has  quietly 
turned  in  a  stellar  record  for  his  fund— 16.2%  average  annual  return 
over  the  last  decade.  It  sure  beats  net  income  |  By  James  M.  Clash 


HEN  NOT  MANAGING  MONEY, 
John  Osterweis  likes  to  ride  his 
horse,  Rush  Creek  Jax,  across 
the  rolling  western  landscape. 
But  the  competitive  Osterweis 
wants  more  than  merely  to  clip- 
clop  along  through  nature. 

Osterweis,  his  steed  and  another  human — often 
Osterweis'  son  Max — practice  a  peculiar  sport  called 
Ride  'N'  Tie,  a  cross-country  race  where  each  person 
alternates  running  and  riding.  This  forces  Osterweis, 
the  captain  of  the  threesome,  to  strategize  on  who 
does  what  when  in  order  to  get  all  eight  legs  across  the 
finish  line  first  in  a  race  against  similar  teams  (34  miles 
in  five  hours  would  be  good). 

Osterweis,  62,  likes  to  joke  that  of  the  stocks  in  his 
portfolio,  "some  gallop,  some  trot."  But  the  combina- 
tion has  given  the  Osterweis  Fund  an  impressive  aver- 
age annual  return  of  16.2%  over  the  last  ten  years. 
That  is  4.7  points  above  the  S&P  500.  A  $100,000  invest- 
ment in  Osterweis  would  have  returned  $152,000 
more  than  a  comparable  stake  in  the  index. 

His  key  metric  when  evaluating  stocks  is  free  cash 
flow.  That  quantity  is  cash  flow  from  operations  (the 
first  sum  on  a  company's  flow-of- funds  page)  minus 
capital  spending  (which  typically  appears  just  below 
on  that  page).  The  owner  of  a  private  company  wants 
free  cash  even  more  than  he  wants  net  income.  Free 
cash  gives  him  the  leeway  to  plow  capital  into  expan- 
sion, pay  dividends,  buy  back  stock  or  whittle  down 
debt.  For  the  shareowner  of  a  public  company,  free 
cash  has  the  additional  virtue  of  being  less  subject  to 
accounting  trickery  than  good  old  net  income.  As  the 
saying  goes:  Earnings  are  an  opinion,  cash  is  a  fact. 
Performance  of  the  $160  million  Osterweis  Fund 
has  been  equally  good  in  up  and  down  markets,  get- 
ting a  solid  B  grade  from  FORBES  in  both  categories 


and  winning  the  fund  a  spot  on  our  Honor  Roll  (see 
Sept.  20,  2004).  The  fund  boasts  a  commendable 
meshing  of  reasonable  expenses  (no  sales  load,  $1.36 
per  $100  of  assets  in  fees)  and  great  risk-adjusted 
returns.  Insightful  financial  analysis  is  this  fund  man- 
ager's strong  suit. 

Osterweis,  who  runs  his  fund  from  San  Francisco, 
earned  an  M.B.A.  from  Stanford  in  1969,  then  spent 
14  years  as  a  sell-side  analyst  covering  paper  and  forest 
products  stocks  at  firms  including  J.  Barth  and  E.F. 
Hutton.  In  1983,  with  an  investment  of  $30  million,  he 
founded  Osterweis  Capital  Management  to  run  high 
net  worth,  endowment  and  foundation  money.  In 
1993  he  added  the  retail  stock  fund.  Today  Osterweis 
Capital  manages  $2.4  billion  and  has  37  employees. 

The  fund  is  a  fairly  concentrated  portfolio  with 
only  30  stocks,  and  it  doesn't  turn  over  much — 58% 
annually  compared  with  the  average  stock  fund's 
117%.  This  minimizes  the  trading  commissions  and 
potential  tax  burdens  to  fund  shareholders.  Size  is  not 
a  criterion:  Companies  in  the  portfolio  range  in  mar- 
ket capitalization  from  United  Online  at  $625  million 
to  Vodafone  at  $180  billion. 

Like  other  value  managers,  Osterweis  screens  for 
the  usual  suspects  when  seeking  out  beaten-down 
nuggets:  a  price  low  in  relation  to  earnings  and/or 
book  value.  The  prospect  of  accelerating  growth  once 
any  problems,  perceived  or  real,  are  corrected,  is  a 
factor:  Regal  Entertainment,  an  Osterweis  holding 
and  the  largest  operator  of  movie  theaters  in  the  U.S., 
came  out  of  bankruptcy  in  2002  and  is  selling  at  just 
13  times  free  cash  flow.  The  value-oriented  Oster- 
weis' portfolio  averages  15  times  trailing  free  cash 
flow  versus  38  for  the  S&P  400. 

If  an  outfit  is  younger,  Osterweis  will  attempt  to 
segregate  the  capital  spending  into  two  parts,  one  for 
maintenance,  the  other  for  expansion.  He  subtracts 
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If  life  were  this  predictable,  you  wouldn't  need  to  prepare.  But  since  you  do,  why  not  ] 
strength?  Such  as  mutual  funds  and  other  investments  from  our  affiliate  OppenheimerFunds, 
1-866 -9-PREPARE  or  go  to  massmutual.com/peak.  Unless  you  think  your  soup  is  telling  you  sometl 

Retirement  Services/401  (k)  Plans  •  Life  Insurance  •  Disability  Income  Insurance  •  Long  Term  Care  Insurance  •  Annuities  •  Trust  Services  •  Income  Products  •  Inves 

Carefully  consider  a  fund's  investment  objectives,  risks,  charges  &  expenses  before  investing.  Ask  your  registered  representor 

©  2005  Massachusetts  Mutual  Life  Insurance  Co.  (MassMutuall,  Springfield.  MA  01111.  Securities  products  and  services  offered  through  MML  Investors  Services.  Inc..  a  MassMutual  subsidiary,  member ! 
;  by  Massachusetts  Mutual  Life  Insurance  Company  and  its  affiliated  insurance  companies. 


X 


tive  products  from  a  company  with  153  years  of  financial 
he  country's  leading  asset  managers.  For  more  information,  call 
't  predict.  You  can  preparef 


ctus  chaining  this  &  other  fund  information.  Read  it  carefully  before  investin 

:unds  Distributor,  Inc.,  an  affiliate  of  MassMutual.  Trust  Services  offered  through  The  MassMutual  Trust  Co.,  FSB.  Insurance  products  are  is 


■>'■.:■  ■ 


MassMutual 

If        FINANCIAL   G  R  OOP* 


OppenheimerFunds 

The  Right  Way  ro  Invest  . 


Show  Mb  Your  Cash 


COMPANY 


Money&lnvesting  

only  the  maintenance  cap-ex  in  his  free  cash  flow  calculation. 
UnitedGlobalcom,  for  example,  had  a  total  of  $450  million  in 
capital  spending  last  year,  but  Osterweis  counted  only  $160  mil- 
lion, the  amount  he  estimates  to  be  the  maintenance  part  of  it. 

Thus  free  cash  flows  for  Laidlaw  International,  the  old-line 
bus  transportation  company,  and  Vodafone,  the  youngish  cellu- 
lar company,  are  calculated  differently.  But  their  price/free  cash 
multiples  are  the  same:  13.  "Vodafone  shouldn't  be  penalized  for 
putting  a  higher  amount  of  free  cash  into  the  growth  of  its  busi- 
ness than  Laidlaw,"  reasons  Osterweis. 

Osterweis  now  sees  value  emerging  in  media  stocks — older 
companies  that  are  big  free-cash  generators.  In  July  Dex  Media,  the 
moneylosing  publisher  of  yellow 
and  white  page  directories  for 
Qwest,  the  Baby  Bell,  was  selling 
at  just  six  times  free  cash  flow. 
Reason:  Popular  thinking  held 
that  the  Internet  would  render 
such  publications  obsolete. 
While  Osterweis  concedes  that 
phone  directories  will  be  limited 
to  a  meager  1%  to  2%  annual 
revenue  growth,  he  feels  their  in- 
tensely local  focus  should  keep 
them  useful  for  ages. 

Dex  also  is  interesting  to 
Osterweis  because  it  is  highly 
leveraged  and  is  using  its  ample 
free  cash  flow,  $500  million 

annually,  to  pay  down  debt:  8%  in  2004,  9%  projected  this  year 
and  1 1%  in  2006.  The  balance  sheet  bolstering,  he  wagers,  will 
prompt  a  jump  in  stock  price.  Thus  far  Osterweis  has  been  right. 
He  bought  Dex  at  $19.  Currendy,  at  seven  times  free  cash  flow,  it 
trades  at  $24  and  occupies  3%  of  the  portfolio. 

Radio  stocks  soared  in  the  late  1990s  as  dot-coms  boosted 
ad  spending,  at  one  time  accounting  for  more  than  20%  of  all 
radio  revenue.  When  that  torrent  ebbed,  radio  stocks  did,  too. 
Now,  amid  an  improving  economy,  Osterweis  sees  some  bar- 
gains. Citadel  Broadcasting  and  Westwood  One,  with  price/free 
cash  ratios  of  15  and  21,  are  two  companies  he  owns.  By  tradi- 
tional price/earnings  multiples  they  are  overvalued.  Not  by 
Osterweis'  cash  metric. 

But  the  younger  satel- 
lite radio  stocks,  which 
Osterweis  admits  will  be 
strong  in  the  future,  aren't 

of  interest  yet.  "There  are  too  many  expectations  built  into 
the  prices  of  Sirius  and  XM  Satellite,"  he  says,  "just  too  much 
uncertainty." 

He  is  more  certain  about  Vodafone's  prospects.  He  bought 
in  at  $19  in  September  2003  for  ten  times  free  cash  flow.  Since, 
it  has  jumped  to  $26.  Regardless,  Osterweis  still  favors  the 
world's  largest  wireless  service  provider;  Vodafone  occupies 
2.3%  of  his  fund.  The  company  owns  a  44.5%  stake  in  Verizon 
Wireless,  the  biggest  U.S.  cell  provider.  Osterweis  believes  the 


These  stocks  may  not  be  bargains  on  a  P/E  basis,  but  they  are 
based  on  price/free  cash  flow,  the  metric  John  Osterweis  uses. 
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PRICE/FREE 
CASH  FLOW 


American  cell  market  will  continue  to  grow  and  that  Verizoi 
will  capture  more  of  it. 

UnitedGlobalcom,  another  of  the  younger  companies,  is  th 
dominant  cable  operator  in  Europe  and  Chile.  It  emerged  fron 
Chapter  1 1  in  2003  with  a  strong  balance  sheet  and  good  growtl 
prospects.  Osterweis  bought  in  at  $7.50,  not  so  much  on  fre 
cash  flow,  which  was  nothing  special  at  the  time,  as  on  the  pro 
jected  growth  of  that  flow.  He  was  right:  Free  cash  surged  470°/ 
in  2004. 

Since  he  got  in,  UnitedGlobalcom  stock  is  up  one-third  witl 
a  recent  price  of  $10  and  makes  up  3.3%  of  Osterweis'  portfolic 
He  has  bought  more  based  on  his  continuing  free  cash  flov 

growth  projections:  a  120°/ 
increase  this  year,  65%  ii 
2006  and  50%  in  2007. 

While  Osterweis'  methoc 
works  most  of  the  time,  i 
isn't  foolproof.  Last  July,  afte 
Marsh  &  McLennan  mutua 
fund  unit  Putnam  Invest 
ments  was  fined  for  imprope 
trading  by  New  York  Attor 
ney  General  Eliot  Spitzer 
Osterweis  got  interested 
Marsh,  then  down  55%  fron 
its  price  before  the  scandal 
was  trading  at  just  14  time 
free  cash  flow,  and  Osterwei. 
thought  Putnam's  trouble 
were  behind  it.  So  he  bought  at  $45. 

Then,  a  few  months  later,  Spitzer  went  after  Marsh's  insur 
ance  business  on  a  bigger  charge — bid-rigging  of  contracts.  Say: 
Osterweis:  "The  cloud  may  permanently  impair  Marsh's  con 
business,  and  we  aren't  interested  in  permanently  impairec 
businesses."  Osterweis  jettisoned  his  shares  at  $38;  today  Marsl 
sells  at  $32. 

Similarly,  the  recent  troubles  of  pharmaceutical  giant  Mercl 
over  the  recall  of  arthritis  drug  Vioxx  has  kept  Osterweis  on  th< 
sidelines.  He  says  the  painkiller's  safety  problems  are  bac 
enough  (it  allegedly  poses  cardiac  risks).  But  then  there  are  the 
accusations  that  Merck  knew  about  the  drug's  health  risks  anc 

Osterweis  on  Marsh  &  McLennan:  "We  aren't 
■interested  in  permanently  impaired  businesses." 

stayed  mum  about  them. . 

You  can  buy  the  Osterweis  Fund  direct  or  through  Charle; 
Schwab's  fund  supermarket,  although  you  won't  find  it  or 
Schwab's  "Select"  list.  To  get  on  that,  a  fund  must  fork  over  4C 
cents  per  $100  of  assets,  and  Osterweis  won't  jack  up  his  expense 
ratio  just  for  the  listing.  "You'll  have  to  ask  for  my  fund  by  m> 
name,"  jokes  Osterweis.  He  also  runs  another  smallish  ($57  mil- 
lion) retail  fund,  Osterweis  Strategic  Income,  for  investors  inter- 
ested in  bonds.  F 
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'Based  on  operating  cash  flow  less  all  capital  expenditures.  2Based  on  operating  cash  flow  less 
maintenance  capital  expenditures.  32005  estimate  NM:  Not  meaningful.  Sources: 
Osterweis  Capital  Management;  Forbes. 
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FORBES  GLOBAL  CEO  CONFERENCE 


THE  NEXT  MOVE 


For  more 
information 
and  inquiries 

Registration 

Cheryl  Siow 
Tel:  (65)  6836  3408 
Fax :  (65)  6836  3405/9 
ceo@forbesasia.com.sg 

General  Inquiries 
and  Sponsorship 
(outside  Australia) 

Tina  Wee/Kit  Lee 
Tel:  (65)  6836  3408 
Fax  :  (65)  6836  3405/9 
ceo@forbesasia.com.sg 

Sponsorship 
(within  Australia) 

Jim  Clarke 
Tel: (6 13)  8606  3001 
Fax:  (61 3)  8606  3010 
jimc@nuancemuitimedia.com 


August  30  -  September  I,  2005 

Sydney  Opera  House,  Australia 


New  ideas  flash  around  the  world  at  the  speed  of  light.  Whether  in  business,  technology, 
education  or  sports,  staying  ahead  of  trends  is  a  crucial  ingredient  in  success. 

At  the  fifth  annual  Forbes  Global  CEO  Conference,  senior  figures  from  the  world's  leading 
companies  and  institutions  will  discuss  the  best  ways  to  nurture  and  capitalize  on  innovation 
and  reveal  the  latest  global  trends. 

Where  better  to  discuss  staying  ahead  than  in  Australia  -  home  to  the  first  major  financial 
market  to  open  each  day,  to  excellence  in  biotechnology  and  information  and 
telecommunications  innovation,  and  to  world-leading  players  in  environmental  sciences 
and  renewable  energy.  Join  us  at  Sydney's  spectacular  Opera  House  for  an  inspiring  look 
at  the  future. 

Conference  Fee 

Early  Bird  US$3,995  (on  or  before  May  31,2005) 

US$5,000  (after  May  31 , 2005) 

*  Delegate  attendance  at  the  Forbes  Global  CEO  Conference  is  by  invitation  only  and  limited  to 
the  qualified  titles  (usually  Chairman,  Vice  Chairman,  CEO,  President  and  Managing  Director). 
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INTERNATIONAL  INVESTING 

No  Flight  Plan 

Russia  still  offers  great  returns,  but  you  need 
sharp  elbows,  say  the  scrappy  managers  at 
Prosperity  Capital  in  Moscow  |  By  Heidi  Brown 


Alexander  Branis  and  Ivan  Mazalov:  slugging  it 
out  in  court  with  the  oligarchs  when  necessary. 


I 


NVESTORS  KNOW  THAT  RUSSIA  HAS 
an  insidious  way  of  creating  heady 
hope  followed  by  letdown,  and  2004 
didn't  do  much  to  change  their  opin- 
ions. Between  January  and 
April  of  last  year  the  main 
exchange,  the  Russian  Trading  Sys- 
tem, climbed  30%,  but  has  since 
fallen  almost  all  the  way  back.  It  all 
seems  to  track  the  general  disap- 
pointment with  Vladimir  Putin's 
moves  in  the  Yukos  affair — the 
Kremlin  seized  the  private  oil 
company's  main  production  arm 
in  a  purported  tax  collection 
effort; — and  his  increasing  dis- 
tance from  liberal  economic  advis- 
ers. Depressing. 

But  the  miasma  can  obscure 
opportunity.  In  addition  to  oil 


prices  there  is  other  good  news  for  Russia, 
including  productivity  improvements  at 
large  enterprises  and  a  booming  construc- 
tion market.  Oil  production  should  con- 


Cheao  Seats 


Skepticism  about  Putin  has  kept  price/earnings 
multiples  low  on  Russian  energy  stocks.  Is  any  private 
property  safe  from  the  taxman? 

RECENT        MARKET  2004E 
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Prices  as  of  Jan  31.  'Prosperity  owns  preferred  shares  that  trade  at  26%  discount 
to  ordinary  and  have  a  dividend  guarantee.  'Prosperity  owns  preferred  shares, 
which  are  50%  cheaper  than  ordinary  shares  'Managers  expect  consolidation 
to  boost  earnings  srrongfy.                 Source.  Prosperity  Capital  Management 

tinue  to  grow.  At  just  seven  times  estimatec 
2005  earnings,  corporate  Russia  has  one  a 
the  lowest  stock  price  multiples  in  the  de 
veloping  world. 

How  to  prosper  there?  Ask  the  monej 
men  at  Prosperity  Capital  Management  ir 
Moscow,  a  boutique  firm  with  $500  mil 
lion,  mostly  in  Swedish  and  U.S.  institu 
tional  assets.  Its  flagship  Russian  Prosper 
ity  Fund,  now  with  $22( 
million  under  manage 
ment,  was  started  in  199( 
and  has  70%  in  what  pas: 
for  Russian  blue  chips.  I 
has  underperformed  tht 
RTS  just  three  times  (in- 
cluding last  year,  when  i 
could  not  escape  the  dam- 
age wrought  by  Yukos 
demise).  The  fund's  fee; 
aren't  tiny — there's  a  loac 
of  up  to  2%  and  an  an- 
nual management  fee  o: 
2.5%.  Still,  if  you  had 
invested  $10,000  in  ap 
imaginary  RTS  index  func 
nine  years  ago,  you'd  have 
$35,000,  whereas  with 
Prosperity,  net  of  fees 
you'd  have  $58,000. 

The  chief  investment 
officer,  Alexander  Branis 
27,  and  his  all-Russiar 
staff  use  an  orthodox  value  approach 
and  strike  an  activist  attitude  towarc 
their  investments.  All  the  companies  in 
their  portfolios — which  include  oil; 
power,  telecom  and  consumer 
products  firms — have  been  or  are 
being  privatized. 

But  the  transitional  stage  ol 
these  companies  means  Prosperity 
managers  can't  just  sit  back  and 
cash  their  dividend  checks.  They 
serve  on  the  boards  of  many  ol 
these  companies,  and  when  their 
rights  as  shareholders  are  being 
violated,  they  have  taken  oligarch- 
controlled  firms  to  court.  "It's  im- 
portant to  try  to  sue,"  says  Branis. 

Prosperity  was  founded  by  two 
Russian -speaking  Swedes,  Mattias 
Westman  and  Paul  Leander-Eng- 
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strom,  who  now  divide  their  time  between 
London  and  Moscow.  Both  worked  in  fi 
nance  in  Russia  in  the  mid-1990s. 

The  firm's  stance  might  seem  quixotic 
Even  casual  observers  have  heard  tales  o 
assets  being  stolen  outright.  In  2001  Pros- 
perity took  oil  giant  Surgutneftegaz,  one 
of  the  fund's  top  ten  holdings  since  incep- 
tion, to  court  for  underpaying  dividends. 
Prosperity  had  calculated  that  Surgut 
which  accounts  for  13%  of  Russia's  oil 
production,  was  understating  profits  tc 
avoid  paying  "substantial"  dividends.  After 
losing  in  Surgut's  home  base  in  Siberia. 

"We've  been  such  a 
nuisance,"  says 
Prosperity's 
 Mazalov. 


the  fund  appealed  to  an  arbitration  court 
in  Moscow  and  lost  again.  Still,  the  case 
opened  up  the  dividends  issue  to  national 
debate,  and  in  2003  the  national  parlia- 
ment, or  Duma,  passed  the  Surgut  Divi- 
dend Law.  The  company  has  agreed  to 
start  paying  dividends — though  not 
retroactively.  Still,  Surgut's  shares  have 
more  than  doubled  in  the  last  two  years. 

Prosperity,  though,  has  had  some  clear 
victories,  the  latest  being  in  its  dividend  bat- 
tie  with  TKK-BP.  This  is  an  oil  outfit  formed 
in  2003  when  BP  bougbt  a  controlling  stake 
in  a  holding  company  that  controlled  93% 
of  TNK  from  Alfa/Access/Renova  (controlled 
by  oligarchs  Victor  Vekselberg,  Leonid 
Blavatnik  and  Mikhail  Fridman).  Prosper- 
ity's Ivan  Mazalov,  32,  was  nominated  to  be 
a  TNK-BP  board  member  but  didn't  get 
enough  votes.  The  company  produces  1.4 
million  barrels  a  day,  or  one-third  of  BP's 
oil,  and  Mazalov  says  it  will  become  Rus- 
sia's largest  producer  this  year. 

Prosperity  claims  that  TNK-BP  short- 
changed minority  holders  out  of  $200 
million  in  dividends.  It  won  a  victory  of 
sorts  on  Jan.  14,  when  BP  agreed  to  turn 
the  minority  stake  into  shares  in  a  new 
Russian  entity  that  will  come  with  certain 
corporate  governance  and  dividend  com- 
mitments. Says  Mazalov  with  some  pride: 
"We've  been  such  a  nuisance."  F 
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e  Dark  Side  o 

The  government  makes  whistleblowers  filthy  rich  for  ferreting  out  fraud  on  the  jc 


By  Neil  Weinberg 


DOUGLAS  DURAND  IS  THE  PARAGON  OF  A  GORPORATE 
whistleblower.  Shortly  after  stepping  in  as  vice  presi- 
dent of  sales  at  TAP  Pharmaceutical  Products  in  early 
1 995,  he  began  to  suspect  the  company  was  conspiring 
with  doctors  to  overcharge  the  federal  government's 
Medicare  program  by  tens  of  millions  of  dollars.  But  instead  of 
trying  to  fix  the  problem,  he  spent  seven  months  gathering  evi- 
dence of  supposed  fraud.  Then  he  quit  in  1996  and  filed  a  secret 
lawsuit  against  TAP.  One  motive:  If  he  could  prove  the  com- 
pany was  dirty,  he  would  share  a  nice  chunk  of  any  ^^^T 
money  TAP  paid  back  to  the  feds.  ^4 

He  spent  eight  years  helping  the  government    ,  I 
build  its  own  case  against  the  company,  visiting    J  I 
prosecutors  in  four  states  and  testifying  before  a  ■ 
grand  jury  in  Boston.  He  compiled  a  list  of  alleged  I 
TAP  conspirators  and  then  called  these  former  col-   \  I 
leagues  while  the  FBI  listened  in.  Moreover,  Durand  B 
later  filed  suit  making  similar  allegations  against  a  TAP  ^^H^ 
rival,  the  former  Zeneca  Inc.  The  feds  ultimately  joined 
him,  filing  civil  and  criminal  charges  against  TAP  and  prodding 
it  into  paying  the  government  $885  million  to  settle  the  case — six 
times  as  much  as  the  claimed  overcharges.  Douglas  Durand 
cashed  in:  He  received  $126  million  from  the  U.S.  government. 
Now  age  53,  he  retired  and  lives  with  his  wife  and  daughter  in  the 
tony  enclave  of  Tarpon  Springs,  Fla. 

Yet  TAP  itself  Was  never  accused  of  submitting  bogus 
Medicare  bills;  it  was  charged  under  a  little-known  provision 
that  holds  medical  suppliers  accountable  if  others  falsely  bill  the 
government  for  the  suppliers'  products.  On  Oct.. 3, 2001,  the  day 
prosecutors  announced  the  settlement,  they  filed  criminal  fraud 
charges  accusing  TAP  executives  of  perpetrating  the  overbilling 


scheme.  This  "sends  a  very  strong  signal  to.  the  pharmaceutical 
industry,"  the  prosecutor  in  the  case,  Michael  Sullivan,  publicly 
declared  at  the  time. 

Then  Durand's  story  began  to  fall  apart.  As  the  trial  of  a 
dozen  TAP  employees  played  out  last  year,  defense  attorneys 
poked  holes  in  Durand's  claims.  Kickbacks  he  said  TAP  paid  to 
doctors  never  happened.  Price  hikes  he  had  accused  the  firm  of 
imposing  to  overcharge  Medicare  hadn't  actually  taken  place.  A 
fancy  conference  Durand  had  described  as  a  way  to  bribe 

doctors  into  selling  TAP's  drugs  was  in  fact  paid  for  by 
I  •  the  attendees  themselves. 

k  In  July  a  federal  jury  in  Boston  declared  all  the 
M^jl  m  defendants  not  guilty.  The  judge  then  tossed  out 
|  I   a  guilty  P'ea  entered  before  trial  by  Kimberlee 

m    Chase,  a  TAP  sales  manager  charged  with  bribing 

J    a  health  maintenance  organization.  The  judge 
ruled  that  federal  antikickback  statutes  don't  apply 

to  HMOs,  so  Chase  hadn't  committed  a  crime.  Never 
mind  that  those  same  HMO-related  allegations  had  been 
key  to  the  government's  case  against  the  company.  It  was  the 
third  time  in  eight  years  that  all  the  employees  indicted  in  such 
cases  were  exonerated  after  their  employers  paid  big  fines — 
Caremark  coughed  up  $161  million  and  Blue  Cross  Blue  Shield 
of  Illinois  $144  million. 

So  it  goes  in  the  Byzantine  world  of  whistleblowers.  In  the 
post-Enron  era,  these  self-appointed  do-gooders  are  granted 
breathless  audiences  by  Congress,  extolled  on  national  television 
and  lauded  by  Time  magazine  as  Persons  of  the  Year.  But  some 
whisdeblowers  are  motivated  by  greed,  willing  to  stretch  the  truth 
for  profit.  That  owes  to  the  whisdeblower  law,  adopted  in  1986, 
that  hands  informants  as  much  as  a  30%  cut  of  any  money  re- 
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\0  last  crusades  as  cofounder  and  chief  of  the  Center  for  Law  in 
the  Public  Interest,  he  played  a  key  role  in  pushing  passage  of  the 
whistleblower  law,  which  made  it  easier  to  prove  wrongdoing  and 
lifted  informants'  payoff  to  as  much  as  30%  of  the  booty. 

Two  years  later  he  went  into  private  practice  to  pursue  whistle- 
blower  cases.  "I  thought  this  law  was  a  way  to  use  litigation  to  right 
wrongs  and,  if  successful,  to  get  a  percentage,"  says  an  unabashed 
Phillips,  now  62.  Since  then  his  small  Washington  law  firm,  Phillips 
&  Cohen,  with  six  partners,  has  earned  more  than  $100  million 
suing  companies  for  defrauding  the  government.  He  claims  to  have 
helped  recoup  $2.6  billion  for  the  U.S.  Treasury,  a  third  of  federal 
whistleblower  recoveries. 

The  same  year  the  False  Claims  Act  was  amended,  Phillips  set 
up  Taxpayers  Against  Fraud,  a  nonprofit  group  out  to  aid  whistle- 


blowers.  Phillips  ran  it  out  of  his  own  offices  early  on  and 
quired  his  clients  to  make  the  taxpayer  group  a  co-plaintiff  i 
their  whistleblower  suits  as  a  way  to  fund  the  antifraud  cr 
sade.  Then  Phillips  secretly  funneled  money  from  Taxpaye 
Against  Fraud  back  to  his  law  firm,  one  client  alleged;  a  sec 
ond  client  filed  a  separate  complaint  accusing  Phillips  of  failing 

I to  disclose  his  close  ties  with  the  taxpayers  group. 
In  one  case,  involving  a  client  in  a  suit  against  Northrop 
Corp.,  Phillips  admitted  he  had  failed  to  tell  his  client  of  potential 
conflicts  of  interest  between  himself  and  Taxpayers  Against 
Fraud,  which  agreed  to  pay  the  lawyers  in  the  case  40%  of  its 
take.  He  made  this  admission  to  avoid  disciplinary  action  by  the 
California  bar.  In  the  second  case,  involving  a  client  Phillips  suc- 
cessfully represented  in  a  whistleblower  suit  against  Genera 
Electric,  the  client  sued  him  in  California  State  Court,  alleging  se- 
cret financial  ties  between  the  taxpayer  group  and  Phillips'  firm. 
Phillips  denies  the  charges,  and  the  client  lost  on  appeal.  This, 
after  GE  had  accused  the  litigant  of  aiding  the  original  fraud  by 
letting  it  drag  on.  Then  an  appeals  court  reduced  Phillips'  cut. 

questioning  whether  his  "aggregate  bonanza,  which  comes  to  $4 

■ 

million,  exceeds  the  boundaries  of  professional  propriety." 
Phillips'  lobbying  group  is  no  longer  a  plaintiff  in  his  suits. 

but  its  role  remains  murky.  Its  Web  site  says:  "Taxpayers 

Against  Fraud  and  the  TAF  Education  Fund  are  not  law  firms, 
T7*7^,  nor  are  they  affiliated  with  a  law  firm."  Yet  its  President's  Coun- 
cil is  packed,  with  whistleblower  lawyers,  who  can  write  off  dona- 
tions as  business  expenses. 

Defense  attorneys  consider  Phillips  to  be  a  worthy  foe,  and  he 
aims  to  expand  his  whistleblower  business.  The  law  doesn't  apply 
to  tax  cases,  although  in  a  case  against  Sakura  Global  Capital  last 
year  he  unsuccessfully  tried  an  end-run  around  this  exemption. 
Now  he  and  his  ally  in  passing  the  law,  Senator 
Charles  Grassley,  hope  to  expand  it  to  tax 
fraud.  (Under  a  different  law,  the  IRS  al- 
ready pays  tipsters  an  average  2.74% 
of  amounts  recovered.)  Estranged  s^t 
ex-spouses,  fired  employees  and  <  VL 
business  rivals  would  get  a  new  way  |* 
to  cash  in  or  exact  revenge— and 
Phillips  would  get  more  business. 

-N.W. 


penalty  paid  was  several  times  the  losses. 

Some  of  these  winnings  are  funneled 
back  into  the  pursuit  of  new  cases,  a  nifty 
little  move  the  feds  began  using  in  1996. 
For  several  consecutive  years  the  larger  en- 
forcement budgets  have  led  to  larger  set- 
dements,  which  in  turn  have  funded  still 
larger  enforcement  budgets.  "It's  all  done 
with  a  wink  and  a  nod,  with  the  bureau- 
crats going  back  to  Congress  and  saying 


bigger  budgets  are  justified  by  past  re- 
sults," says  Robert  Salcido,  a  former  fed- 
eral prosecutor  who  defends  whistleblower 
suits  at  Akin  Gump  Strauss  Hauer  &  Feld. 

Supporters  of  the  whistleblower  law 
say  it  is  the  only  way  to  clamp  down  on 
the  intractable  problem  of  fraud  in  gov- 
ernment contracts.  The  U.S.  government 
spends  half  a  trillion  dollars  annually  on 
medical  care,  one-quarter  of  its  budget, 


and  fraudulent  claims  could  total  $50  bil- 
lion of  that  sum,  says  the  Government  Ac- 
countability Office.  "There  can  never  be 
enough  bureaucrats  to  discourage  fraud- 
ulent use  of  taxpayers'  money  but  know- 
ing colleagues  might  squeal  can  be  a  de- 
terrent," says  Senator  Charles  Grassley 
(R-Iowa),  who  pushed  passage  of  the  law. 

In  this  for-profit  justice,  "financial  in- 
centives are  what  bring  people  forward," 
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When  the  feds  enlist  whistleblowers  to  go  after  big  compa- 
nies, many  firms  pay  up  regardless  of  guilt,  shareholders 
pick  up  the  tab,  and  life  goes  on.  But  when  prosecutors 
pursue  individual  doctors,  the  docs  can  be  ruined  over  even  minor 
transgressions. 

George  Krizek  put  in  25  years  as  a  psychiatrist  at  Wash 
ington  (D.C.)  Hospital  Center  before  learning,  on  Christ- 
mas Eve  1992,  that  the  Justice  Department  was  ac- 
cusing him  and  his  wife,  Blanka,  of  fraudulent 
government  billing.  Prosecutors  claimed  $245,000 
in  overcharges— and  demanded  $81  million  in  fines 
and  restitution  under  the  False  Claims  Act.  A  federal 
appeals  court  later  dismissed  that  demand  as  an  "as- 
tronomical" sum.  A  lower  court  then  cut  the  figure  to 
$75,000,  but  prosecutors  appealed  the  ruling  in  1998.  By 
then  Krizek  had  retired  and  was  fighting  cancer. 

"The  government  continues  to  relentlessly  pursue  Dr.  Krizek, 
who  is  at  this  point  a  broken  and  sick  man/'  U.S.  District  Judge 
Stanley  Sporkin  wrote.  "There  comes  a  point  when  a  civilized 
society  must  say  enough  is  enough.  That  point  has  been  reached 
in  this  case."  Undaunted,  the  feds  went  after  Krizek  for  another 
three  years  until  his  daughter,  Monika,  borrowed  money  to  meet 
prosecutors'  demand  for  $315,000.  "They  ruined  our  lives.  No- 
body will  know  how  much  we  suffered,"  says  Blanka  Krizek. 

In  Springfield,  III.  psychiatrist  Robert  Mitrione  was  sentenced 
to  23  months  in  jail  over  Medicaid  bills  that  totaled  all  of  $75.25. 


In  California  one  doctor  served  five  years  in  prison  over  $65,000 
In  disputed  Medicare  bills  in  a  case  in  which  a  key  witness  was  a 
fired  office  worker.  Stripped  of  his  medical  license,  he  now  does 
charity  medical  work  overseas.  "The  government  seized  all  of  our 
savings,  and  we  lost  our  home,  too,"  says  the  physician,  who  re- 
quested anonymity.  "This  case  has  ripped  the  hearts  out 
of  my  wife  and  my  children,  who  have  to  live  with  this 

history.  It  eats  away  at  them." 
i\  "These  lawsuits  are  envy  engines  that  bring  out 
competitors,  fired  office  workers,  ex-spouses  and 
mischievous  patients,"  says  Madeleine  Cosman,  a 
lawyer  who  has  written  extensively  decrying  the 
criminalization  of  American  medicine.  "I'm  not  inter- 
ested in  defending  quacks  or  charlatans,  but  whistle- 
blower  suits  are  hobbling  some  of  our  best  practitioners." 
Docs  must  contend  with  133,000  pages  of  federal 
medical  regulations,  and  only  the  richest  can  afford  to  fight. 
Bradenton,  Fla.  orthopedic  surgeon  Owen  McCarthy  spent  $3.5 
million  in  legal  fees  after  an  estranged  ex-partner  told  the  gov- 
ernment he  was  overcharging  Medicare  for  office  visits.  He 
claims  the  FBI  bugged  his  home  and  his  wife's  car  and  threat- 
ened to  press  criminal  charges  if  he  didn't  settle.  McCarthy 
paid  $600,000  in  2002.  "The  government  wanted  to  put  me  in 
jail  for  billing  $45  for  office  visits  for  which  it  said  I  should 
have  charged  $25.  It's  all  arbitrary,"  McCarthy  says.  "At  that 
point  $600,000  wasn't  a  lot  to  move  on  with  my  life."  —N.W. 


concedes  Michael  Hertz,  director  of  the 
Justice  Department's  civil  fraud  section. 
But  thereafter,  he  says,  "a  traditional  fraud 
investigation  takes  place  and  the  facts  are 
the  facts." 

Handing  informants  a  share  of  the 
booty  dates  back  centuries.  Suits  brought 
by  citizens  on  a  government's  behalf  are 
known  as  qui  tarn  cases,  derived  from  the 
first  two  words  of  the  Latin  phrase  mean- 
ing "whoever  brings  an  action  for  the  king 
brings  it  for  himself."  President  Lincoln  in- 
troduced qui  tarn  suits  to  the  U.S.  in  1863, 
signing  the  False  Claims  Act  to  target  ven- 
dors of  dud  gunpowder  in  the  Civil  War. 

The  law  languished  for  a  century  until 
it  was  revived  in  1 986  by  Senator  Grassley 
and  John  Phillips  of  the  Center  for  Law  in 
the  Public  Interest,  the  lawyer  who  later 
went  into  private  practice  to  pursue 
whisdeblower  cases.  They  hiked  a  whisde- 
blower's  cut  from  10%  to  as  much  as  30% 
and  lowered  the  threshold  for  guilt  from 
knowingly  ripping  off  the  government  to 


the  fuzzier  notion  of  "deliberate  ignorance" 
or  "reckless  disregard"  of  regulations. 

The  whistleblower  law  was  in  full 
swing  by  the  time  Doug  Durand  landed 
at  TAP  Pharmaceutical  in  1995.  He  grew 
up  in  Pawtucket,  R.I.,  one  of  eight  chil- 
dren, got  a  degree  in  pharmacology  at  the 
University  of  Pdiode  Island  and  spent  20 
years  selling  drugs  for  Merck  &  Co. 

His  career  there  ended  in  a  nasty  dis- 
pute in  1994  in  which  Durand  filed  an 
Equal  Employment  Opportunity  Commis- 
sion suit  against  the  drugmaker.  He  ac- 
cused Merck  of  retaliating  against  him  for 
supporting  a  female  colleague's  claim  that 
a  Merck  president  had  sexually  harassed 
her.  Merck  paid  him  $255,000  to  settle. 
Durand  claimed  in  a  related  affidavit  that 
Merck  had  ruined  his  career.  Stripped  of 
his  office  and  duties,  and  exiled  on  paid 
leave,  Durand  applied  to  TAP,  saying  he 
was  still  a  senior  regional  director  looking 
to  switch  jobs.  When  he  testified  later  be- 
fore a  grand  jury,  Durand  left  out  all  de- 


tails of  his  Merck  ouster,  saying  only  that 
a  headhunter  had  approached  him. 

TAP,  meanwhile,  was  in  the  fight  of  its 
life.  Abbott  Labs  and  Takeda  had  formed 
the  Lake  Forest,  111.  company  in  1977.  After 
it  developed  a  new  monthly  injection  of 
Lupron,  the  first  alternative  to  castration  for 
advanced  prostate  cancer,  sales  jumped 
from  $135  million  in  1990  to  $744  million 
five  years  later.  The  drug  went  for  $400  a 
dose,  and  Medicare  covered  80%  of  the  cost 

Durand  joined  the  company  in  Janu- 
ary 1995  just  as  Lupron  was  facing  fierce 
competition,  from  Zeneca's  Zoladex,  a 
lower-cost  rival.  As  head  of  sales  his  pri- 
mary mission  was  to  launch  Prevacid,  a 
new  drug  for  acid  reflux.  But  early  on,  he 
says,  he  grew  uncomfortable  with  the  way 
TAP  was  pushing  Lupron.  TAP  sold  it  fer- 
vently, putting  together  a  slide  show  on 
Lupron's  "return  to  practice"  for  doctors. 
It  held  seminars  at  fancy  resorts  and  gave 
physicians  TVs  so  they  could  show  its  pro- 
motional videos.  Wags  joked  internally 
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Whistleblowers 


that  TAP  lawyers  were  in  the 
prevention  department." 

One  of  Durand's  concerns 
involved  sales  reps'  failure  to 
properly  account  for  the  free 
samples  they  gave  to  doc- 
tors. A  precise  accounting 
is  required  by  federal  law 
to  prevent  doctors  from 
falsely  billing  Medicare  for 
samples  they  received  free 
of  charge.  Doctors  must 
sign  for  each  free  dose  they 
receive,  and  if  they  falsely 
bill  Medicare,  drugmakers 
can  be  convicted  of  crimi- 
nal fraud. 

Durand  became  con- 
vinced the  faulty  record- 
keeping was  intentional, 
designed  to  let  doctors 
collect  extra  money  from 
Medicare.  At  one  point  he 
proposed  linking  sales 
reps'  bonuses  to  how  well 
they  accounted  for  free 
samples  but  was  over- 
ruled, he  claimed  at  the 
trial  of  his  former  col- 
leagues. He  had  learned  of 
a  sales  rep  who  had  doc- 
tors sign  for  doses  they 
hadn't  received — a  "big 
problem,"  he  said,  but 
didn't  recall  doing  any- 
thing about  it.  Despite 
Durand's  qualms,  he 
didn't  turn  to  TAP's  out- 
side counsel  for  advice; 
asked  why,  he  testified 
that  only  two  employees 
below  the  rank  of  vice 
president  were  allowed  to 
do  so  and  he  was  not  on 
that  short  list. 

In  August  1995  Du- 
rand got  edgier  still,  after 
people  at  a  staff  meeting 
discussed  paying  a  2%  fee 
to  Lupron  doctors  to 
cover  administrative  costs; 
federal  rules  allow  such 
payments  only  to  HMOs 
and  other  buying  groups, 
not  to  individual  doctors. 


'sales 


By  the  Numbers 


The  feds  have  recouped 
billions  from  pharma 
fraud  cases.  The 
whistleblowers  have 
done  well,  too. 


ASTRAZENECA 
Government's  estimated  loss 

$39  million 

Settlement  paid  by  company 

$355  million 

Whistleblower  reward 

$47  million 

SCHERING-PLOUGH 
Government's  estimated  loss 

$293  million 

Settlement  paid  by  company 

$345  million 

Whistleblower  reward 

$32  million 

WARNER-LAMBERT 
Government's  estimated  loss 

$150  million 

Settlement  paid  by  company 

$430  million 

Whistleblower  reward 

$25  million 

TAP  PHARMACEUTICAL 
PRODUCTS 

Government's  estimated  loss 

$145  million 

Settlement  paid  by  company 

$885  million 

Whistleblower  reward 

$95  million 

Source:  Department  of  Justice. 


It  was  tricky  legal  turf.  "How  would 
Doug  look  in  [prison]  stripes?" 
Alan    MacKenzie,  whom 
Duran  outranked,  joked  at 
the  meeting.  Everyone  else 
laughed,  but  Durand  says 
he  viewed  the  remark  as 
"serious  and  sinister." 

Durand  began  look- 
ing at  how  to  protect 
himself.  He  says  he  feared 
getting  swept  up  in  a 
prosecution  if  the  feds 
ever  stumbled  upon  TAP's 
misdeeds.  "I  wanted  to  do 
the  right  thing,"  he  says. 
He  told  a  former  Merck 
colleague  about  the 
prison-stripes  comment, 
and  a  month  later  the  col- 
league referred  him  to  a 
lawyer — Elizabeth  Ainslie, 
a  white-collar  lawyer  who 
had  run  the  criminal 
fraud  section  in  the 
Philadelphia  U.S.  Attor- 
ney's office. 

Ainslie  suggested  Du- 
rand begin  keeping  notes 
and  collecting  TAP  docu- 
ments for  a  possible 
whistleblower  suit.  Shortly 
afterward  Durand  faxed 
her  a  story  headlined: 
"Rugby  Laboratories  Pays 
$7.5  Million  to  Settle  Gov- 
ernment VA  Fraud  Allega- 
tions; Former  Employee 
Who  Brought  Qui  Tarn 
Suit  Receives  $1.1  Million." 
He  asked  if  this  is  what  she 
had  in  mind;  it  was. 

Durand  began  supply- 
ing the  lawyer  with  TAP 
documents,  letters  with 
the  company's  attorneys 
and  memos  it  exchanged 
with  its  archrival,  Zeneca. 
She  showed  the  stuff  to 
James  Sheehan,  a  prosecu- 
tor in  the  Philadelphia 
office  where  she  had 
worked,  hoping  to  pique 
his  interest  in  joining  the 
case.  For  whistleblowers 


the  key  is  to  enlist  the  government — with 
its  power  to  subpoena  defendants  and  de- 
prive a  company  of  contracts  before  a  case 
has  been  decided — as  co-plaintiff. 

As  Ainslie  wooed  the  feds,  Durand  pul 
on  a  show  of  remaining  a  team  player  al 
TAP.  In  truth,  he  was  the  opposite.  When 
word  reached  him  of  a  California  rep 
whose  tactics  were  "out  of  line,"  he  left  the 
matter  to  a  subordinate  to  handle.  Then 
he  forwarded  internal  TAJ3  correspondence 
on  the  matter  to  Ainslie. 

In  February  1996  Durand  brought  hi1- 
sales  managers  to  a  golf  resort  in  Florida 
and  shared  his  vision  of  TAP's  future 
Later  that  month  he  got  his  bonus  fot 
1995  ($35,000)  and  quit,  leaving  TAP  fot 
AstraMerck.  A  month  later  he  formally 
hired  Ainslie  to  pursue  a  whistleblower 
case.  She  would  cover  his  expenses  and 
share  in  any  recovery  while  billing  defen- 
dants for  her  time  if  Durand  prevailed. 
Three  months  later  they  filed  suits  againsl 
TAP  and  Zeneca.  Like  all  such  suitsj 
Durand's  were  filed  under  seal.  The  gov- 
ernment was  required  to  investigate 
them,  and  it  did  so,  unbeknownst  to  the 
defendants. 

For  the  ensuing  five  years  Durand 
made  repeated  visits  to  U.S.  attorney's  of- 
fices in  Philadelphia,  Boston,  Chicago  and 
Wilmington  to  prevail  on  prosecutors  to 
join  his  suits.  From  his  office  at  Astra  he 
faxed  a  prosecutor  in  the  Philadelphia  of- 
fice, Virginia  Gibson  Mason,  calling  her 
"Ginny"  and  boasting  of  "a  productive 
morning!" — he  had  gotten  the  phone 
numbers  of  former  subordinates  to  call 
and  incriminate  as  the  FBI  listened  in.  The 
FBI  made  secret  tape  recordings  of  TAP  em- 
ployees discussing  potential  legal  problems. 
In  one  Durand  calls  a  former  TAP  colleague 
at  his  home,  tells  the  child  who  answered 
the  phone  that  a  "friend"  is  calling  and 
then  lies  to  the  TAP  exec,  pretending,  in  a 
bid  to  get  the  man  to  incriminate  himself, 
that  Durand  himself  had  been  subpoe- 
naed; this  employee  wasn't  ever  indicted. 

Durand's  case  drew  the  interest  of 
prosecutors  in  the  Boston  office  of  the  U.S. 
Attorney  after  they  came  across  a  second 
whistleblower,  Dr.  Joseph  Gerstein.  Ger- 
stein  oversaw  drug  buying  at  a  Tufts  Uni- 
versity HMO  and  recendy  had  decided  to 
replace  TAP's  Lupron  with  rival  Zoladex. 
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Whistlebiowers 


It  was  then,  he  told  the  feds,  that  TAP's  Kim 
Chase  and  a  colleague  offered  him  an  "un- 
restricted" educational  grant  if  he  reversed 
his  decision.  Gerstein  viewed  it  as  a  possi- 
ble bribe.  He  approached  TV  and  newspa- 
per reporters  but  was  ignored.  Then  he 
contacted  Boston  prosecutors. 

"They  were  looking  for  potential  cases 
to  investigate  since  they  have  a  big  health 
care  unit,"  Gerstein  says.  He  hired  a  lawyer 
and  met  with  prosecutors  in  late  1996  and 
filed  his  whistleblower  suit  against  TAP  in 
March  1998.  At  the  behest  of  federal 
agents,  Gerstein  let  the  FBI  hide  a  camera 
in  his  office  and  wore  a  wire  as  he  twice 
lured  the  TAP  reps  back  by  pretending  he 
might  reinstate  Lupron.  The  FBI  asked 
Gerstein  to  meet  again  to  solicit  a  personal 
bribe.  Queasy  about  the  ethics,  he  staged 
the  meeting  but  refused  to  come  right  out 
and  ask  for  a  kickback. 

In  April  2001,  five  years  after  Durand 
filed  his  suit,  the  Boston  U.S.  Attorney's  of- 
fice joined  it  ("intervened").  Durand's 
lawyer,  Ainslie,  drafted  a  motion  to  dismiss 
Gerstein's  suit,  and  his  claim  to  part 
of  the  recovery,  on  the  grounds 
that  her  client  had  filed  first 
The  whistlebiowers  settled 
their  spat,  with  Gerstein  ac- 
cepting a  3%  cut  of  what- 
ever the  government  re- 
covered and  Durand 
skimming  a  14%  share. 

TAP  denied  the 
charges  and  argued  that 
its  sample  program,  edu- 
cational grants  and  other 
efforts  were  entirely  legal 
tactics  common  to  many 
drugmakers.  It  was  a  los- 
ing hand.  The  feds  had 
two  highly  motivated 
whistlebiowers  and  had 
collected  500  boxes  of 
documents.  TAP  pleaded 
guilty  in  October  2001  to 
what  the  government  said 
was  a  nationwide  con- 
spiracy that  included  en- 
couraging doctors  to  ille- 
gally bill  for  free  samples, 
bribing  them  to  get  them 
to  prescribe  Lupron  and 
reporting  bogus  whole- 


allowed  to  fix 
the  problems 
I  was  trying  to 
fix,  yes,  the 
lawsuit  would 

not  have 
probably  ever 
happened." 


sale  prices  to  dupe  Medicare  into  over- 
paying. It  agreed  to  pay  $885  million  in 
restitution,  fines  and  interest. 

TAP  has  agreed  to  pay  $150  million  to 
settle  a  private  suit  brought  by  consumers, 
insurers  and  health  benefit  planners  re- 
lated to  the  charges,  boosting  its  penalties 
past  $1  billion.  The  government  wrangled 
$355  million  from  AstraZeneca  (formerly 
Zeneca)  in  2003.  Durand  had  never 
worked  at  Zeneca  but  says  he  sued  the 
firm  at  the  recommendation  of  Philadel- 
phia Assistant  U.S.  Attorney  James  Shee- 
han,  a  former  colleague  of  his  attorney. 

The  carefully  crafted  deal  let  TAP 
remain  a  Medicare  provider.  The  firm 
pleaded  guilty  to  criminal  charges  of  vio- 
lating the  Prescription  Drug  Marketing 
Act  and  was  allowed  to  stay  in  business. 
Four  doctors  pleaded  guilty  to  illegal 
billing.  The  day  the  settlement  was  final- 
ized, H.  Thomas  Watkins,  TAP's  president 
at  the  time,  conceded  it  had  provided 
Lupron  samples  to  a  number  of  doctors 
who  illegally  billed  Medicare.  But  he 
added  that  "We  fundamentally  dis- 
agree with  the  government's 
claims  regarding  TAP's  pric- 
ing and  reimbursement 
policies."  TAP  had  agreed 
to  pay  the  big  fine,  he 
added,  only  because  the 
government  had  threat- 
ened to  end  federal  reim- 
bursements for  Lupron, 
worth  half  a  billion 
dollars  a  year. 

That  enraged  William 
Young,  the  chief  U.S.  Dis- 
trict Court  judge  in  Boston 
who  had  approved  the  set- 
tlement. Young  forbade 
TAP  to  make  further  claims 
of  innocence.  "I  don't 
want  some  p.r.  flack  saying 
this  is  all  just  a  big  misun- 
derstanding," he  said. 

When  the  separate 
trial  of  TAP  employees  un- 
folded last  summer,  the 
judge  in  that  case,  Douglas 
Woodlock,  rejected  the 
claims  of  whistleblower 
Gerstein  wholesale.  Du- 
rand testified  and  "had  the 


crap  beaten  out  of  me"  during  a  week  ol 
cross-examination,  he  says.  His  original 
suit  claimed  TAP  had  paid  doctors  2%  kick- 
backs, but  only  one  customer  got  the  fees 
and  they  were  legit:  Tri-State  Urology,  a 
buying  group,  had  a  legal  safe  harbor  to 
receive  the  fees.  Durand  says  TAP  intended 
to  kick  money  back  to  others. 

He  also  wrongly  told  Chicago  prose- 
cutors that  TAP  fully  accounted  for  only 
half  of  the  free  samples  it  handed  out;  in 
fact,  it  accounted  for  a  far  higher  portion. 
He  inaccurately  testified  that  a  meeting  in 
Nevis,  West  Indies  was  a  free  junket  for 
doctors  dubbed  "TAP  into  the  Future."  In 
fact,  it  was  titled  "A  Commitment  to 
Urology:  Therapeutic  Innovations  in  BPH 
and  Prostate  Cancer."  Doctors  paid  their 
own  way  and  earned  educational  credits. 

"If  you  fixed  the  problems,  do  you 
think  it  would  have  helped  your  lawsuit?" 
Durand  was  asked  at  trial.  His  reply:  "If  I 
was  allowed  to  fix  the  problems  I  was  try- 
ing to  fix,  yes,  the  lawsuit  would  not  have 
probably  ever  happened." 

By  the  time  the  legal  holes,  logical 
leaps  and  inaccuracies  in  the  case  were 
revealed  in  the  criminal  trial  last  year,  TAP 
had  been  shaken  down.  Durand  picked 
up  $79  million  for  his  TAP  case  and  $47 
million  for  suing  AstraZeneca,  and  his 
lawyer,  Ainslie,  landed  $13.5  million.  Ger- 
stein shared  $16  million  with  Tufts,  and 
his  lawyer  got  an  undisclosed  sum,  plus 
fees  and  expenses. 

Durand  appeared  with  a  raft  of  other 
whistlebiowers  on  Oprah  Winfrey's  TV 
talk  show  in  August  2002,  regaling  viewers 
with  tales  of  his  heroics.  "Financially,  I  lost 
a  lot,"  he  solemnly  told  his  popular  TV 
host.  The  show  made  only  fleeting  refer- 
ence to  the  most  interesting  part — that  ten 
months  earlier  he  had  received  almost  $80 
million  of  his  whistleblower  windfall. 

TAP  may  have  deserved  to  get  smacked 
down  by  prosecutors,  and  Durand  may 
have  deserved  a  reward  for  helping  deliver 
it.  But  in  other  areas  the  government  caps 
whistlebiowers'  rewards  at  sane  levels — 
$250,000  in  customs  cases  and  $1.6  mil- 
lion in  those  involving  bank  fraud.  It's  an 
odd  law  that  makes  whistlebiowers 
centimillionaires  for  reporting  on  bad  be- 
havior after  silently  watching  it  take  place 
under  their  noses.  F 
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Dancing 


Louis  Gerstner  Jr.  revived  IBM  and  penned 
a  book  about  making  elephants  dance.  His 
successor  is  finding  it's  not  so  easy  being  a 
pachyderm's  partner  |  By  Daniel  Lyons 


IT  WAS  THE  KIND  OF  BIG,  BRASH  COMING- 
out  party  that  is  fitting  for  the  new  chief  of 
the  world's  largest  computer  maker.  In 
October  2002  Samuel  J.  Palmisano,  a  life- 
long insider  who  succeeded  superstar  Louis 
V.  Gerstner  Jr.  as  chief  executive  of  IBM, 
took  the  stage  at  the  American  Museum  of 
Natural  History  in  New  York  to  address 
hundreds  of  corporate  customers.  As  thou- 
sands of  IBMers  looked  on  via  the  Internet,  Palmisano  laid 
out  a  grand  vision  and  a  $10  billion  gamble. 

He  spoke  of  a  new  era  of  On  Demand  computing  in 
which  customers  could  forget  about  buying  computers 
and,  instead,  could  rent  power  from  IBM  as  if  it  were  an 
electric  company,  paying  only  for  what  they  used.  In  a 
narrow  sense  On  Demand  was  a  throwback  to  the  main- 
frame time-sharing  in  vogue  in  the  1970s,  when 
Palmisano  joined  IBM  out  of  college.  In  a  broader  sense 
On  Demand  was  a  way  of  reengineering  businesses  so 
that  they  used  their  data  better.  If  On  Demand  took  off, 
IBM  would  see  a  burst  of  growth  in  its  services  division, 
which  now  accounts  for  half  of  its  revenue. 

Earlier  that  month  IBM  had  paid  $3.5  billion  to 
acquire  PricewaterhouseCoopers  Consulting  to  help  the 
new  push.  As  for  the  rest  of  the  $10  billion,  Palmisano 
vowed  to  acquire  the  necessary  companies,  develop  the 
software  and  build  new  data  centers  across  the  world,  all 


to  make  On  Demand  a  reality. 
Onstage  with  him  that  day  were  rep- 
resentatives of  two  big  customers 
embracing  the  pitch:  DaimlerChrysler 
and  the  University  of  Pennsylvania  hospital 
system.  "It's  a  big  bet,  a  bold  bet,  no  doubt 
about  it,"  Palmisano  told  the  crowd.  "But  a 
risky  bet?  I  don't  think  so." 

Maybe  it  wasn't  a  risky  move,  but  it 
turned  out  disappointing  results.  Daimler- 
Chrysler,  whose  chief  technology  officer  spoke 
at  the  2002  event,  outsourced  its  North  American  data 
center  operations  in  2004 — not  to  IBM,  but  to  Electronic 
Data  Systems.  And  while  a  Penn  professor  onstage  had 
described  an  IBM-based  system  he  had  developed  for 
sharing  medical  images,  the  hospital  system's  technology 
chief  says  he  isn't  interested  in  it;  he  has  begun  unplug- 
ging his  last  remaining  IBM  mainframe. 

Some  big  customers — J. P.  Morgan  Chase,  Cable  & 
Wireless,  Invensys — are  pulling  the  plug  on  billion- 
dollar  contracts  with  IBM,  giving  rise  to  a  new  buzz- 
word: insourcing.  To  be  sure,  IBM  has  successes  to  crow 
about,  landing  contracts  with  gas-and-electric  utility 
NSTAR  and  Australian  airline  Qantas.  But  still  its  back- 
log on  Dec.  31,  2004  was  $111  billion,  down  $9  billion 
from  the  year  before.  Analysts  at  Sanford  C.  Bernstein, 
the  stock  research  house,  argue  the  decline  is  even 
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higher — more  like  $12  billion,  when  you 
factor  out  acquisitions  that  added  to 
the  backlog. 

Some  of  that  backlog  decline  is 
due  to  the  shortening  of  contract 
durations — big  companies  nowa- 
days aren't  as  likely  to  sign  ten -year 
commitments  as  they  used  to  be. 
Some  of  it  reflects  the  tough  com- 
petition in  the  outsourcing  business, 
from  EDS,  Computer  Sciences  Corp., 
Accenture  and  an  onslaught  of  European 
and  Indian  companies. 
Can  On  Demand  put  some  life  back  into 
IBM's  Global  Services  division?  This  is  the  outsourcing 
business  where,  in  the  1990s,  Palmisano,  now  53,  made 
important  strides  in  the  race  to  succeed  Gerstner.  From 
1993  to  2001,  during  Gerstner's  reign,  IBM's  services 
revenue  doubled  to  $35  billion.  Since  then  it  has 
climbed  to  $46  billion.  But  Global  Services  grew  only 
4%  last  year,  excluding  currency  gains,  less  than  half 
the  growth  of  the  year  before.  New  contract  signings 
declined  20%. 

Moreover,  "This  utility  computing  model  is  bull. 
Hardly  anybody  is  buying  that  way,"  says  Joseph 
Tucci,  chief  executive  of  EMC,  an  $8  billion 
maker  of  storage  equipment  and  an  IBM  rival. 
"People  who  were  around  in  the  1970s  and 
980s  remember  what  it  was  like  to  be  owned  by 
IBM.  Nobody  wants  to  go  back  to  that."  (IBM  declined  to 
make  any  executives  available  for  interviews 
for  this  story.) 

Analyst  Linda  Cohen  of  Gartner 
counts  only  a  handful  of  accounts 
where  customers  rent  computing 
power  from  a  shared  IBM  facility,  and 
says  others  have  tried  IBM's  ballyhooed 
new  setup  but  could  not  make  it  work. 
"Companies  sign  up  but  then  can't  get 
their  business  units  to  use  it,"  she  says.  "The 
divisions  don't  like  it,  and  they  won't  comply. 
There  is  no  demand." 

The  lukewarm  reception  to  the  first  big  initiative 
of  Sam  Palmisano  stands  in  sharp  contrast  to  the  way 
things  went  when  Gerstner,  an  outsider  from  Amer- 
an  Express  and  RJR,  joined  IBM  at  its  darkest  hour, 
993.  He  declared  he  had  no  big  vision,  then  pro- 
ceeded to  engineer  one  of  the  most  miraculous  turn- 
arounds in  corporate  history.  Gerstner  boosted  IBM's 
stock  price  eightfold  in  nine  years.  Dubbed  "Gerstner 
the  Great"  by  one  adoring  analyst,  he  left  in  2002  to  pub- 
ish  a  book  titled  Who  Says  Elephants  Can't  Dance? 
Palmisano  is  finding  that,  whatever  its  skills  at  danc- 
ing, this  animal  is  no  sprinter,  at  least  compared 
with  a  newer  tech  company  like  Dell  or  Cisco 
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Payback 
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Systems.  Since  March  2002,  when  Palmisano 
took  over,  shares  in  the  computer  giant  have 
fallen  6%,  failing  to  keep  pace  with  the  S&P 
500.  In  this  period  Dell's  stock  has  risen  54% 
and  Cisco's  15%. 

There  was  a  time,  decades  ago,  when 
IBM's  commanding  presence  in  computer 
hardware  made  it  a  growth  company  like 
Dell.  The  coda  to  that  bygone  era  came  late 
last  year,  when  IBM  abandoned  the  PC  market 
and  agreed  to  sell  its  ailing,  $9  billion-a-year 
PC  unit  to  Chinese  maker  Lenovo.  That  fol- 
lowed a  retreat  in  disk  drives  (IBM  sold  its 
business  to  Hitachi  in  2002)  and,  a  few  years 
earlier,  in  network  switches  and  memory 
chips.  At  $31  billion  last  year,  revenue  in 
IBM's  hardware  business  today  is  12%  lower 
than  it  was  a  decade  ago.  Software  revenue  at 
IBM  has  grown  19%  since  1995,  while  the  ^^^^^^^^^ 
entire  software  market  more  than  doubled  in 
the  same  period. 

Now  the  last  growth  engine  IBM  has  left — Global  Services — 
is  showing  signs  of  sputtering.  "For  years  all  they've  talked 
about  is  services,  but  now  services  isn't  growing.  There's  no 
'there'  there,"  contends  William  Fleckenstein,  president  of 
Fleckenstein  Capital,  a  Seattle  hedge  fund,  which  has  been 
short-selling  IBM  shares.  "This  is  a  company  that  has  been  dete- 
riorating for  some  time." 

Yet  most  investors  continue  to  believe  in  IBM.  At  $94,  IBM 
shares  have  climbed  15%  from  last  summer,  and  they  com- 
mand a  price/earnings  ratio  in  line  with  the  market's  (IBM  is 
at  19  times  trailing  earnings  versus  20  for  the  S&P  500).  IBM 
looks  especially  strong  amid  the  travails  at  the  now  Carly-less 
Hewlett-Packard  and  at  Sun  Microsystems.  In  2004  IBM 


t  ome  IBM  consultants  who  left  the  company  in  2004  have  been  getting  a  little 
surprise  from  their  former  employer— letters  demanding  they  return  bonus 
'  money.  Amounts  range  from  several  hundred  dollars  to  several  thousand.  IBM 
has  even  turned  some  accounts  over  to  a  collection  agency. 

Recipients  of  the  dunning  letters  are  former  PricewaterhouseCoopers  consul- 
tants who  became  IBM  employees  after  its  $3.5  billion  acquisition  of  PwC  Consulting 
in  2002.  The  ex-PwCers  say  IBM  cut  their  pay  when  they  joined  IBM  but  later  made  up 
for  the  pay  cuts  by  doling  out  bonuses  equivalent  to  2%  of  salary.  They  say  IBM  made 
three  of  these  2%  payouts,  in  February  2003,  July  2003  and  February  2004. 

But  aiong  with  the  money  IBM  sent  out  e-mails  warning  that  the  bonuses  were 
actually  advances  and  that  if  they  left  IBM  before  the  end  of  2004,  they'd  have  to 
return  the  money.  Says  a  spokesman,  "The  terms  were  communicated  to  and 
accepted  by  those  receiving  advances."  —  D.L. 


posted  record-high  net  income  and  record-high  revenue 
earning  $8.4  billion  on  sales  of  $96.5  billion. 

So  Sam  Palmisano  has  some  wiggle  room  as  he  tries  to  ignite 
On  Demand.  A  onetime  college  football  player  (he  played  centei 
at  Johns  Hopkins),  Palmisano  joined  IBM  in  1973  and  never  left 
Eventually  he  served  as  executive  assistant  to  chief  executive 
John  Akers.  Gerstner,  Akers'  replacement,  cycled  Palmisanc 
through  top  jobs  in  three  key  divisions — PCs,  Global  Services 
and  servers — before  naming  him  president  and  chief  operating 
officer  in  July  2000.  Palmisano  succeeded  Gerstner  as  chief  exec- 
utive in  March  2002,  and  in  January  2003  assumed  the  chair- 
man's title  as  well. 

Palmisano's  vision  of  utility  computing  builds  on  the  out- 
sourcing business,  by  which  IBM  buys  customers'  computers 
back  from  them,  hires  away  their  techies 
and  runs  their  computer  centers  under 
multiyear  contracts,  collecting  a  monthly 
fee.  Now  that  IBM  owns  and  runs  all 
these  huge  computer  centers,  why  not 
yoke  them  together  and  sell  spare  capac- 
ity to  new  customers?  In  fact,  why  not 
build  new  data  centers  and  rent  space  in 
them,  the  way  an  electric  company  might 
build  a  power  plant?  In  theory  IBM  could 
charge  lower  prices  and  still  make  a 
higher  profit  when  several  customers 
share  the  same  big  pool  of  computers. 
IBM  is  erecting  such  data  centers  in 
Boulder,  Colo.,  Singapore,  Australia  and 
elsewhere. 

The  On  Demand  approach  relies  on 
customers  surrendering  all  control  over 
tech,  but  some  clients  are  deciding  to  take 
it  back.  Last  September  J.P.  Morgan  Chase 
canceled  its  seven-year,  $5  billion  deal 
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sugar-Tree  cnocoiate  hasn't  always 
had  the  same  attraction.  Candy  companies  knew  there  was  a 
pent-up  demand  for  better-tasting  sugar-free  chocolate  and 
asked  Cargill  to  help  create  it.  We  combined  our  expertise  in 
sugar  replacers  with  our  knowledge  and  passion  for  making 
chocolate  to  develop  a  sugar-free  chocolate  that  was  superior 
to  anything  before.  Now  candy  makers  and  other  food 
companies  are  using  it  to  create  new  products  that  are 
winning  consumers  and  rapidly  growing  the  market  for  sugar- 
free  chocolate.  This  is  how  Cargill  works  with  customers. 

collaborate    >    create    >  succeed 


VE  FOUND  A  WAY 
rO  REMOVE  THE  SUGAR  WITHOUT 
REMOVING  THE  TEMPTATION. 


vw.cargill.com 

004  Cargill.  Incorporated 


Cargill 


Nourishing  Ideas.  Nourishing  People: 


with  IBM  after  less  than  two  years  because  its  chief  information 
officer,  Austin  Adams,  believed  his  company's  in-house  staff 
could  do  a  better  job  for  less  money — at  least  for  certain  things. 
"I  defy  any  outsourced  financial  services  company  to  show  me 
that  their  costs  are  better  than  mine,"  Adams  says. 

Likewise,  last  year  Cable  &  Wireless  took  its  data  center  op- 
erations back  in-house,  a  year  after  suing  IBM  over  a  $3  billion, 
ten-year  contract  it  had  signed  in  1998.  C&W  acted  after  a  con- 
sultant, Compass  America,  studied  14  months'  worth  of  bills 
and  determined  that  the  client  was  being 
overcharged.  IBM  says  the  allegation  was 
without  merit.  According  to  Compass, 
audits  of  other  companies'  outsourcing 
deals  have  uncovered  overcharging. 

In  2003  British  engineering  firm 
Invensys  canceled  a  ten-year,  billion-dol- 
lar deal  it  had  signed  with  IBM  only  a  year  before,  taking  all  the 
work  back  in-house.  Investment  bank  Piper  Jaffray  for  years 
relied  on  IBM  to  run  its  computer  systems  and  data  center,  but  it 
switched  to  Unisys. 

Other  times  IBM  loses  out  to  vigorous  competition.  In  Octo- 
ber 2004  Starwood  Hotels  &  Resorts,  owner  of  the  Westin  and 
Sheraton  chains,  canceled  a  deal  with  IBM  that  was  supposed  to 
run  until  2007,  switching  to  Hewlett-Packard.  In  December 
British  travel  company  TUI  UK,  which  in  2002  had  announced 
an  eight-year  outsourcing  deal  with  IBM,  canceled  that  deal  and 
switched  to  Wipro,  an  Indian  outsourcer,  which  TUI  says  offered 
25%  lower  prices  and  better  service. 

Some  clients  goad  IBM  into  cutting  prices  on  already-signed 
contracts.  Atlanta-based  credit  bureau  Equifax  in  1998  struck  a 
ten-year  deal  with  IBM  valued  at  $900  million  but  in  2003  rene- 
gotiated a  new  ten-year  contract  valued  at  only  $800  million. 

IBM  is  also  having  greater  difficulty  signing  new  deals. 
New  contract  signings  declined  20%  to  $43  billion  in  2004. 
Some  of  IBM's  biggest  customers  now  look  to  other  providers 


An  "On  Demand"  Stock? 

Customers  might  not  be  embracing  IBM's  On  Demand 
hype,  but  investors  sure  are.  IBM's  stock  used  to  trade  at 
a  discount  to  the  market  but  now  carries  a  price/earnings 
ratio  in  line  with  the  S&P  500's. 


IBM's  P/E  relative  to  the  S&P  500  s  P/E 
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Sources:  Reuters  Fundamentals  via 
FactSet  Research  Systems;  Forbes. 
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when  new  jobs  come  up.  Deutsche  Bank,  Zurich  Financial 
Services  and  Royal  Philips  Electronics  are  IBM  customers, 
but  last  year  they  gave  work  to  such  IBM  rivals  as  Accenture, 
Infosys,  Dell  and  Computer  Sciences  Corp.  In  2003  French 
insurer  AXA  Group  signed  a  hardware-and-services  contract 
but  later  hired  Dell,  rather  than  IBM,  to  manage  80,000  desk- 
top computers. 

Where  is  the  growth  going  to  come  from?  Palmisano  is  now 
pushing  "business  process  transformation."  Example:  It  helped 


The  utility  computing  model  is  bull. 
Hardly  anyone  is  buying  that  way." 


Danbury  Hospital  redesign  its  data  collection  so  that  patients 
aren't  kept  waiting.  In  addition  to  that,  there  is  a  market  called 
"business  process  outsourcing."  Instead  of  simply  running  com- 
puters, IBM  hopes  to  operate  entire  parts  of  a  company's  busi- 
ness, such  as  personnel  or  accounting.  Last  year  at  a  meeting 
with  Wall  Street  analysts,  Palmisano  touted  this  kind  of  out- 
sourcing as  a  $500  billion  market  of  which  IBM  dreamt  of  some- 
day getting  10%.  To  this  end  IBM  last  year  acquired  the  person- 
nel department  of  Procter  &  Gamble,  agreeing  to  sell  its  services 
back  to  P&G  at  a  discount  and  hoping  to  sell  its  services  to  myr- 
iad new  customers. 

But  everyone  else  in  IT  outsourcing  is  doing  the  same  thing, 
and  some  have  more  experience  than  IBM.  IBM  lags  behind  rivals 
in  most  BPO  market  segments.  In  personnel  department  out- 
sourcing it  ranks  fifth,  with  a  6%  share,  while  market  leader 
Capgemini  holds  61%  and  Accenture  19%,  according  to  TPI,  an 
outsourcing  adviser. 

Palmisano's  PwC  Consulting  acquisition  was  supposed  to 
help  IBM  gain  a  foothold  in  this  new  area,  since  PwC's  30,000 
consultants  had  experience  doing  high-end  strategy  consult- 
ing and  running  business  processes  like  finance  and  person- 
nel. Instead,  former  PwCers  have  been  bailing  out,  complain- 
ing that  customers  don't  want  to  buy  strategy  advice  from  a 
company  that  pushes  its  own  hardware  and  software.  (IBM  says 
its  turnover  in  consulting  is  lower  than  that  of  competitors  like 
Accenture. )  In  an  awkward  move  for  a  company  trying  to  estab- 
lish its  skills  in  managing  human  resources,  IBM  has  found  itself 
chasing  down  defectors  to  retrieve  advances  on  bonuses  (see 
box,  p.  102). 

On  top  of  all  this,  IBM  has  had  to  contend  with  a  litany  of 
legal  troubles  of  the  sort  that  corporate  giants  are  prey  to, 
including  an  investigation  by  the  Securities  &  Exchange  Com- 
mission, the  indictment  of  executives  in  South  Korea  for  bribery 
and  bid-rigging,  lawsuits  from  two  software  makers  (Com- 
puware  and  SCO)  claiming  IBM  stole  their  code  and  lawsuits 
from  angry  pensioners. 

Gerstner  was  fortunate  enough  to  preside  over  IBM  during  a 
golden  era  for  tech  stocks.  Palmisano  is  going  to  be  hard-pressed 
to  win  the  same  kind  of  adulation  from  Wall  Street.  F 
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TO  KNOW 

SAS  software  gives  you  the  power  to  know  more  about  your  customers,  suppliers,  markets,  financ 
and  overall  performance.  With  4  million  users  at  more  than  40,000  locations  around  the  globe,  S 
offers  the  most  widely  used  and  well  supported  business  intelligence  and  analytics  software  on  t 
market.  Find  out  why  94%  of  the  FORTUNE  Global  5001  rely  on  SAS  to  not  only  make  decisions,  b 
make  the  right  ones\. taking  them  Beyond  Bir 


www.sas.com/profit 


The  Power  to  Know, 


Backseat  Driver  Jerry  Flint 


Saving  GM 


Next  you've  got  those  special  tax-free  deals  that  states  signed 
to  woo  foreign  manufacturers — ten  years  without  local  taxes  on 
new  plants,  while  the  Detroit  automakers  pay  millions  of  dollars 
in  local  taxes  .on  their  old  plants. 

And  then  there's  the  currency  game  that  Japan  and  Korea 
have  been  running  for  years,  keeping  their  currencies  underval- 
ued against  the  dollar  to  hold  their  car  prices  down.  The  recently 
falling  dollar  has  corrected  this  problem  to  some  degree,  espe- 
cially in  Europe.  But  the  correction  is  coming  slowly.  The  weak 
dollar  forces  a  European  exporter  like  Mercedes  to  postpone 
exporting  small,  low-price  cars  to  the  U.S.,  and  all  the  European 
exporters  are  trying  to  hold  down  price  increases,  which  crimp 
profit  margins,  cutting  into  money  that  would  go  to  product 

development.  But  it  takes  years 


ENERAL  MOTORS,  FORD  MOTOR  AND  CHRYSLER 
(which  I  believe  will  someday  be  spun  off  and 
become  American  again)  will  survive  and — some- 
day— prosper.  Not  next  week,  but  someday  they  will 
I  be  strong  again.  Even  GM,  even  after  $2  billion  paid 
for  the  incredibly  wasteful  Fiat  payoff.  In  the  meantime,  how- 
ever, we  have  a  lot  of  people  wondering  out  loud  whether  the 
Detroit  companies,  General  Motors  in  particular,  can  survive. 
So  it's  reasonable  to  ask  if  the  American  government  would 
allow  its  largest  manufacturer,  the  employer  of  hundreds  of 
thousands  of  people,  to  fold.  That  could  start  a  recession  all 
by  itself. 

Remember  when  Chrysler  faltered?  The  Carter  Democrats 
fashioned  a  loan  guarantee  program,  which  the  Reagan  Admin- 
istration then  put  into  effect.  The  Reaganites  made  one  last- 
minute  change,  demanding  stock  warrants;  those  paid  off,  with 
a  $31 1  million  profit  to  the  U.S.  Treasury. 

Chrysler  was  at  the  edge  and  didn't  have  nearly  the  resources 
of  General  Motors.  But  it  did  have  a  charismatic  leader,  Lee 
Iacocca,  who  turned  Chrysler  into  a  fighting  tiger  and  won  the 
heart  of  America. 

If  the  nation  was  willing  to  save  Chrysler,  wouldn't  it  be  will- 
ing to  help  GM?  Especially  since  some  of  the  problems  aren't 
exactly  GM's  fault.  Such  as: 

GM  has  been  in  business  a  long  time,  meaning  it  has  lots  of  old 
workers  and  retirees,  which  means  doctor  bills  and  pensions.  If  it 
had  started  15  years  ago,  it  wouldn't  have  this  problem.  GM  has  an 
$86  billion  pension  fund.  Imagine  if  just  half  of  that  could  be  spent 
on  developing  new  cars  or  engines.  Toyota  has  only  a  handful  of 
U.S.  pensioners,  and  its  fund  doesn't  drain  the  company. 

As  for  doctor  bills,  GM  spends  more  than  $5  billion  a  year  now 
for  1.1  million  workers,  retirees  and  dependents.  That's  $2,000  a 
car  that  could  be  profit  but  isn't.  I  think  it's  why  GM  brings  out  new 
cars  with  four-speed  automatic  transmissions  when  others  offer 
five-speeds.  The  development  money  goes  to  chiropractors. 

You  could  blame  all  the  Detroit  carmakers  for  being  too 
generous  with  pensions  and  medical  benefits.  They  were.  But  I 
was  a  labor  writer  when  those  contracts  were  written,  and  the 
unions  won  the  public  to  their  side  back  then.  I  still 
remember  the  UAW  pension  slogan:  "Too  old  to  work.  |~  Foi*t)CS 
Too  young  to  die."  ,com 


Let's  say  we 
reduce  the  share 
of  benefits  paid 
by  employers 
and  increase  the 
share  paid  by 
the  government. 
Can  Detroit  win 
public  support 
for  this? 


to  see  the  effect. 

Yes,  you  may  blame  man- 
agement in  Detroit,  too.  Too 
many  executives  didn't  care 
about  cars  or  trucks  or  even 
know  much  about  them.  They 
didn't  even  like  the  business, 
their  dealers  or  their  cus- 
tomers. They  signed  the  give- 
away union  contracts  that  are 
so  ruinous  today. 

But  even  if  all  the  blame 
went  to  Detroit's  managers, 
would  we  just  kiss  off  an  indus- 
try? Remember,  this  country  is 
still  a  wonderful  place  to  build 
cars.  Foreign  manufacturers 
are  expanding  here  all  the  time. 
So  what's  to  be  done?  Some  things  to  think  about: 
Persuade  Asian  central  banks  to  raise  the  value  of  their  cur- 
rencies against  the  dollar.  Could  we — should  we — do  it? 

Raise  tariffs.  Should  we?  Could  we,  without  risking 
retaliation? 

Reduce  promised  worker  and  retiree  benefits.  Or  reduce  the 
share  of  benefits  paid  by  employers  and  increase  the  share  paid 
by  the  government.  Can  Detroit  win  public  support  for  this  shift 
of  burdens? 

All  this  would  take  enormous  will  and  leadership,  scarce 
commodities  today.  It  would  take  sympathy  from  the  public  and 
Congress,  even  scarcer.  Too  many  Americans  still  hate  Detroit 
for  car  troubles  or  dealer  mistreatment  going  back  decades. 
There's  little  sympathy  for  saving  the  high-paying  jobs  of 
Detroit's  autoworkers.  And  many  states  now  have  foreign  auto 
plants — Alabama,  Mississippi,  South  Carolina,  Kentucky,  Ten- 
nessee and  six  more.  That's  a  lot  of  senators  with  some  interest 
in  defending  foreign  manufacturers. 

As  I  say,  I  expect  Detroit  to  survive.  But  it's  time  we  started 
looking  to  ways  to  level  the  playing  field.  F 


Jerry  Flint,  a  former  Forbes  Senior  Editor,  has  covered  the  automobile 
industry  since  1958.  Visit  his  home  page  at  www.forbes.com/flint. 
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MakerscxBreakers 


For  more  financial  stats,  go  to  www.forbes.com/makers. 

Smooth  Ride 

Toyota  basks  in  the  sobriquet  "the  world's  best-run  car 
company";  analysts  have  long  predicted  that,  at  some 
point,  it  will  surpass  General  Motors  to  become  the 
world's  biggest  automaker. 

GM  sold  9  million  vehicles  in  2004,  up  4.1%.  Toyota 
sales  increased  10%  to  7.5  million  last  year  and  are 
expected  to  hit  8  million  this  year,  says  Deutsche  Bank. 
Its  reputation  for  quality  means  Toyota  does  not  need 
to  offer  as  many  sales  incentives  as  GM  does.  Toyota  has 
turned  in  good  results  for  the  quarter  ending  in  Decem- 
ber: earnings  up  3.5%  to  $2.85  billion  and  revenue 
climbing  6%  to  $44.7  billion. 

But  lately  TOYOTA  MOTOR  (78,  TM)  stock  has  been  drift- 
ing. From  mid-2003  to  mid-2004  it  doubled,  then 
stalled  out.  The  problem:  concerns  about  the  weak  dol- 
lar. Indeed,  Toyota  says  that  for  every  one-yen  move- 
ment versus  the  dollar  it  loses  $195  million  per  year. 

Merrill  Lynch  analyst  Christopher  Richter  considers  the 
worries  overblown  and  the  stock  (available  as  American 
Depositary  Receipts)  undervalued.  Even  if  the  yen  strengthens 
to  95  to  the  dollar,  from  a  current  105,  Toyota's  ever  increasing 
sales  and  some  cost-cutting  can  bridge  the  difference,  he  feels. 


Richter  is  heartened  by  Toyota's  publicity-grabbing  hybrid, 
Prius,  plus  the  new  versions  of  the  Avalon  and  Lexus  GS  sedans 
that  are  coming.  At  1 1  times  trailing  earnings,  Toyota  is  cheaper 
than  the  market.  GM  is  even  cheaper  at  6  times  earnings,  but  it 
has  problems  (see  p.  106).  — Robyn  Meredith 


Kicking  Fannie 


Whew,  the  worst  seems  to  be  over  at  Fan- 
nie Mae,  which  has  lost  22%  of  its  value 
since  regulators  exposed  its  accounting 
improprieties  last  September.  Bullish  ana- 
lysts at  Lehman  Brothers  and  Sanford  C. 
Bernstein  are  telling  investors  to  shrug  off 
the  mortgage  giant's  estimated  $9  billion 
profit  restatement. 


Not  so  fast,  says  the  Center  for  Finan- 
cial Research  &  Analysis.  A  new  report  from  the  Rockville,  Md. 
accounting  watchdog  group  says  more  bad  stuff  lies  ahead — and 
investors  must  brace  themselves  for  stomach-churning  future 
profit  swings  and  lower  returns  on  equity.  Moreover,  Fannie's 
$9  billion  restatement,  covering  2001  through  June  2004,  could 
widen,  as  it  is  a  preliminary  number.  The  company,  which  plans 
to  announce  the  full  hit  to  earnings  after  a  review  of  its  finan- 
cial, declines  comment. 

The  FANNIE  MAE  (61,  fnm)  restatement  stems  from  its  incor- 
rectly having  smoothed  out  earnings  by  temporarily  ignoring 
the  day-to-day  fluctuations  in  the  value  of  the  derivative  con- 
tracts it  uses  to  hedge  interest  rate  risks.  Instead  of  booking 
derivative  gains  and  losses  right  away,  Fannie  spread  them  out 
over  years  in  an  obscure  section  of  its  balance  sheet  called  "accu- 


mulated other  comprehensive  income." 

After  the  accounting  purge  any  future  losses  will  flow 
through  earnings.  Earnings,  as  a  result,  will  be  more  volatile.  So 
predicts  Lawrence  Kam,  a  portfolio  manager  who  is  short  the 
stock  at  Boston  investment  firm  Sonic  Capital  Management. 
Any  restatement  will  also  result  in  a  corresponding  hit  to  Fan- 
nie's capital,  Kam  warns,  thus  pushing  Fannie  below  its  mini- 
mum capital  requirements,  the  regulatory  cushion  it  uses  to 
back  up  its  borrowings. 

Specifically,  the  Office  of  Federal  Housing  Enterprise  Over- 
sight has  ordered  Fannie  to  beef  up  its  capital  cushion,  now 
$36  billion,  to  $41  billion.  But  Value  Line  cautions  that  this  infu- 
sion may  be  even  harder  on  Fannie  because  of  how  a  $9  billion 
restatement  could  shrink  the  current  $36  billion  figure.  Fannie, 
in  short,  may  have  to  scare  up  $14  billion  in  new  capital,  diluting 
earnings  (since  the  new  equity  won't  be  accompanied  by  any 
corresponding  growth  in  the  mortgage  portfolio).  As  a  down 
payment  on  this  obligation,  the  company  recendy  sold  $5  bil- 
lion of  preferred  stock.  "That  is  the  news  here:  This  is  an  issue 
that  no  one  is  talking  about,"  says  Kam. 

Sonic  also  fears  that  Fannie  will  have  to  slice  its  dividend  fur- 
ther. In  January  it  announced  a  halving  of  the  quarterly  payout 
to  26  cents  per  share.  Fannie  had  raised  the  dividend  every  year 
for  the  past  two  decades. 

We  say  short  the  stock,  cover  at  $50. 

— Elizabeth  MacDonald 
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YOU  SEE  UNCONDITIONAL  LOVE. 
WE  SEE  UNTAPPED  GROWTH  POTENTIAL. 


Our  unique  perspective  helps  us  spot  investment  opportunities  ahead  of  the  pack. 


I  When  our  fund  managers  spotted  a  new  company 

FRANKLIN 

growth    providing  pet  healthcare  services,  they  recognized  its 

FUNDS 

m  stock  had  the  potential  tor  impressive  growth  due  to 
changing  demographics  of  pet  ownership.  We  invested  early  in  the 
company,  which  is  now  the  leader  in  its  field,  unleashing  strong 
returns  for  our  shareholders. 

Identifying  opportunities  like  this  requires  a  unique  perspective. 
Ours  comes  from  having  a  research  staff  committed  to  discovering 
companies  with  clear  drivers  of  earnings  growth.  Seeking  strong 
performance  without  taking  unnecessary  risks,  they  search  for  out- 
standing businesses  with  top-notch  management  teams,  strong 
balance  sheets,  sustainable  competitive  advantages,  and  proprietary 
intellectual  properties  or  a  unique  market  niche. 

For  more  information  on  how  our  disciplined  approach  to  growth 
investing  might  benefit  your  portfolio,  see  your  financial  advisor,  call 
1-800-FRANKLIN  or  visit  franklintempleton.com. 


FRANKLIN  TEMPLETON 
INVESTMENTS 

<  GAIN  FROM  OUR  PE  RSPECTI VE®  > 


FRANKLIN  FLEX  CAP  GROWTH  FUND 

Class  A'  vs.  Upper  Multi-Cap  Growth  Funds 
Upper  Quartile  Rankings  Based  on  Total  Return"  (as  of  1/31/05) 


1-Year 

2nd 

113  of  428 


3-Year 

1st 

51  of  353 


5-Year 

2nd 

76  of  226 


10-Year 

1st 

7  of  73 


Although  the  performance  of  the  fund  has  been  negative  during  selected 
periods,  it  has  generally  performed  well  including  the  most  recent  period. 


Before  investing  in  Franklin  Flex  Cap  Growth  Fund,  you  should  carefully  consider 
the  fund's  investment  goals,  risks,  charges  and  expenses.  You'll  find  this  and  other 
information  in  the  fund's  prospectus,  which  you  can  obtain  from  your  financial 
advisor.  Please  read  the  prospectus  carefully  before  investing.  Past  performance 
does  not  guarantee  future  results. 

The  fund  may  invest  a  substantial  portion  of  its  assets  in  California,  which  may 
involve  increased  volatility  associated  with  economic  or  regulatory  developments 
in  the  state.  Smaller-company  stocks  have  exhibited  greater  price  volatility  than 
larger-company  stocks,  particularly  over  the  short  term.  The  fund  also  invests  in 
technology  stocks,  which  can  be  highly  volatile.  These  and  other  risks  are 
described  in  the  prospectus.  Holdings  subject  to  change. 
Franklin  Templeton  Distributors,  Inc.,  One  Franklin  Parkway,  San  Mateo,  CA  94403. 


tThe  fund  offers  other  share  classes,  subject  to  different  fees  and  expenses,  which  will  affect  their  performance. 
ttSource:  Lipper,  Inc.,  as  of  1/31/05.  Lipper  rankings  do  not  include  sales  charges. 
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Yes,  But  James  Grant 


That  Tricky 
Yield  Curve 


BORROWING  SHORT  AND  LENDING  LONG  MUST  BE  THE 
second  most  lucrative  industry  in  America,  right 
behind  printing  dollar  bills.  A  banker  borrows  short 
when  he  issues  a  30-day  certificate  of  deposit.  He 
lends  long  when  he  writes  a  multiyear  auto  loan. 
Thrifts,  mortgage  REITs,  hedge  funds,  finance  companies  and 
the  federally  sponsored  mortgage  behemoths  all  engage  in  this 
ancient  gambit.  Why  wouldn't  they?  Short-term  interest  rates 
remain  well  below  long-term  rates. 

But  the  gulf  between  the  two  is  closing — and  therein  lies 
the  trouble.  A  year  ago  the  short-term  borrowing  rate  was 
1%;  today  it's  2.5%.  A  year  ago  the  five-year  Treasury  yield 
was  3.12%;  today  it's  3.78%.  A  year  ago,  in  other  words, 
there  were  2.12  percentage  points  of  daylight  between  the 
cost  of  an  overnight  loan  and  the  yield  on  a  five-year  invest- 
ment; today  there's  only  1.28  percentage  points.  The  less  day- 
light, the  less  profitable  are  the  banking  business  and  allied 
financial  trades.  Following  is  a  speculation  on  who  is  at  risk, 
and  why. 

"Yield  curve"  is  the  term  to  describe  the  alignment  of 
interest  rates  over  time.  The  most  crowd-pleasing  alignment 
is  that  of  short  rates  set  comfortably  below  long  rates  (the 
curve  is  "positively  sloped").  The  least  favorite  is  that  of  short 
rates  higher  than  long  rates  (the  curve  is  "inverted").  Also 
undesirable:  short  rates  approximating  long  rates  (the  curve 
is  "flat").  A  flat  or  inverted  curve  stymies  the  business  of 
lending  and  borrowing.  It's  ice  on  the  wings  of  the  U.S.  finan- 
cial economy. 

Just  to  look  at  the  curve  today,  you  wouldn't  suppose 
there's  anything  wrong.  What's  wrong  is  the  direction  of 
change.  The  Federal  Reserve  is  pushing  up  the  funds 
rate  while  the  market  is  pushing  down  rates  on  longer- 
dated  fixed-income  investments — Treasurys,  corporates  and 
mortgages.  Mortgages  present  a  particular  problem.  When 
interest  rates  get  low  enough,  homeowners  refinance:  They 
pay  down  their  loans  at  100  cents  on  the  dollar.  The 
lender  who  paid,  say,  105  cents  on  the  dollar  to  buy  his 
mortgages  is  immediately  out  of  pocket  one  nickel  per 
dollar  of  cost.  Just  as  bad,  he  must  redeploy  his  capital 


at  the  new,  lower  yields. 

Will  the  yield  curve  continue  to  flatten?  The  Fed  has  given 
no  sign  it  intends  to  pull  back  from  its  campaign  to  restore  the 
funds  rate  to, something  like  3.5%  or  4%.  And  the  yield  pigs 
have  given  no  sign  that  they  intend  to  refrain  from  gulping 
down  any  and  every  piece  of  paper  on  offer.  If  I  am  right  about 
the  bond  market,  long-dated  yields  will  sooner  or  later  rise. 
Inflation  or  credit  difficulties — or  both — will  push  them  up. 
And  if  they  take  off  sooner  rather  than  later,  the  curve  may 
regain  its  former  positive  slope.  "If"  is  the  operative  word.  We 
are  dealing  with  probabilities  and  risks.  In  an  economy  as 
leveraged  as  this  one,  the  risk  of  a  flat  or  inverted  curve  com- 
mands our  respect. 

A  flat  curve  would  likely  flatten — among  others — mort- 
gage investors.  Their  funding  costs  would  rise.  And  if 
at  the  same  time  mortgage  rates  fell,  touching  off  another 

wave  of  refinancings,  the 
investors'  interest  income 
would  fall.  I  am  a  long-term 
bull  on  Annaly  Mortgage 
Management  (19,  NLY),  cur- 
rently yielding  10%.  But 
if  the  curve  flattened  or 
inverted,  the  Annaly  dividend 
would  certainly  be  cut  and 
the  share  price  would  proba- 
bly fall. 

At  least  Annaly  borrows 
in  the  capital  markets.  But 
mortgage-holding  institu- 
tions like  Commerce  Bancorp 
(59,  CBH),  North  Fork  Bancorp 
(29,  NFB)  and  Washington 
Mutual  (42,  WM)  fund  themselves  in  large  part  with  deposits. 
And  they've  been  busily  building  branches  to  gather  them. 
The  branches  cost  money,  of  course.  But,  so  the  banks 
reasoned,  the  money  was  well  spent  because  deposits  cost 
next  to  nothing.  Or  did.  As  the  funds  rate  has  risen,  so  have 
short-term  deposit  rates. 

Whether  or  not  the  curve  literally  flattens,  competition 
for  funds  is  plainly  on  the  rise.  Money  market  mutual  funds — 
remember  them? — currently  yield  1.75%,  "on  their  way  to 
2%,"  observes  Peter  Crane,  vice  president  and  managing  edi- 
tor ofl  moneynet.  The  average  bank  money  market  deposit 
rate  is  just  a  hair  over  1%. 

The  venturesome  readers  of  FORBES  would  naturally  like 
to  implement  the  appropriate  trade.  A  speculative  few  may 
choose  to  sell  short  the  financial  institutions  put  at  risk  by  a 
flattening  curve.  For  the  vast  majority  I  advise  holding  an  asset 
that,  though  almost  universally  reviled  today,  will  surely  be 
prized  tomorrow.  It  pays  a  low  but  fast-rising  return,  and  has 
a  sexy  four-letter  ticker:  CASH.  F 


Will  it  continue 
to  flatten?  The 
Federal  Reserve 
keeps  pushing 
up  short  rates; 
bond  bulls  keep 
pushing  down 
long  yields. 
Trouble  ahead. 


FOrbCS  ^ames  Grant  is  the  editor  of  Grant's  Interest  Rate  Observer. 
^^"■'o"i   I  Visit  his  home  page  at  www.forbes.com/granf. 
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TOSHIBA 

Don't  copy.  Lead." 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources — sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 


The  Patient  Investor  John  W.  Rogers  Jr. 


Orwell  and 
Business 


GEORGE  ORWELL'S  CLASSIC  NOVEL  ABOUT  A  TOTALI- 
tarian  society,  1984,  was  published  56  years  ago  but 
still  resonates  with  anybody  familiar  with  American 
business  today.  Maybe  we  don't  have  an  omnipotent 
Big  Brother  and  his  Thought  Police  watching  our 
every  move.  But  one  of  the  dictator's  skewed  aphorisms  sounds 
familiar:  "Ignorance  is  strength."  In  the  world  of  1984,  holding  a 
minority  opinion,  no  matter  how  sensible,  is  considered  insane 
and  subversive.  Individualistic  thinking  is  outlawed. 

Today  groupthink  is  pervasive  in  society.  For  example, 
an  exaggerated  public  suspicion  of  business  and  its  leadership 
is  creating  an  overly  regulated  American  corporate  landscape. 
Isolated  misdeeds  at  places  like  WorldCom  and  HealthSouth 
have  spawned  this  widespread  furor.  Now,  few  would  argue 
against  punishing  wrongdoers.  Yet  why  punish  people  with 
good  intentions  and  make  them  watch  their  backs  all  the 
time  when  they  should  be  devoting  their  energy  to  building 
great  businesses? 

Orwellian  groupthink  is  also  found  within  the  ranks  of  busi- 
ness itself,  where  it  restricts  risk-taking  and  imagination.  Inde- 
pendent thought  as  a  theory  is  relatively  easy  to  embrace,  but 
practicing  it  is  another  matter.  Winston  Churchill,  an  Orwell 
contemporary  and  a  foe  of  totalitarianism,  once  said,  "Kites  rise 
highest  against  the  wind,  not  with  it." 

The  following  companies  all  embrace  original  thinking.  By 
no  coincidence  they  each  have  thoughtful,  nonexecutive  chair- 
men who  are  involved  in  corporate  strategy  and  are  the  antithe- 
sis of  rubber  stamps.  As  a  result  these  gems  stand  out  from  the 
competition  and  are  well-positioned  for  the  future. 

Anixter  International  (38,  axe)  is  the  dominant  wholesaler  in 
electronic  cables  and  other  network  connection  equipment. 
The  company  sells  275,000  products  to  85,000  customers.  So 
Anixter  must  be  flexible  enough  to  adjust  to  the  needs  of  myriad 
smaller  players. 

Like  everybody  else  in  tech,  Anixter  suffered  down  years 
after  2000.  Still,  it  never  succumbed  to  the  conformist  view  that 
more  capital  is  always 
better  and  expansion  is 


the  cost.  Instead,  between  1998  and  2003  the  company  bought 
back  20%  of  its  outstanding  shares  while  simultaneously  reduc- 
ing debt.  Better  to  return  capital  to  shareholders  than  make 
mediocre  acquisitions,  as  many  of  its  peers  did.  This  approach 
has  allowed  Anixter  to  thrive  along  with  the  economy's 
rebound. 

How  fitting  that  its  chairman  is  Samuel  Zell,  who  heads  two 
huge  real  estate  investment  trusts  (Equity  Office  and  Equity 
Residential).  He's  a  contrarian  soul  known  as  "the  grave  dancer" 
because  of  his  knack  for  spotting  undervalued  assets. 

The  market  has  noticed  Anixter's  success,  and  it  now  trades 
at  23  times  trailing  earnings.  The  share  price  has  almost 
reached  my  private  market  value  estimate.  Not  cheap,  but 
worth  hanging  on  to. 

Steelcase  (14,  SCS)  has  been  the  sales  leader  in  the  global 
office-furniture  industry  over  the  past  three  decades — and  for 

a  good  reason.  A  culture  of 
unconventional  thinking  there 
has  produced  a  vast  array  of 
furniture  offerings  (1,400 
patent  and  design  registra- 
tions) that  customers  can  tailor 
to  their  changing  needs. 

The  latest  proof  of  Steel- 
case's  imagination  is  its  new 
ergonomic  chair,  named, 
appropriately  enough,  Think. 
As  Steelcase  describes  this 
product,  Think  is  the  chair 
with  "a  brain  and  a  con- 
science." The  chair's  seat  and 
back  adjust  intuitively  to  a  per- 
son's  movements,  and  the 
chair  is  99%  recyclable,  from  the  fabric  to  the  wheels. 

The  recent  recession  had  a  brutal  effect  on  this  industry,  and 
Steelcase  returned  to  profitability  only  last  year.  Chairman  Robert 
C.  Pew  III  and  his  leadership  group  have  successfully  navigated  the 
time  of  travail  by,  among  other  things,  keeping  the  product  line 
flexible  and  fresh.  Steelcase  is  my  cheapest  small-cap  stock,  trad- 
ing at  a  36%  discount  to  my  private  market  value  estimate. 

The  world's  largest  battery  maker,  Energizer  Holdings  (60, 
ENR),  has  creative  genius.  The  chairman,  William  Stiritz,  fosters 
that  by  promoting  a  long-term  outlook.  In  2003  Energizer  made 
a  bold  and  controversial  move  into  a  new  product  line,  buying 
Pfizer's  long-neglected  Schick- Wilkinson  Sword  razor  company. 
Energizer  then  showed  up  the  critics  who  labeled  this  decision  a 
mistake  and  fretted  that  the  company  had  no  experience  with 
shaving  products.  The  new  four-blade  Quattro  razor  has  proved 
a  smash  hit. 

At  17  times  trailing  earnings,  Energizer  is  just  below  my  esti- 
mate of  its  intrinsic  worth.  This  company  just  keeps  going  and 
going — and  going.  Big  Brother  is  watching  it.  Enviously.  F 


As  if  they  were 
taken  from  the 
pages  of  1984, 
too  many 
businesses 
these  days  are 
conformist.  You 
should  look  for 
the  exceptions. 


always  good,  no  matter 


iFbrbes 


John  W.  Rogers  Jr.  is  chairman  and  chief  executive  officer  of  Chicago-based  Ariel  Capital  Management,  LLC, 
the  adviser  to  the  Ariel  Mutual  Funds.  Visit  his  home  page  at  www.forbes.com/rogers. 
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WE'RE  OFFERING  A 
FOUR-PRONGED  ATTACK  AGAINST 
RISING  HEALTH-CARE  COSTS. 

(BY  THE  WAY,  WE  COVER  INJURIES  RESULTING  FROM  FOUR-PRONGED  ATTACKS.) 


THE  POWER 

C  a  r  e  A  d  v  o  c  a  t  e 

PPO 

FROM    BC   LIFE   8r  HEALTH 


HMO 


THE  POWER 

HealthFund 

PPO 


^s^.COMPATlBZ(^ 

Health  Plans 


Introducing  our  new  arsenal  in  the  fight  against  out-of-control  health-care  costs.  This  formidable  foursome  of  innovative 
health  plans  is  designed  to  bring  employers  and  employees  together  as  allies  in  managing  health-care  costs.  Each  unique 
plan  attacks  the  problem  from  a  different  angle.  The  Power  CareAdvocate  PPO  combines  choice  and  freedom  with  cost-saving 
care-management  features.  The  Power  HealthFund  PPO  empowers  members  to  make  informed  medical  decisions.  The  Power  .  BIugCfOSS 
Select  HMO  provides  affordable  access  to  quality  care.  And  our  HSA-compatible  Health  Plans  give  members  greater  control       of  California 
over  how  they  manage  their  health-care  expenses.  To  choose  your  mode  of  attack,  call  your  broker.  But  please,  be  careful.   The  Power  of  Blue: 


Health  •  Life  •  Dental 

The  Power  CareAdvocate  PPO  and  HSA-compatible  Health  Plans  are  Issued  by  our  affiliate,  BC  Life  8c  Health  Insurance  Company  (BCL&H).  The  Power  HealthFund  PPO  may  be  issued  by  Blue  Cross  of  California  [BCC)  orBCL&i 
depending  upon  the  plan.  The  Power  Select  HMO  is  issued  by  BCC.  Health  and  Dental  from'BCC  and/or  BCL&H.  Life  insurance  from  BCL&H.  BCC  and  BCL&H  are  independent  licensees  of  the  Blue  Cross  Association.  >  2004.80 


What  would 


10,000  CPU  grid? 

Pay  $1  to  find  out. 


Introducing  the  Sun  Grid  for  $i/cpu-hr. 
The  network  is  your  computer. 

If  you're  paying  more  than  $i/cpu-hr  to  build  and  run  your  own  grid,  you're  overpaying.  Because  that's  the  price  at  which 
our  grid  is  available  to  you.  Pay  $i/cpu-hr,  and  leverage  our  capital  spend,  SPARC®  or  x86  computers,  storage,  and  facilities 
to  run  your  business.  From  Monte  Carlo  simulations  to  reservoir  simulation.  Protein  modeling  to  movie  rendering.  1  cpu 
to  as  many  as  you  could  conceive.  No  minimum  commitment,  no  maximum.  Stretch  your  dollar  at  sun.com/sungrid 


SOiariS  Java 


microsystems 

The  Network  is  the  Computer' 


©200S  SUN  MICROSYSTEMS,  INC.  ALL  RIGHTS  RESERVED.  SUN,  SUN  MICROSYSTEMS.  THE  SUN  LOGO.  SOLARIS.  THE  SOLARIS  LOGO,  |AVA.  THE  |AVA  LOGO,  AND  THE  NETWORK  IS  THE  COMPUTER  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  SUN 
MICROSYSTEMS.  INC.  IN  THE  UNITED  STATES  AND  OTHER  COUNTRIES.  ALL  SPARC  TRADEMARKS  ARE  USED  UNDER  LICENSE  AND  ARE  TRADEMARKS  OR  REGISTERED  TRADEMARKS  OF  SPARC  INTERNATIONAL,  INC.  IN  THE  UNITED  STATES  AND  OTHER  COUNTRIES. 


ANIMAL  HUSBANDRY 


1  he  buzz 

Beekeeping— as  a  hobby?  Ridiculous  though  its 
wardrobe  may  be,  the  avocation's  advocates  swear 
there's  no  sweeter  pastime.  By  Susan  Adams 


Life 


AS  THIS  ISSUE  OF  FORBES  HITS 
newsstands,  America's  100,000 
beekeepers  are  swinging  into 
action.  When  spring  limbers  up 
and  the  first  wildflowers  start  to 
bloom,  bees  get  ready  to  suck  up  nectar 
and  transform  it  into  honey.  Beekeepers, 
meantime,  are  shaking  out  their  white  cot- 
ton coveralls,  netted  veils  and  gauntlet- 
style  gloves.  They're  dusting  off  their 
smokers  and  8-inch  wood-handled  bee 
brushes.  They're  readying  black  wooden 


fume  boards — hive  lids  lined  in  absorbent 
black  felt  on  which  they  will  drizzle 
butyric  acid,  the  active  ingredient  in  ran- 
cid butter.  Clap  a  fume  board  on  top  of  a 
hive  and  bees  flee,  making  it  possible  to 
pilfer  their  treasure. 

These  arcana  of  the  beekeeper's  art 
are  lyrically  described  by  amateur  apiarist 
Holley  Bishop  in  her  new  book,  Robbing 
the  Bees:  A  Biography  of  Honey — The 
Sweet  Liquid  Gold  That  Seduced  the  World 
(Free  Press,  $24).  Bishop,  39,  a  former  lit- 


erary agent  turned  author,  keeps  a  hive  or 
two  at  her  weekend  home  in  Connecticut, 
two  hours  north  of  New  York  City. 

Before  acquiring  this  property  six 
years  ago,  Bishop  never  even  thought 
about  beekeeping.  But  then  she  visited  a 
friend  who  kept  two  beehives  in  a 
meadow  next  to  his  house.  "Immedi- 
ately," writes  Bishop,  "I  was  captivated  by 
the  idea  of  low-maintenance  farm  stock 
that  did  the  farming  for  you  and  didn't 
need  to  be  walked,  milked  or  brushed." 
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What  sealed  her  interest  was  her  first 
taste  of  locally  harvested  honey.  "In  that 
glistening  dollop  I  could  taste  the  sun  and 
the  water  in  his  pond,  the  metallic  miner- 
als of  the  soil,  the  tang  of  the  goldenrod 
and  the  wildflowers  blooming  around  the 
meadow.  The  present  golden-green 
moment  was  sweetly  and  perfectly 
distilled  in  my  mouth."  This  is  what 
happens  when  a  literary  agent  gets  carried 
away  by  a  new  hobby. 

Bishop's  fascination  made  her  part  of 
a  tradition  stretching  back  to  ancient 
times.  The  Egyptians  carved  bee  symbols 
into  royal  seals;  the  Greeks  of  Ephesus 
minted  coins  with  images  of  bees;  Napo- 
leon embroidered  the  mighty  bee  into  his 
coat  of  arms. 

Two  other  bee  books  out  this  spring 
explore  just  such  lore.  Sweetness  &  Light: 
The  Mysterious  History  of  the  Honeybee 
(Harmony  Books,  $23),  by  British  food 
writer  Hattie  Ellis,  asks  why  so  many 
artists  and  social  thinkers — from  Frank 
Lloyd  Wright,  who  incorporated  comb- 
like hexagonals  into  his  architectural 
designs,  to  radical  Austrian  "anthro- 
posophist"  Rudolf  Steiner,  who  admired 
bees'  collective  way  of  life — have  drawn 
inspiration  from  these  winged  insects. 


than  a  million  hives  annually  to  pollinate 
their  $800-million-a-year  crop. 

How  much  money  can  an  apiarist 
make  if  he  turns  pro?  Bishop  answers  by 
depicting  the  life  of  Donald  Smiley,  46, 
who  tends  700  hives  in  the  Florida  pan- 
handle. As  one  of  only  2,000  people  in  the 
U.S.  who  earn  their  keep  as  full-time  bee- 
keepers, he's  part  of  a  select  fraternity. 
Smiley's  long  hours,  multiple  bee  stings 
and  modest  livelihood  are  typical.  In  a 
good  year  he  harvests  1 15,000  pounds  of 
honey,  worth  on  average  $1  a  pound 
wholesale.  After  labor  and  other  expenses 
he  may  make  only  $52,000. 

Keepers  who  rent  their  hives  for  polli- 
nation do  better.  Rental  rates  per  hive 
range  from  $35  to  $55,  which  is  not  bad  if 
you  can  get  your  hives 
onto  several  crops  per  sea- 
son. You'd  think  that  by 
now  scientists  would  have 
invented  some  sort  of 
gizmo  or  chemical  spray 
that  would  pollinate  more 
efficiently  than  bees  do, 
but  that's  not  the  case. 
When  you  read  about  a 
bee's  finely  tuned  anat- 
omy, and  how  it  coordi- 


Mexico,  Arizona,  Nevada  and  California. 

While  their  venom  carries  no  extra 
potency,  their  attacks  display  extravagant 
ferocity.  In  one  1986  incident  in  Costa 
Rica  a  botany  student  is  said  to  have  been 
killed  by  8,000  stings — 20  stings  per 
square  inch  of  his  body.  Nevertheless,  bee 
sting  fatalities  remain  about  as  likely  as 
lightning  fatalities. 

Far  more  threatening  to  the  bee- 
driven  economy  are  varroa  mites,  ticklike 
parasites  that  first  showed  up  in  the  U.S. 
in  1986.  These  tiny  red  devils  crawl  into 
bee  brood  cells,  where  they  feast  on  lar- 
vae. Twenty  thousand  Florida  bee 
colonies,  or  8%  of  the  state's  commercial 
colony  population,  succumb  to  mites 
each  year.  While  researchers  are  experi- 
menting with  methods  to 
combat  varroa,  the  pest 
poses  a  growing  danger  to 
commercial  beekeeping. 

In  the  meantime, 
though,  the  honey  flows. 
Bishop's  book  ends  with 
recipes,  some  from  the 
great  Roman  chef  Apicius, 
author  of  the  world's  old- 
est known  cookbook.  For 
dulcia  domestica,  stuff  pit- 


"In  that  glistening  dollop  T  COT  TTD  TASTR  THE  SI  IN." 


Kentucky  beekeeper  and  college  pro- 
fessor Tammy  Horn  is  the  author  of  Bees 
in  America:  How  the  Honey  Bee  Shaped  a 
Nation  (University  Press  of  Kentucky, 
$28).  Though  the  insects  aren't  native  to 
the  Americas,  she  points  out,  they've  been 
here  since  Europeans  first  arrived.  For 
Mormon  church  founder  Joseph  Smith 
bees  offered  the  ideal  symbol  for  unity, 
political  stability  and  social  cohesion.  In 
Utah  to  this  day,  bees  and  hives  are 
imprinted  on  sidewalks,  the  state  flag  and 
the  transoms  of  bank  doors. 

Bees'  economic  impact  far  exceeds 
money  spent  for  honey.  Bees-for-hire 
pollinate  many  of  the  nation's  crops, 
including  alfalfa,  apples,  almonds,  toma- 
toes and  a  range  of  citrus  fruits.  A  1999 
Cornell  University  study  calculated  that 
without  such  pollination,  crop  yields 
would  be  lower  by  $15  billion  a  year.  Cal- 
ifornia almond  growers  import  more 


nates  perfectly  with  a  flower's  innards, 
you  understand  why. 

Bees  collect  pollen  in  order  to  feed 
their  young.  Their  bulging,  compound, 
lidless  eyes  zero  in  on  the  exterior  signs 
that  point  to  a  flower's  interior  nectar — 
spots,  dots  and  stripes.  Six  limbs,  each 
outfitted  with  spiny,  comblike  hair,  collect 
pollen  and  relay  it  to  saddlebags,  called 
corbiculae.  As  bees  fly,  they  generate  up  to 
450  volts  of  static  electricity,  which  causes 
pollen  grains  to  jump  on. 

Sturdy  and  efficient,  bees  nonetheless 
fall  prey  to  disease,  bad  weather  and 
"killer  bees."  In  the  mid-1950s  Brazilian 
beekeepers  looking  to  increase  their  yields 
imported  aggressive  strains  from  Africa. 
What  the  Brazilians  didn't  know  was  that 
the  African  bees  were  sociopathic.  After 
interbreeding,  Africanized  strains 
migrated  north,  reaching  Texas  in  1990. 
Since  then  they  have  spread  into  New 


ted  dates  with  nuts,  roll  them  in  salt  and 
fry  them  in  honey. 

Honey  was  not  only  the  first  sweetener, 
it  was  also  among  the  first  preservatives. 
Ancient  Romans,  Indians  and  Chinese 
sealed  meats,  nuts  and  fruit  in  it.  Its  pH  is 
3.9 — the  same  acidity  as  mild  vinegar. 
Sugar,  which  makes  up  95%  of  honey's 
solids,  kills  most  bacteria  by  osmosis.  Bees 
also  secrete  an  enzyme  that  adds  a  small 
amount  of  hydrogen  peroxide. 

Doctors  now  are  using  honey  to  treat 
wounds.  Bishop  cites  a  1998  medical 
journal  that  reported  honey  to  be  more 
effective  than  the  silver  sulfadiazine  hos- 
pitals typically  apply  to  burn  victims.  Ellis 
echoes  Bishop's  claims,  and  both  authors 
point  to  a  pioneering  New  Zealand  doc- 
tor, Peter  Molan,  who  is  pursuing  honey's 
medicinal  utility.  Other  researchers  are 
studying  bee  venom's  possible  effective- 
ness as  a  treatment  for  arthritis.  F 
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Area  Development 

t  Arkansas  Department  Economic 
Development 
1-800-ARKANSAS 
www.  1  -800-ARKANS  AS  .com 

Automotive 

^  Acura 
www.acura.com 

^b  American  Honda  Motor  Co.,  Inc. 

ww  w.hondacars  .com 

^  Aston  Martin  North  America 

866-NA-  Aston 

www.astonmartin.com 

^b  BMW 

800-334-4BMW 

BMWusa.com 

^b  Cadillac  Motor  Division 

www.cadillac.com 
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www.fordvehicles.com 

^  Infiniti 

800-521-0808 

www.infiniti.com 

^  Land  Rover  North  America 

800-FIND4WD 

www.landroverusa.com 
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www.landrover.com 
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(800-872-5398) 

www.lexus.com 

^9  Lincoln  Mercury 
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w  ww.toyota  .com/usa 


Business  Classified 

^b  Access  China  Tours 
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618-407-3575 

www.e-chair.com 
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^  Life  Quotes,  Inc. 
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215-627-5626 

www.nationalwatch.com 
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R.B.  Wieson  &  Company,  Inc. 
1-800-880-7202 
^  Rosetta  Stone 
1-888-232-8823 
www.rosettastone.com/fbs035s 


^  Steven  Sears  CPA/Attorney 

1-949-262-1100 

www.searsatty.com 

^b  Tropical  Villa  Vacations 

1-888-875-2818  x202 

www.tropicalvillavacations.com 

^b  Worldwide  Business  Consultants 

1-800-733-2191 

www.corbettandkish.com 

Financial  Services 

^b  KeyBank 
www.key.com 

^  T.  Rowe  Price  FlexChoice 

Rollover  IRA 

1-800-401-4140 

w  w  w.troweprice  .com/rollover 

Hotels 

Shangri-La  Hotels  &  Resorts 
www.shangri-la.com 

Travel 

^  American  Airlines 

www.aa.com 

^  Qantas  Airways 

800-227-4500 

www.qantas.com.au 


=  Contact  advertiser  directly  by 
website  or  visit  by  phone  call. 


Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 

0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

Call  right  now  for  free  quotes 

1-800-441-0072 

Ad  Code:  FORBS  3/05 

Life  Quotes,  Inc.  Since  1979 

NOTE:  The  sample  Pennsylvania  female  rales  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1  -800-441-0072  or  visit  www  lifequotes.com 
to  obtain  life  insurance  quotes  specific  to  your  health  history  profile.  ©2005  Quotesmith  com,  Inc..  8205  South  Cass  Avenua.  Suite  102,  Danen,  Illinois,  60561  and  Life 
Quotes,  Inc..  32045  Castle  Court,  Evergreen.  CO  80439  All  rights  reserved  CA  agent  #0A13858,  LA  agent  #200696,  MA  agent  #333509159  Quolesmith.com,  Inc. 
dba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712,  in  LA  under  agent  #205078  Quotesmith  com,  Inc.  dba  Insure  com  Insurance  Services,  Inc.  in  UT 
under  agent  #90093  Quotesmlth.com  dba  Insure  com  and  Life  Quotes.lnc  in  CO. 
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Advertisement 


WE  BUY  BAD  DEBT 


Bankers,  we  quickly  and  quietly 
buy  charged-off  loans  and 
deficiencies.  If  you  are  charged 
with  liquidating  these  assets  &  want 
to  close  fast,  contact  us. 
E  -  rick@peterson>;oIdman.com 
P -  214-953-2250 x  1027 


Peterson,  Goldman  &  Villani,  Inc 
-Dallas,  TX 


New  Homeowners, 
Rich  Americans, 
New  Movers 


Select  by:  Age,  Income,  Home  Value,  Occupation 

Call:  1-800-266-7704 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02FOR 


Art  Wholesale 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max,  Warhol,  Neiman,  Erte1,  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


Forbes 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common 
'sense  guide  to  building  wealth.  It  is 
a  perfect  holiday  gift  for  family  and 
friends. .  .for  anyone  who  is  interested 
in  investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of  a 
special  holiday  price  of  just  $99  95 
(save  $50  off  the  regular  $149.95  price.) 

Go  to  www.forbesinc.com/smc2  and  place  your 
order  now  or  call  1-800-429-0106 


a 


Premium  Ergonomic 
Task  Seating 

Full  features,  mesh  back 

Intci  net  spcciaJ  -  399* 
plus  S30.'B  shipping 

•  www.e-chairusa.com 


fheQ-chairUSA  866-474-8748 


wm 


Award 
Winning 
Book 

Order  Now 


Steven  Sears,  CPA  •  Attorney  at  Law 
949-262-1100  •  www.searsatty.com 


Sales  Leads  &  Mailing  Lists  ■        China  Tours 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

13  Million  Executives  &  Professionals  - 

Reach  the  right  decision  makers. 

Call:  1-800-264-4241 

www.infoUSA.com  oifop 


Hawaii  Vacation  Homes 


^fcMflui  8  Hawaii^ 

i£j  Private  Luxury  :Q( 
J,  Vacation  Homes  A* 

^  j  Beachfront  Estates  &  Villas  ^ 
www.TropicalVillaVacations.com 
888.875-2818  ext  202,  206,  205 


HU  Access  China  Tours 

Superior  Deluxe  Packages 

20  Itineraries  From  9  To  22  Days 

Private  &  Business  Trips 


1-800-788-1399 
www.AccessChinaTours.cotn 


Credit  Report 


Unlimited  Business  Credit  Reports 
On  14  Million  U.S.  Businesses 


Only  $75  per  Month*! 
Call  888-797-0831 

CREDITS 

a  division  of  fnfoUSA 
'  Online  access,  per  user.  1 7FT2 


Capital  Available 


NATIONAL  WATCH  &  DIAMOND 
•  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier,  Breitling  &  Tag 

Largest  Selection  of 
Certified  Diamonds 

I-8OO-8-WATCHES 

Visit  Our  Web  Site:  narionolwatcW.com 

8lh  &  (haslnul  Streets.  Phila  ,  PA  n.WO  *  «x <*      irk,  ,«eit, 


inq  Capital 

Trade  Finance/ 


Workii 

P.O.- 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 


Forbes 


Forbes 


SI  AM  JUNK  INVESTIMGJM  qM 

Curtis  Hesler,  Editor  of  The  Professional 
Timing  Service.  r?commenripd  Enerplus 
Resources  (ERE)  at  S17.  It's  now  $35,  and  still 
pays  a  10%  dividend.  He  row  believes  that  there 

are  four  major  opportunities-crude  oil,  gold, 
stocks,  and  bonds— that  will  make  and  break  mil- 
lionaires during  die  next  24  mouths.  Subscribe 
today  and  get  three  more  energy  stocks  set  to 
double  in  his  new  special  report,  Oil:  Slam  Dunk 
Investing  for  Income  &  Capital  Gains 
Call  toll  free  1-877-733-7876  or  go  to 
www.forbesnewsletters.com/pts 


Unlimited  Sales  Leads 
&  Mailing  Lists 


12  Databases  to  Choose  From 
Only  $250  per  month*! 
www.SalesGenie.com 
866-313-8321 

"subscription  includes  2  users  1 5FOR 


Timeshare 


TIMESHARES 


save  up  to 


70 


% 

off  retail! 


,  BEST  RESORTS. 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 
HOLIDAYGROUP.com 


Business  Oppertunitie 


$250,000  Profit 

First  year  in  business 
if  you  are  a  serious  person  who  want> 
to  make  serious  money. 
We  have  the  program  for  you. 
Investment  only  $17,900 

Call  1-800-399-0892 
You  Will  Make  Money 


Own  A 
Private  Bank 

800-733-2191 


Incorporate  in  Nevada 

Save  on  TAXES 

Protect  your  ASSETS 

Protect  your  PRIVACY 

(Nominee  Services  Available) 
(Attorney-client  privileged) 

702-871-2200 


ACQUIRE  REAL  ESTATE! 

You  Locate,  We  Fund.  Co-Own 
Or  Just  Cash  Out!  Gain  Access  to 

Over  6,400  Cash  Investors! 
Free  Info:  1-866-541-1792  Ext.  29* 


Oil  &  Gas  Wells  for  Sale 

100%  W.I.  In  3  wells.  Net  approx. 
$9,00000  per/mo.  Upside  potential 
$450,000.  We  have  over  100 
Oil  &  Gas  properties  for  sale. 
Incomes  from  $2,000  per/mo. 
To  1  million  per/mo. 
Call  806-548-0760  or  call 
1-800-880-7202 


Newsletter 


NANOTECH  IS  HOT... 
BUT  DON'T  GET  BURNED 

Nanotechnology  is  changing  the  world  ani 
creating  the  investing  opportunity  of 
lifetime.  We  told  our  readers  to  buy  Flame 
(FLML)  at  $1.60  and  it  is  nowove1 
$25. ..our  Nanosphere  Portfolio  is  up  ove 
190%  since  March  2002  and  a  recen 
recommendation  popped  31.49%  in  on 
week.  But  beware  of  the  hype!  Thl 
Forbes/Wolfe  Nanotech  Report  separate 
the  true  leaders  from  the  overpriced 
Subscribe  Risk-Free,  save  67.5%,  pay  jus 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.corri/frb 


For  information  and 
rates  on  advertising 
in  the  next  Forbes 
Display  Classified  Section 
Call  Media  Options 
1-800-442-6441 
mediopteaol.com 
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Advertisement 


The  fastest  way  to  learn 

a  language.  Guaranteed. 

Jihally,  a  different  approach  that  has  millions  of  people  talking.  Using  the 
award-winning  Dynamic  Immersion"  method  our  interactive  software  teaches 
.  without  translation,  memorization  or  grammar  drills.  Combining  thousands 
of  real-life  images  and  the  voices  of  native  speakers  in  a  .step-by- step  immersion 
process,  our  programs  successfully  replicate  the  experience  of  learning  your 
first  language.  Guaranteed  to  teach  faster  and  easier  than  any  other  language 
product  or  your  money  back.  No  questions  asked. 


Spanish 

[Latin  America  or  Spain) 

English 

(US  or  UK) 


French       German     Japanese      Thai      Arabic    Turkish    Polish  Swedish 
Italian       Russian     Indonesian    Korean   Hebrew    Danish    Welsh  Pashto 
Portuguese    Chinese    Vietnamese     Hindi     Greek     Swahili    Dutch  Latin 


Award-winning  software  successfully  used  by 
U.S.  State  Department  diplomats,  Fortune  500® 
executives  and  millions  of  people  worldwide. 

Step-by-step  immersion  instruction  in  all  key  language  skills; 

Listening  -  Rosetta  Stone  uses  native  speakers  and 
everyday  language  to  develop  your  understanding 
of  the  spoken  language  naturally  and  easily. 

Reading  Text  exercises  develop  your  reading 
skills  by  linking  written  language  to  real-life 
objects,  actions  and  ideas. 

Speaking  -  Speech-recognition  feature  records, 
diagrams  and  compares  your  voice  to  the  native 
speaker's,  grading  your  pronunciation. 

Writing  -  Dictation  exercises  evaluate  your 
spelling,  syntax  and  punctuation. 


"...your  program  is  the  absolute  best,  bar  none.  I  am 
shocked  at  how  quickly  I  learn." 

-  Michael  Murphy 
Texas,  USA 

"Stupendous.. .the  juxtaposition  of  text,  sound  and  picture 
was  masterful. The  quality  of  both  sound  and  graphics 
was  first  rate." 

-  The  Boston  Globe 


Each  fully  interactive  course  includes: 

•  CD-ROM  curriculum  with  20  activities  in  each  of  92  lessons 

•  Previews,  comprehensive  exercises  and  testing  for  each  lesson 

•  Automated  tutorials  that  "learn"  where  you  need  extra  help 

•  Curriculum  Text  and  45-page  User's  Guide 

FREE 

SHIPPING!  Rosetta 

Level  1  CD-ROM  $195  1 

Level  2  CD-ROM  $225  * 

BEST  VALUE!  «W«S5 

Level  1  &  2  Set  $329  ^ 

Personal  Edition.  Solutions  for 
organizations  also  available. 


Call  today  or  buy  online  and  receive 
FREE  Overnight  Shipping  in  the  US. 

RosettaStone.com/fbs035s 
1-888-232-8823 

Use  promotional  code  fbs035s  when  ordering. 

RosettaStone 


Language  Learnin 


Success 


Forbes  Subscribers  Service. ..to  plan  your  order,  to  renew,  change  your  address  or  other  customer  service,  visit  our  site  at... www.forbes.com/customerservice  or  call. ..800-888-9896 


THOUGHTS 


On  the  Business  of  Life 


One  of  journalism's  wittiest  writers,  Bob  Gima  of  the  New  York  Daily  News,  recently  indicated 
that  he  wanted  to  do  an  article  on  my  views  about  something  or  other.  I  begged  off  on  the  basis 
that  between  the  Iron  Curtain  motorcycle  trip,  ballooning  and  punditing,  this  man's 
pomposities  had  received  a  bit  much  by  way  of  publicity,  that  it  was  "time  to  take  a  low  profile."  Wrote 
Mr.  Gima,  "The  idea  of  you  maintaining  a  low  profile  is  a  little  like  hearing  that  Yassir  Arafat  was  hosting  an 
Israeli  bond  dinner."  — MALCOLM  S.  FORBES  (1979) 


Publicity  is  the  life  of  this  culture — 
in  so  far  as  without  publicity  capitalism 
could  not  survive — and  at  the  same  time 
publicity  is  its  dream. 

—JOHN  BERGER 


In  Hollywood,  an  equitable  divorce 
settlement  means  each  party  getting  50% 
of  the  publicity. 

—LAUREN  BACALL 


Ninety-eight  percent  of  the  adults 
in  this  country  are  decent,  hard-working, 
honest  Americans.  It's  the  other  lousy  2% 
that  get  all  the  publicity.  But  then, 
we  elected  them. 

—LILY  TOMLIN 


Live  by  publicity,  you'll  probably  die  by 
publicity. 

—RUSSELL  BAKER 


All  publicity  is  good,  except  an  obituary 
notice. 

—BRENDAN  BEHAN 


To  have  news  value  is  to  have  a  tin  can 
tied  to  one's  tail. 

— T.E.  LAWRENCE 


Publicity  is  a  great  purifier  because  it  sets 
in  action  the  forces  of  public  opinion,  and 
in  this  country  public  opinion  controls  the 
courses  of  the  nation. 

—CHARLES  EVANS  HUGHES 


Democratic  nations  must  try  to  find 
ways  to  starve  the  terrorist  and  the 
hijacker  of  the  oxygen  of  publicity  on 
which  they  depend. 

—MARGARET  THATCHER 


The  very  minute  a  thought  is  threatened 
with  publicity  it  seems  to  shrink  towards 
mediocrity. 

—OLIVER  WENDELL  HOLMES  SR. 


Of  course  I'm  a  publicity  hound.  Aren't 
all  crusaders?  How  can  you  accomplish 
anything  unless  people  know  what  you're 
trying  to  do? 

—VIVIEN  KELLEMS 


Formerly,  a  public  man  needed  a  private 
secretary  for  a  barrier  between  himself 
and  the  public.  Nowadays  he  has  a  press 
secretary,  to  keep  him  properly  in  the 
public  eye. 

—DANIEL  BOORSTIN 


Without  publicity  there  can  be  no  public 
spirit,  and  without  public  spirit  every 
nation  must  decay. 

—BENJAMIN  DISRAELI 


With  publicity  comes  humiliation. 

—TAMA  JANOWITZ 


A  Text... 

When  a  man's  ways  please 
the  Lord,  he  maketh  even 
his  enemies  to  be  at  peace 
with  him. 

—PROVERBS  16:7 
Sent  in  by  Rachel  Kokotan,  Eugene,  Ore. 
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What  if  we  could  prevent  diseases  in  adults  with  treatments 
when  they're  babies? 

What  if  we  could  use  pediatric  medicine  to  make  healthier  adults? 

We're  about  to  find  out. 


At  Johns  Hopkins,  doctors  and  scientists  are  working  together 
to  discover  bold  new  cures  that  will  change  medicine  forever. 


.  JOHNS  HOPKINS 


MEDICINE 


IMAGINE 


Be  a  part  of  the  transformation. 
Visit  johnshopkins.org  or  call  1-866-HOPKINS. 


4  X  MORE. 


WELCOME  TO  THE  NEW  BENCHMARK  IN  OFF-ROAD  EXOTIC  VEHICLES. 


Duramax  is  a  registered  trademark  of  General  Motors.  GM  backs  your  new  HI  Alpha  with  its  New  Vehicle  Bumper-to-Bumper  Limited  Warranty  for  GM  vehicles  registered  in  the  USA.  See  your  HUMMER 
©  General  Motors  Corporation,  2005.  For  more  information  visit  your  local  dealer  or  call  us  at  1.800.REAL.4WD. 


Introducing  the  HI  Alpha.  The  iconic  HI  exterior  remains,  but  under  the  hood  it's  a  whole  new  animal.  The  HI  Alpha  differs 
from  the  HI  by  featuring  the  Duramax™  6600  Turbo  Diesel  engine  creating  a  dramatic  increase  in  both  cruising  range 
and  horsepower.  It  also  generates  a  mind-boggling  520  lb. -ft.  of  torque  at  1600  rpm.  The  perfect  complement  to  this  massive 
power  increase  is  the  Allison  1000  transmission.  In  addition,  the  Alpha  comes  with  a  4-year/50,000-mile  bumper-to-bumper 
limited  warranty.  All  this  coupled  with  a  quieter,  refined  interior,  the  HI  Alpha  delivers  a  driving  experience  Like  Nothing  Else, 


HUMMER.COM  IIUIwllflElf    LIKE  NOTHING  ELSE. 


vehicle  is  warranted  for  repairs,  including  parts  and  labor,  to  correct  problems  in  materials  or  workmanship  for  4  years  or  50,000  miles,  whichever  comes  first  (including  scheduled  service  maintenance). 


Advertorial 


HARVKjT  TIME  FOR  ASIA'S  AGRO  GIANr 


Multi-billion-dollar 
Thai  agrocon- 
glomerate,  the 
Charoen  Pokphand 
Group  is  reaping 
the  rewards  of  its 
bold  investment 
strategies. 

"We  want  to  be  the 
Wal-Mart  of  Asia," 
declares  Dhanin 
Chearavanont, 
Chairman  and  CEO  of 
the  giant  Asian  agro- 
conglomerate 
Charoen  Pokphand 
Group.  That's  not  just 
a  throwaway  line 
from  a  company  that 
has  built  Asia's  largest 


Chairman  &  ceo,  agri-business  empires 

Charoen  Pokphand  Group.  .  . 

and  is  now  po- 
sitioning itself  to  become  a  retail  giant  at  the  cutting  edge  of 
some  of  the  world's  biggest  markets  in  China  and  India. 

The  group,  with  revenues  in  2004  of  US$13  billion,  operates 
in  20  countries  through  250  companies  and  employs  almost 
200,000  people.  CP  Group  has  taken  mundane  industries  like 
animal  feed,  aquaculture  and  poultry  production  to  new  heights 
of  efficiency  and  technological  advancement.  By  combining 
expertise  in  production,  marketing  and  distribution,  the  CP 
Group  has  connected  consumers  and  producers  in  new  and 
innovative  ways-and  in  the  process,  helped  improve  the  lives 
of  people  in  the  rural  sector. 

"CP  Group's  advantage  is  that  our  growth  has  always  been  in 
developing  countries,  in  environments  where  the  necessary 
factors  for  doing  business  in  a  modern  way  were  not  in  place," 
explains  Dhanin,  whose  net  worth  of  US$5  billion  makes  him 
one  of  the  top  three  richest  men  in  Thailand.  "We  deal  with 
the  head  and  the  tail,  which  is  research,  development  and  its 
applications,  and  processing,  marketing  and  logistics.  We  leave 
the  middle  to  contract  farmers.  In  the  final  analysis,  we  create 
the  dreams  for  our  customers  and  partners  to  realize." 

More  than  just  dreams:  CP  Group  pioneered  the  growth  of 
industrial  agri-business  in  China,  where  the  group  has  operations 
in  virtually  every  Chinese  province.  CP  Group's  Chia  Tai  Company 
was  the  first  foreign  company  to  register  in  Shenzen  when 


CP's  Super  Brand  Mall  in  Shanghai  is  also  home  to  one  of  46  Lol 
Superstores,  the  retail  market  leader  in  China's  second  cii 


Deng  Xiaoping  opened  the  door  to  foreign  investment  in  1 97 
In  fact,  CP  Group  holds  the  historic  foreign  business  registratic 
number  001 .  While  other  foreign  companies  dreamed  of  doir 
business  in  China,  Chia  Tai  built  a  network  of  productio 
marketing  and  logistics  that  has  made  this  84-year-old  compar 
which  began  life  in  a  humble  shophouse  in  Bangkok,  a  househc 
name  throughout  China. 

Dhanin  likes  to  think  he  has  a  business  model  he  can  build  o 
"The  markets  of  the  world  are  ours  if  we  want  to  take  them 
Dhanin  told  staff  at  a  recent  pep  talk.  "The  raw  materials  ai 
ours  to  buy  and  use,  and  we  can  employ  the  people  of  tl~ 
world,  whether  they  are  Asians,  Europeans,  Americans  or  Tha 
and  tap  their  expertise.  The  world  has  to  eat  and  we  can  tj 
its  kitchen." 

Without  doubt,  Dhanin  is  head  chef  of  this  global  enterprise 
bid  to  become  the  "kitchen  of  the  world".  In  fact,  he  ha 
most  of  the  ingredients  in  hand,  and  the  rest  are  ready  t 
harvest.  CP  Group  is  Asia's  biggest  agro-food  conglomerate 
Business  can  be  divided  into  two  main  groups:  production  an 
processing  (agri-business)  and  service  (telecommunicatior 
logistics  and  retailing).  Nearly  seventy  percent  of  revenu 
comes  from  its  core  agro-business  group  under  its  flagship  C 
Foods,  listed  on  the  Thai  stock  exchange.  CP  Group  is  th 
world's  largest  animal  feed  producer  with  an  annual  tonnag 
of  16.5  million  tons  and  its  broilers  produce  over  30  millio 
chicks  per  week. 

The  company  grew  from  humble  roots.  It  all  began  in  1921 
when  Dhanin's  father  and  uncle  emigrated  from  China  and  se 
up  a  tiny  seed  shop  in  Bangkok.  Working  closely  with  farmer 
in  Thailand  and  China,  they  allied  traditional  knowledge  witl 


Advertorial 


\N  technology  to  increase  yield  and  quality  and  reduce  costs, 
a  result,  subsistence  farmers  made  profits,  boosting  the 
ai  economy  and  road-testing  a  grassroots  business  model 
it  the  brothers  then  successfully  applied  to  animal  feed, 
ultry  and  swine  production. 

arting  in  the  1960s,  CP  Group's  vertical  integration  model 
is  launched  overseas  in  Taiwan,  Indonesia,  China,  Malaysia, 
rkey,   India,   Myanmar,   Cambodia  and  Vietnam. 

ice  then  the  group  has  expanded  aggressively  in  some  of 
i  world's  biggest  developing  markets  by  combining  its  Asian 
Dwledge  with  a  fearless  approach  to  new  technology  and 
ming  relationships  with  blue-chip  partners  like  Arbor  Acres, 
ntinental  Grain  Corporation,  Makro,  Tesco,  Catepillar,  Allianz 
i,  7-Eleven,  Solvay  Group,  Verizon  and  Orange. 


Superstores  are  blazing  a  trail  in  mass-market  cash  and  carry 
retail  operations  in  Thailand  and  China. 

A  slice  of  China's  vast  consumer  market  is  every  conglomerate's 
dream,  and  indeed  retail  looks  like  becoming  CP  Group's  biggest 
revenue  earner  in  China.  In  2002,  CP  Group  opened  the  240,000- 
square-meter  Super  Brand  Mall  in  Shanghai,  the  largest 
downtown  retail  and  entertainment  complex  in  China.  Even 
more  ambitious  are  the  group's  one-stop  shopping  concept 
supermarket  plans.  Since  1997,  it  has  opened  46  Lotus 
Supercenter  supermarkets  and  plans  to  open  up  to  over  100 
stores  next  year.  "We  are  number  one  in  Shanghai  with  28 
Lotus  Supercenter  stores  up  against  Tesco,  Carrefour,  Metro 
and  Makro,"  says  Dhanin.  "It's  the  most  competitive  retail 
environment  and  if  we  can  beat  them  there,  we  can  do  it 
anywhere." 


Group  also  moved  into  aquaculture  and  is  now  a  major 
imp  producer  in  Thailand,  Indonesia,  India  and  Vietnam  with 
contaminant-free  pro-biotic  production  system. 

Group's  uncompromising  commitment  to  food  safety  is 
iping  huge  benefits.  When  Thailand  slaughtered  over  10 
tlion  chickens  during  the  Avian  flu  crisis  in  2003-2004,  CP 
ckens  had  not  a  feather  ruffled.  Overseas  demand  for  its 
rmone-and  antibiotic-free  chicken  and  shrimp  cooked  or 
zen  is  growing  fast-the  group  is  a  major  supplier  of  leading 
i  supermarketer  Tesco.  Own  brand  development  for  retail 
d  distribution  through  its  3,000  7-Eleven  franchises  and 
sual  eatery  chain  Thai  Thai  is  also  a  priority  for  CP  Group. 

Dking  for  increased  return  on  investment,  CP  Group  is  moving 
the  economic  food  chain  into  value-added  operations  like 
)cessed  food  and  retailing.  CP  Group's  retail  strategy 
;entuates  savings  and  convenience  for  the  consumer.  In 
ailand  3,000  7-Eleven  stores  nationwide  provide  24-hour 
ivenience  for  people  to  do  anything  from  paying  a  telephone 
I  to  buying  a  toothpick.  The  company's  Lotus 


Sounding  like  an  excited  teenager  in  a  cyber  cafe,  65-year-old 
billionaire  Dhanin  outlines  the  company's  more  recent  strategy: 
supplying  food  for  the  Mind  as  well  as  the  Body  through 
information  technology  and  the  Internet.  CP  Group  has  invested 
over  US$1.3  billion  in  True  Corporation,  Pic,  Thailand's  only 
fully  integrated  telecom  solutions  provider  with  five  business 
segments:  wireline,  digital,  data  network,  wireless,  multimedia 
and  Internet. 

"The  world  is  a  great  superhighway  and  we  are  already 
operating  in  an  area  where  half  of  humanity  lives.  CP  Group's 
strength  is  our  innovative  approach.  We  view  obstacles  as  a 
game;  overcome  them  and  you'll  always  find  a  business 
opportunity.  With  technology  and  the  Internet  there  is  no  limit 
to  what  we  can  bring  to  the  world's  table,"  says  Dhanin. 

CP  group's  vision  and  confidence,  its  grassroots  corporate 
citizenship  and  the  way  it  almost  unilaterally  refocused  and 
restructured  during  the  Asian  financial  crisis,  have  earned  it 
the  reputation  of  being  one  of  the  region's  best  run  and  most 
respected  multinationals.  Today  it  is  reaping  the  rewards. 
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CONSOLIDATION  SETS  THE  STAGE 
FOR  MAJOR  COST  SAVINGS 


he  consolidation  of  network  infrastructures  into  fewer  data  centers  is  fuelin 
a  revolution  in  IT  cost  savings,  with  additional  businesses  jumping  on  boai 
each  day.  In  fact,  Gartner  Research  reports  that  61%  of  companies  have 
consolidation  project  under  way,  with  another  28%  actively  investigatin 
their  consolidation  strategy. 


Consolidation  is  indeed  becoming  the  "must-do"  priority  for  any 
large  enterprise  looking  to  compete  effectively  in  a  climate  where 
decision  makers  are  increasingly  expected  to  demonstrate  quantifi- 
able success  from  IT  investments.  That's  because  application  and 
server  consolidation  results  in  a  higher  quality  of  service  for  IT  users 
and  major  improvements  in  IT  administrative  productivity.  Most 
important,  consolidation  sets  the  stage  for  todays  new  architecture 
—  grid  computing  —  which  offers  the  opportunity  to  improve 
your  existing  IT  infrastructure  while  lowering  costs  and  realizing  all 
the  benefits  of  running  in  a  consolidated  environment. 

Oracle  is  driving  this  trend  with  its  Oracle  \0g  infrastruc- 
ture software,  an  integrated  solution  designed  for  enterprise 
grid  computing. 

CONSOLIDATION  OFFERS  REAL  BENEFITS 

The  benefits  of  consoli- 
dation are  both  quantifiable 
and  impressive,  according 
to  a  December  2004  inde- 
pendent study  by  Mainstay 
Partners,  which  documents 
savings  by  several  major 
enterprises  that  have  con- 
solidated a  wide  number  of 
applications  into  a  grid  computing  infrastructure  with  Oracle 
10^.  Consider  a  couple  of  examples  of  the  enterprises  studied 
by  Mainstay: 

The  Chicago  Stock  Exchange  consolidated  its  online  cus- 
tomer service  applications  with  Oracle  Database  10^  with 
Real  Application  Clusters  to  improve  uptime.  Moving  to  a 
grid  computing  infrastructure  has  allowed  the  Exchange  to 
add  on  hardware  as  it  needs  more  capacity.  Overall,  Mainstay 
projects  a  payback  of  the  initial  investment  in  less  than  12 
months  and  a  net  savings  of  $    01  million  over  five  years. 


Hear  Matthew  Eastwood  of  IDC,  Quentin  Hardy  of 
Forbes,  and  IT  leaders  from  the  Chicago  Stock  Exchange 
Talk  America  and  Vanderbilt  University  share  their 
consolidation  success  stories  and  answer  your  questions 
in  a  live  Web  panel  April  20,  2005, 
at  1 1  a.m.  PT,  2  p.m.  ET.  Register 
now  at  www.forbes.com/oracle. 


Leading  mortgage  lender  Ohio  Savings  Bank,  with  nearly  S 
billion  in  assets,  will  consolidate  its  mortgage  applications  with  t 
call  center,  which  is  running  Oracle  \0g  grid  software  on  Lint 
It  has  coordinated  servers  and  storage  to  operate  like  one  lar 
computer,  reaping  hardware,  software  and  labor  benefits  at 
projected  $1.98  million  over  five  years,  according  to  Mainstay 

AN  EDUCATED  SOLUTION 

Institutions  of  higher  learning  are  also  seeing  maj 
benefits  from  consolidation.  Vanderbilt  consolidated  its  univers: 
and  medical  center  systems  onto  a  shared,  standardized  infrastri 
ture  based  on  Oracle  technology,  eliminating  the  costs 
maintaining  multiple  systems  and  disparate  platforms,  ai 
gaining  $1.79  million  in  benefits  over  five  years.  Meanwhi 
the  University  of  Oslo  consolidated  financial  applications  fro 

three  of  its  campuses  into 
single  system  running  Orac 
10^  grid  software,  avoidi 
60%  of  the  maintenan 
and  hardware  costs  that 
would  have  incurred  h 
each  site  continued  with 
own  siloed  infrastructure. 
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REVOLUTIONARY  THINKING 

Mainstay's  ROI  figures  are  only  part  of  the  story,  wi 
aggregate  savings  and  ROI  results  that  dramatically  valida 
the  consolidated  grid  computing  revolution.  We'll  provii 
figures,  along  with  more  background  on  how  these  compani 
achieved  their  successes,  in  the  next  installment  in  tl 
Digital  Road  Map  series.  —  Michael  Ron 


Read  the  entire  Mainstay  report  at  www.forbes.com/oracle. 


Oracle  Grid 

All  Your  Databases 

In  a  Grid 

No  wasted  capacity 

IMo  wasted  money 

IMo  single  point  of  failure 


Oracle  Grid 
It's  fast...  it's  cheap... 
and  it  never  breaks 


oracle.com/grid 
or  call  1.800.633.0753 


Note:  'Never  breaks'  indicates  that  when  a  server  goes  down,  your  system  keeps  on  running. 


Copyright  ©  2005,  Oracle.  All  rights  reserved.  Oracle  is  a  registered  trademark  of  Oracle  Corporation  and/or  its  affiliates. 
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But  for  the  want  of  a  few  strategically 
placed  screws,  business  has  let 
hurricanes  blow  away  their  roofs,  and 
their  profits.  Certainly  a  compelling 
reason  why,  rather  than  turning  to 
an  insurance  company  that  uses 
j^p     actuaries  to  calculate  risk, 
the  world's  leading  companies 
enlist  the  engineering  knowledge 
of  FM  Global  to  help  them  prepare 
beforehand.  Because  you  never  recover 
in  claims  what  you  can  lose  in  a  single 
shutdown.  A  quarter's  worth  of 
prevention  or  millions  of  dollars  in 
lost  revenue,  jobs  and  shareholder 
value?  After  weighing  the  cost,  you  might 
want  to  ask  your  risk  manager:  What 
price  are  we  willing  to  pay  for  not  having 
the  most  effective  property  protection? 
Visit  fmglobal.com  to  learn  more. 


Protecting  the  value 
business  creates 


Aetna's  Leadership 


Our  innovations  in 
consumer-directed 
plans  keep  us 
ahead  of  the  pack. 

The  Aetna  HeaithFund*"  family  of  plans 
was  the  first  consumer-directed  solution 
offered  by  a  national,  full-service  health 
insurer.  And  we've  been  innovating 
and  improving  it  ever  since.  Today,  we 
offer  a  suite  of  products,  including 
Medical,  Dental,  Pharmacy,  and  Long- 
Term  Care  coverage  for  companies  of 
all  sizes.  We're  also  one  of  the  first  to 
release  studies  showing  high  levels  of 
member  satisfaction,  and  our  plans' 
ability  to  help  control  costs.  And  now 
our  products  include  the  option  of 
Health  Savings  Accounts.  To  find  out 
how  our  experience  can  help  you  find 
plans  that  are  right  for  your  business, 
call  your  broker,  Aetna  representative, 
or  visit  us  today  at  aetna.com. 


We  want  you  to  know 


KAetna 


Health 

Dental 

Pharmacy 

Disability 

Long-Term  Care 

Life 


©  2004  Aetna  Inc.  Aetna  HeaithFund  plans  are  offered  through  Aetna  Life  Insurance 
Company.  Plans  contain  exclusions  and  limitations.  Information  is  based  on  an  Aetna 
Integrated  Informatics  Study  of  Aetna  HeaithFund  enrollment  (January-September  2003). 
-2004104 
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As  the  world  around  you  changes,  your  software  needs  to  change,  too.  That's 
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House  Poor  Did  you  hear  about  the  proposed  plan  to 

deal  with  the  shortage  of  retirement  savings  in  this  country?  The 
plan  is  to  penalize  workers  and  reward  spendthrifts.  Do  you 
think  it  will  work? 

The  new  part  of  the  plan,  espoused  by  Senator  Lindsey 
Graham  (R-S.C.)  and  not  very  fervently  opposed  by  the  fellow 
in  the  White  House,  is  to  jack  up  Social  Security  taxes,  currently 
capped  at  $1 1,160  on  the  first  $90,000  of  your  salary.  By  raising 
the  earnings  ceiling  to  $200,000,  the  federal  government  could 
haul  in  more  cash. 

The  second  part  of 
what  I  am  talking  about,  a 
federal  policy  to  reward  big 
spenders,  is  of  long  stand- 
ing. It  consists  of  the  home 
mortgage  deduction.  Sup- 
posedly you  can't  deduct 
interest  on  debt  incurred  to 
engage  in  nonresidential 
spending,  but  it's  easy  to 
get  around  this  rule.  When 
you  move,  just  take  out  a 
bigger  mortgage  than  you  need.  The  result  is  known  to  econo- 
mists as  "home  equity  extraction,"  and  it  is  made  wonderfully 
easy  by  the  house  price  bubble  we  have  all  enjoyed  over  the  past 
decade. 

Equity  extraction,  which  runs  to  half  a  trillion  dollars  or  so  a 
year,  explains  where  people  are  getting  the  money  to  buy  BMWs. 
It  also  explains  the  trade  deficit.  The  deficit  represents  not  just 
goods  floating  across  the  ocean  but  capital  we  must  import  from 
Asia  and  Europe  because  we  are  tapped  out.  As  Robert  Lenzner 
explains  on  page  56,  the  phenomenon  has  not  escaped  the  atten- 
tion of  Alan  Greenspan. 

You  thought  the  mortgage  deduction  was  an  incentive  for 
home  ownership.  It  isn't  really.  Remember,  you  get  a  huge  tax 
benefit  from  owning  a  home  even  if  you  don't  have  a  mortgage. 
Its  rental  value  to  you — its  dividend,  so  to  speak — is  tax  free.  So 
are  the  capital  gains  (up  to  $500,000  every  two  years).  Note  that 
the  interest  deduction  is  keyed  not  to  how  big  your  living  room 
is  but  to  how  much  money  you  borrow  and  how  slowly  you  pay 
it  back.  In  the  old  days  people  saved  by  paying  off  the  mortgage 
and  having  a  lot  of  equity  at  retirement.  The  mortgage  deduc- 
tion is  an  incentive  not  to  do  that.  It's  a  reward  not  for  home 
ownership  but  for  indebtedness.  This  spendthrift  incentive  is 
running  $73  billion  a  year. 

Senator  Graham  says  he  wants  to  raise  taxes  only  so  that  he 
can  finance  your  personal  retirement  account.  An  unlikely  out- 
come. The  government  is  the  biggest  spendthrift  of  all,  and  it  is 
going  to  spend  your  cash. 

V*  EDITOR 
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You  and  us.  Bringing  all  the  resources  of  one  of  the  work 
largest  wealth  management  firms  to  the  table.  Any  table. 


At  UBS,  we  can  offer  our  clients  some  of  the  world's  most  powerful  financial 
resources.  But,  the  most  important  resources  of  all  are  the  ones  your  financial 
advisor  will  bring  to  the  table  the  very  first  time  you  meet.  They're  called  listening 
and  understanding.  And  they're  the  first  steps  in  the  disciplined,  on-going  process 
that  we  call  Wealth  Management  at  UBS. 

We  believe  that  the  only  wealth  management  plan  worth  having  is  the  one 
that's  specifically  customized  for  your  needs.  So  your  financial  advisor  will  always 
begin  the  process  by  listening  to  the  expert  on  your  situation.  You.  It's  the  key 
to  understanding  where  you  are,  where  you  want  to  be,  and  your  risk  tolerance 
to  get  there. 

We  can  then  access  all  our  resources  as  one  of  the  world's  largest  managers 
of  wealth,  an  award-winning  investment  bank  and  a  global  leader  in  asset 
management.  We  can  bring  in  expertise  from  asset  allocation  to  estate  planning 
services.  Together,  we  can  design  your  financial  plan. 

Yet  it's  not  a  plan  set  in  stone.  At  UBS  we  recognize  that  as  your  life  changes,  so 
your  plan  may  need  to  change  too.  We'll  meet  with  you  regularly  to  monitor  your 
portfolio  and  review  strategies.  Simply  put,  we'll  keep  listening.  Listening,  and 
understanding.  It's  what  we  mean  by  a  relationship  we  call  'You  &  Us.' 


You  &  Us 


Wealth 
Management 


Global  Asset 
Management 


Investment 
Bank 


UBS 


S  2005.  The  key  symbol  and  UBS  are  registered  and  unregistered  trademarks  of  UBS.  All  rights  reserved.  Wealth  Management  services  in  the 
are  provided  by  UBS  Financial  Services  Inc.,  a  registered  broker  dealer  offering  securities,  trading,  brokerage,  and  related  product  and  services. 
Financial  Services  Inc.,  Member  SIPC. 


High-performance  R&D,  delivered. 

Determined  to  boost  its  output  of  innovative 
new  medicines,  Wyeth's  research  &  development 
leadership  teamed  with  Accenture  to  reengineer 
the  way  the  pharmaceutical  company  discovers 
new  molecular  entities  and  moves  them  through 
preclinical  development  and  clinical  trials. 
The  companies  designed  and  implemented  vast 
changes  to  streamline  operations  and  dramatically 
improve  the  effectiveness  of  Wyeth's  proven  R&D 
organization.  Now,  three  years  into  the  initiative, 
the  productivity  of  Wyeth's  drug  discovery 
effort  has  risen  400  percent,  early  clinical  trial 
cycle  times  have  been  cut  by  60  percent,  and 
a  new  high-performance  model  for  outsourcing 
clinical  data  management  is  substantially  reducing 
costs  by  about  50  percent. 


Thomas  Cook 

High-performance  operations,  delivered. 

A  163-year-old  brand  with  many  owners  over 
the  years,  Thomas  Cook  UK  &  Ireland  was  a 
respected  but  complex,  decentralized  travel 
services  business  in  need  of  a  return  to 
profitability.  In  an  innovative  co-sourcing 
arrangement  with  Accenture,  the  company 
created  a  shared  services  center  to  consolidate 
its  widely  dispersed  IT,  finance  and  HR 
administration  operations.  Responsibility  for 
strategy  and  policy  was  retained  by  Thomas 
Cook,  with  Accenture  facilitating  operations 
management.  In  16  months,  the  company 
removed  £140  million  in  operational  costs, 
helping  to  achieve  an  £83  million  turnaround, 
establishing  Thomas  Cook  as  a  high-performance 
player  in  the  competitive  UK  travel  business. 


Jaitin 


Go  on.  Be  a  Tiger. 


an  unpredictable  envi 


ways  equal  high  performance.  Unless  it's  matched  by 
eat  adaptability.  To  see  how  we  can  help  your  business 
>come  a  high-performance  business,  visit  accenture.com 

Dnsulting  •  Technology  •  Outsourcing 


accenture 

High  performance.  Delivered. 
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On-the- Job  Feigning 

'Workers'  Con"  (Feb.  28,  p.  34)  was  a  real  eye- 
opener.  Legitimate  workers'  compensation 
claims  are  being  denied,  and  insurers  are 
being  defrauded.  Has  anybody  considered 
simplifying  the  system,  making  it 
easier  and  less  expensive  for 
companies  to  comply  and  easier 
for  law  enforcement  to  uncover  fraud- 
ulent behavior?  That  said,  it's  unfair  to  insinu- 
ate that  most  companies  cheat.  The  vast  majority  of 
corporations  allocate  tremendous  resources  to  compliance 
with  workers'  compensation  and  other  regulations.  The  unlawful  behav- 
ior of  a  few  should  not  influence  the  way  we  judge  American  businesspeople. 

SALVATORE  J.  BOMMARITO 
New  York,  NY. 

You  are  correct  to  say  that  workers'  compensation  insurance  fraud  is  driving 
up  costs  for  businesses.  However,  you  singled  out  a  single  industry,  profes- 
sional employer  organizations  (PEOs),  for  the  actions  of  a  few.  Fairness 
would  dictate  that  you  also  report  the  excellent  workers'  compensation- 
related  services  of  the  vast  majority  of  PEOs,  which  provide  risk  management 
and  claims  management  for  several  million  workers  at  small  and  midsize 
businesses.  They  are  the  least  adept  or  capable  of  managing  workers' 
compensation  responsibilities. 

MILAN  P.  YAGER 
Executive  Vice  President 
National  Association  of  Professional  Employer  Organizations 

Alexandria,  Va. 


Unmetered  Praise 

I  take  exception  to  your  description  of 
Pitney  Bowes'  decision  to  situate  its 
headquarters  in  Stamford,  Conn,  in 
"Delivery  Problems"  (Feb.  28,  p.  102). 
When  an  employer  decides  to  stay  close 
to  its  roots  (the  company  was  founded 
here  in  Stamford  in  1920),  it  should  be 
applauded,  not  scorned.  The  Pitney 
Bowes  headquarters — and  the  hundreds 
of  good  jobs  located  there — anchor  our 
efforts  to  redevelop  the  South  End. 

DANNEL  P.  MALLOY 
Mayor 
Stamford,  Conn. 

Healthy  Skepticism? 

Regarding  "Band  of  Buyers"  (Fact  and 
Comment,  Feb.  28,  p.  17),  we  agree  that 
overlapping  state  regulations  raise 
health  care  costs.  But  carving  out  special 


preferences  for  an  untested  approach  t< 
health  care  coverage  will  lead  to  frau< 
and  market  fragmentation.  More  pro 
ductive  was  the  accompanying  editoria 
by  Mr.  Forbes  extolling  Health  Saving 
Accounts  (HSAs). 

KAREN  IGNAGN 
Chief  Executiv 
America's  Health  Insurance  Plan 
Washington,  D.C 

Underdone  Burger 

Our  leasing  story  on  page  120  incor 
rectly  omits  asset  disposals  from  som 
calculations.  The  free  cash  flow  figure 
for  Jack  in  the  Box  for  2002  and  200- 
should  have  been  $34  million  an< 
$90  million,  respectively,  instead  o 
$29  million  and  $80  million.  The  cor 
rect  price/free  cash  flow  ratios  are  1. 
(unadjusted)  and  17  (adjusted). 
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Recrafting. 
The  return 
on  a  great 
investment. 


Return  your  worn  Allen-Edmonds  shoes  to 
their  original  beauty  with  Allen-Edmonds 
Recrafting®.  We  use  the  same  techniques 
when  Recrafting  your  shoes  that  we  used  in 
their  original  construction.  Just  mail  us  your 
worn  Allen-Edmonds  in  a  postage  paid 
RecraftPak"*.  For  more  information  or 
your  free  RecraftPak,  visit  your  nearest 
Allen- Edmonds  dealer  or  call  1-877  495-5564. 


Mien 

.Edmonds 

For  All  Walks  of  Life" 


aliened  monds.com 
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Readers  Say 


SPECIAL  TECH  REPORT   l«M:  A  Grovrth  (naino  Sputter. 

PROTECTING  YOURSELF  FROM  PC  VIRUSES    7  Cash-Rich  StOCKS  tO  Buy 

Forbes 

The  Dark  Side  of 
Whistleblowing 


THE  FEDS  PAID 
THIS  MAN 
S126  MILLION 
TO  RAT  ON 
HIS  COMPANY. 
TH£N  THEIR 
CASE  FELL  APART 


Rats  Into  Cash  Cows 

Your  article  on  my  practice  representing 
whistleblowers  ("The  Enforcer,"  Mar.  14, 
p.  92)  leaves  readers  with  several  false 
impressions.  A  decade-old  lawsuit 
brought  against  me  was  dismissed  at 
every  level  of  the  proceedings.  There 
were  no  "secret  ties"  between  my  firm 
and  Taxpayers  Against  Fraud  (TAF).  The 
whistleblower  advocacy  group  was 
launched  with  fees  that  otherwise  would 
have  gone  to  my  firm.  With  its  indepen- 
dent board  and  a  former  assistant  attor- 
ney general  as  executive  director,  TAF  has 
been  a  strong  voice  for  taxpayers  in 
Washington. 

Your  story  portrayed  perpetrators  of 
fraud  as  victims,  which  is  quite  amazing. 
I  had  expected  a  more  balanced  analysis 
of  the  False  Claims  Act  rather  than  a 
woefully  lopsided  screed  against  whistle- 
blowers,  their  advocates  and  a  law  that 
has  returned  billions  in  stolen  money  to 
the  U.S.  Treasury. 

JOHN  R.  PHILLIPS 
Phillips  &  Cohen  LLP 
Washington,  D.C. 

After  reading  about  the  plight  of  the 
numerous  individuals  affected  by  the  Jus- 
tice Department's  decision  to  play 
Rambo  using  the  whistleblower  badge,  I 
am  sickened  to  see  this  happening  in  our 
great  country.  No  doubt  some  companies 
and  some  individuals  are  guilty  as 
charged.  Our  government,  however,  has 
now  been  seduced  into  looking  at  this  as  a 
continuing  and  perhaps  even  endless 

30     FORBES"  March  28,  2005 


source  of  revenue.  Ask  the  tobacco  com| 
panies  how  they  feel  when  they  see  tha 
54%  of  the  $11.4  billion  settlemen 
money  for  2004  was  being  spent  on  stat< 
budget  shortfalls,  with  a  ridiculous  19°A 
spent  on  treating  smoking-related  ill 
nesses  and  prevention.  I  recently  read  Ayr 
Rand's  classic  novel  Atlas  Shrugged.  Afte: 
reading  your  excellent  article  I  think  tha 
libraries  may  want  to  consider  moving 
Rand's  work  from  fiction  to  nonfiction. 

KEVIN  WALSI 
Baltimore,  Ohic 

Next  Time  on  Fear  Factor 

I  enjoyed  "Holy  Water"  (Feb.  28,  p.  62) 
It's  nice  to  see  FORBES  tackle  health  top 
ics  that  aren't  about  the  latest  pharma 
ceuticals  with  side  effects  that  exceec 
alleged  benefits.  I'd  note,  however,  tha' 
although  Oculus  states  that  use  of  Micro- 
cyn  results  in  diabetic  foot  ulcers  healing 
for  the  first  time,  an  efficacious  FDA- 
approved  treatment  for  diabetic  fooi 
ulcers  already  exists:  maggots.  They  con- 
sume only  dead  tissue  and  excrete 
ammonia.  There  are  zero  side  effects 
zero  complications  and  no  discomforl 
(except,  perhaps,  in  the  mind  of  the  par- 
ticipant). This  method  has  been  used  ir 
numerous  U.S.  hospitals  to  save  patients 
from  amputation. 

JUSTIN  BRONK 
Calabasas,  Calif. 

Mortified  by  Trump 

"The  Master  Builder"  (Feb.  28,  p.  66) 
states  that  Mort  Zuckerman  lacks  the 
candlepower  of  Donald  Trump  and  his 
television  show,  The  Apprentice.  Bui 
Zuckerman  makes  up  for  that  deficiency 
with  his  business  acumen,  something 
Trump  apparently  lacks.  Zuckerman 
started  from  scratch  and  faced  numer- 
ous obstacles.  Trump  had  the  advantage 
of  a  family  business  background.  I  would 
choose  to  invest  in  a  Zuckerman  venture 
over  a  Trump  disaster. 

NELSON  MARANS 
Silver  Spring,  Md. 
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Send  e-mail  to  readers@forbes.com  or  visit 
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Baritone 


Tenor 


Soprano 


Whatever  your  style,  whatever  your  size,  Allen-Edmonds  is  the  perfect  fit. 
Our  shoes  are  handcrafted  in  sizes  6-16  and  widths  AAAEEE.  When  they 
finally  show  their  wear,  our  Recrafting®  process  will  have  them  looking  new 
again.  For  a  catalog  and  Allen-Edmonds  dealer  near  you,  call  1-800-235-2348. 


Shoes  from  top  to  bottom:  Park  Avenue.  Kennett.  Broadstreet 
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For  All  Walks  of  Life" 


WE  CAN  HELP  ANYTHING  GROW. 

Success  comes  naturally  in  Arkansas.  Take  the 
plastics  industry,  for  example.  Arkansas  was 
recently  named  the  top  cost-effective  place  to 
manufacture  plastics  by  MODERN  PLASTICS 
WORLDWIDE  magazine.  Maybe  that's  why  150 
plastics-related  companies  prosper  here.  Because 
we'll  do  anything  to  help  your  business  succeed. 
For  more  information,  visit  1 -800-ARKANSAS.com 


:act  and  Comment 

y  Steve  Forbes,  editor-in-chief 

With  all  thy  getting  get  understanding' 


Golden  Rule 


iE  FEDERAL  RESERVE  HAS  MADE  IT  CLEAR  THAT  IN  ORDER  TO 
irb  incipient  inflation  it  will  continue  to  jack  up  short-term 
terest  rates  until  they  reach  3.5%  to  4%. 

The  move  is  misguided.  The  raising  of  interest  rates  in  and  of 
elf  does  not  restore  soundness  to  a  currency.  In  the  early  1980s 
ime  borrowers  had  to  pay  rates  $500 
at  were  higher  than  20%,  yet  we 
perienced  virulent  inflation. 

The  solution  is  simple:  Our  cen- 
il  bank  should  sell  bonds  from  its 
)rtfolio,  thereby  removing  cash 
3m  the  economy,  until  the  price 
gold  dips  below  $400  an  ounce. 
)ntrary  to  what  most  economists 
ve  been  taught,  gold — for  a  variety 
reasons — is  the  best  barometer  of 
onetary  disturbance.  Its  price  quickly  tells  us  if  a  central  bank 
printing  too  much,  too  little  or  just  the  right  amount  of  money. 

As  the  chart  shows,  the  Federal  Reserve  overtightened  from 
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the  late  1990s  until  early  2002.  Commodity  prices  collapsed,  and 
we  suffered  an  unnecessary  recession. 

Now  Alan  Greenspan  &  Go.  have  gone  in  the  opposite  direction, 
and  we're  undergoing  a  mild  inflation.  At  least  $10  to  $15  of  the  cur- 
rent price  of  oil,  for  instance,  is  the  result  of  inflation,  not  of  legit- 
imate supply  and  demand  factors. 

Quick  rule  of  thumb:  If  gold 
drops  below  $300,  we're  in  for  a 
credit  squeeze  and  an  economic 
contraction.  If  it  goes  above  $400, 
we'll  experience  inflation  and  ris- 
ing interest  rates.  It  if  goes  much 
above  $450  for  a  period  of  time, 
watch  out — long-term  rates,  includ- 
ing those  for  mortgages,  will 
quickly  pass  6%  and  probably  rise 
above  7%.  If  gold  settles  in  the  area  of  $350  to  $380  an  ounce, 
you  can  breathe  easy.  Long-term  interest  rates  won't  zoom,  and 
short-term  rates  will  start  to  recede. 
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Getting  Serious  About  Syria 


)R  TOO  LONG  THE  U.S.  HAS  CODDLED  SYRIA,  A  TERRORIST- 
pporting  dictatorship.  Now  Syria  is  in  trouble  in  Lebanon — 
d  the  U.S.  at  long  last  appears  to  be  taking  off  the  diplomatic 
Dves.  President  Bush  has  unequivocally  demanded  that 
imascus  end  its  occupation  of  Lebanon  by  May.  The  President 
ould  follow  through  with  hard  deeds. 

More  than  a  year  ago,  against  the  wishes  of  our  State  Depart- 
ent,  Congress  passed  the  Syria  Accountability  &  Lebanese  Sover- 
;nty  Restoration  Act  of  2003.  The  legislation  mandated  that  the 
S.  impose  sanctions  against  Damascus  if  it  didn't  take  meaningful 
ps  to  cease  supporting  terrorist  groups,  stop  pursuing  weapons  of 
ass  destruction,  quit  thwarting  our  efforts  in  Iraq  and  end  its  mil- 
ry  occupation  of  Lebanon.  Last  year  the  White  House  imposed 
me  of  those  sanctions:  It  banned  exports  of  munitions  and  mil- 
ry-related  technology  to  Syria,  as  well  as  exports  of  U.S.  products 
her  than  food  and  medicine,  and  prohibited  any  Syria-related 
craft  from  flying  over,  taking  off  from  or  landing  in  the  U.S. 

As  Syria  supports  anti-U.S.  fanatics  in  Iraq,  those  sanctions 
:re  the  least  we  could  have  done.  With  Lebanon  now  aboil,  Wash- 
>ton  should  immediately  impose  other  punitive  measures  per- 
itted  by  the  legislation,  such  as  banning  U.S.  businesses  from 
zesting  or  operating  in  Syria,  prohibiting  U.S.  citizens  and  resi- 
nts  from  engaging  in  any  property  transactions  with  the  Syrian 
vernment  and  restricting  the  travel  of  Syrian  diplomats  in  the 
S.  to  within  a  25-mile  radius  of  their  posts.  In  addition  Washing- 


ton should  freeze  any  and  all  Syrian-controlled  financial  assets  in 
the  U.S.,  including  suspicious  assets  that  maybe  controlled  by  front 
organizations.  If  Damascus  doesn't  begin  an  immediate  with- 
drawal from  Lebanon,  we  should  sever  all  diplomatic  relations. 

Washington  has  long  blinked  at  Syria's  transgressions.  In 
1991  Syria  was  determined  to  make  Lebanon  a  de  facto 
province,  and  Washington  let  that  happen  in  return  for  Syria's 
support  in  the  Gulf  war.  A  pillar  of  Bill  Clinton's  delusional 
Middle  East  policy  was  the  notion  that  the  late  Syrian  strong- 
man Hafez  al-Assad  (whose  son,  Bashar,  now  rules)  could  be 
persuaded  to  negotiate  a  peace  treaty  with  Israel  and  help  us 
craft  a  final  settlement  between  Israel  and  Yasir  Arafat.  In  fact, 
then-Secretary  of  State  Warren  Christopher  made  countless 
bootlicking  trips  to  Damascus,  begging  Assad  to  cut  a  deal  with 
the  Israelis.  Like  Arafat,  though,  Assad  had  no  intention  of  com- 
ing to  reasonable  terms  over  anything  that  involved  Israel. 

More  recently  Syria  has  fobbed  off  Washington  by  having  its 
intelligence  services  occasionally  provide  useful  pieces  of  infor- 
mation to  the  CIA.  But  this  long-standing  pattern  of  appeasement 
must  end.  We  should  settle  for  nothing  less  than  the  restoration  of 
Lebanon's  independence.  But  Syria  won't  go  quietly  into  the 
night.  Southern  Lebanon  has  been  a  sanctuary  for  Syrian/Iranian- 
sponsored  terrorist  groups  such  as  Hezbollah  and  Hamas.  Syria's 
politically  connected  kleptocrats  have  long  looted  Lebanon's 
economy.  Young  Assad  knows  a  withdrawal  would  unleash  a 
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political  firestorm  at  home  that  would  likely  result  in  his  over- 
throw. Even  though  Arab  states  are  now  chorusing  for  Syria  to 
pull  out  of  Ixbanon,  Assad  and  his  crooked  cronies  will  use  every 
deceitful  stratagem  possible  to  ride  out  the  storm.  Ultimately  the 
baby  dictator  may  make  a  pre-Gorbachev  Soviet-style  response  to 
the  West  and  others:  We're  not  giving  up  our  ambitions  in 
Lebanon,  so  what  are  you  going  to  do  about  it?  Intervene  militar- 
ily? The  U.S.  may  yet  be  involved  militarily  before  all  this  is  over. 
We  are  now  riding  a  tiger  in  the  Middle  East.  Our  overthrow 


of  Saddam  Hussein  and  tbe  resultant  elections  in  Iraq  have  set  c 
a  political  earthquake:  elections  in  Afghanistan  that  extended  tl 
vote  to  women;  free  elections  in  Iraq;  a  free  presidential  electic 
among  the  Palestinians,  with  the  winner  pleading  for  an  end 
violence  and  negotiating  deals  with  Israel;  a  popular  uprising 
Lebanon;  and  Egypt's  President  Hosni  Mubarak  suddenly  callir 
for  a  free  presidential  election  when  his  term  expires  later  th 
year.  Like  it  or  not,  we  must  do  all  within  our  power  to  see  th. 
these  upheavals  lead  to  more  liberal,  pluralistic  governments. 


This  Shield  Makes  for  Sharper-Sworded  Pens 


MOST  STATES  HAVE  LAWS  THAT  PROTECT  WORKING  JOURNAL- 
ists  from  being  jailed  for  protecting  the  confidentiality  of  their 
sources.  Such  a  shield  is  essential  to  the  free  flow  of  information, 
particularly  information  that  may  embarrass  political  officials 
or  powerful  nonpolitical  figures. 

Amazingly,  there  is  no  such  protection  on  the  federal  level  for 
journalists.  Thus  we  have  the  spectacle  of  two  reporters — one 
from  the  New  York  Times  and  one  from  Time  magazine — facing 
jail  time  for  refusing  to  disclose  their  sources  and  notes  concern- 
ing a  federal  criminal  investigation.  The  reporters  would  not  be 
criminally  liable  under  the  shield  laws  that  exist  in  many  states. 

A  bipartisan  bill  has  been  introduced  in  Congress — the  Free 
Flow  of  Information  Act — that  would  provide  working  journal- 
ists with  the  kinds  of  protections  at  the  federal  level  that  they 
enjoy  in  states  such  as  California,  Florida,  Illinois,  Indiana,  New 
Jersey,  New  York  and  Ohio. 

The  legislation  would  protect  the  identity  of  confidential 
sources.  The  sanctity  of  reporters'  notes  and  tapes  would  be  pro- 


tected unless  there  was  "clear  and  convincing  evidence"  that  the  ir 
formation  was  essential  to  the  investigation,  prosecution  or  defen; 
of  a  criminal  case.  In  civil  cases  testimony  would  be  required  on. 
when  it  was  essential  to  resolve  an  issue  of  "substantial  importance 

More  than  30  states  and  the  District  of  Columbia  have  shiel 
laws  of  some  sort  on  their  books.  And  most  other  states  have  var 
ous  kinds  of  protections  that  came  out  of  state  court  decisions. 

This  bill  is  not  perfect.  It  ducks  the  question  of  whether  blo§ 
gers  should  be  considered  journalists  or  whether  independer 
researchers  or  independent  writers  who  come  across  sensitiv 
information  and  are  preparing  articles  on  spec  (articles  that  haven 
been  commissioned)  should  also  have  the  protection  of  this  shiel 
law.  The  proposed  law  is  far  better  than  nothing,  however. 

In  the  name  of  the  free  flow  of  information  and  of  givin 
true  life  to  the  First  Amendment,  Congress  should  immediate! 
pass  this  bill,  and  President  Bush  should  sign  it  forthwith. 

Is  this  special  pleading  by  the  media,  which  includes  FORBES 
Absolutely.  But  in  this  case  it  is  pleading  that  will  benefit  us  all. 


Pettily  Punishing  Public-Spirited  Citizen 


AMERICA'S  FOUNDERS  IMAGINED  THAT  OUR  STATE  AND  NATIONAL 
legislatures  would  be  dominated  by  citizen-politicians.  Civic- 
minded  individuals  would  take  a  few  years  off  from  their  private 
pursuits  to  serve  in  the  public  sector  and  would  then  return 
home.  George  Washington,  of  course,  was  the  most  vivid  example 
of  that  ideal.  He  eagerly  went  home  after  the  Revolutionary  War 
instead  of  setting  up  a  military  dictatorship,  as  he  easily  could  have 
done.  He  went  home  again  after  having  served  two  terms  as  Pres- 
ident—he could  have  stayed  on  as  the  nation's  chief  executive  for 
as  long  as  he  lived.  American  statesmen  of  that  era  could  scarcely 
have  imagined  today's  situation,  in  which  men  and  women  spend 
a  lifetime  in  politics  devising  ever  more  ingenious  ways  to  fortify 
their  place  in  office  by  rigging  district  boundaries  for  elections  and 
by  making  it  more  difficult  for  outsiders  to  mount  challenges. 

And  our  Founding  Fathers  couldn't  have  fathomed  that  so- 
called  ethics  rules  in  Congress  would  make  the  ideal  of  a  citizen- 
legislator  an  impossibility.  In  fact,  under  today's  ethics  rules  such 
a  person  could  be  considered  a  lawbreaker. 

Exaggeration?  Consider  the  case  of  newly  elected  Senator  Tom 
Coburn  (R-Okla.).  Coburn  is  in  trouble  with  the  Senate  ethics 
committee.  His  crime:  This  obstetrician  wishes  to  continue  deliv- 
ering babies.  The  ethics  committee  thinks  his  continuing  to  prac- 
tice violates  Senate  rules  on  receiving  outside  income,  even  though 


Coburn  would  charge  patients  only  enough  to  cover  his  expense: 
This  is  not  the  first  time  Coburn  has  gotten  into  such  trou 
ble.  When  he  was  elected  to  the  House  of  Representatives  ii 
1994,  he  promised  he'd  serve  only  three  terms  and  then  go  bac 
home.  He  wrote  a  letter  to  the  House  ethics  committee  statin 
his  intention  to  continue  his  medical  practice  on  weekends.  Fo 
more  than  three  years  he  heard  not  a  peep  in  response.  But  hi 
conservatism  and  his  push  to  impeach  President  Clintoi 
aroused  Democrats  and  the  pro-Democratic  staffers  who  dom 
inated  the  House  ethics  committee.  They  made  it  clear  that  if  h- 
continued  to  treat  his  patients  they  would  level  charges  agains 
him.  Eventually  Coburn  and  the  committee  came  to  an  agree 
ment — he  could  deliver  babies  as  long  as  he  didn't  make  an; 
money  doing  so.  Unlike  many  of  his  colleagues  Coburn  honorec 
his  commitment  to  serve  only  six  years  and  left  the  House  afte 
the  2000  elections.  Last  year  he  ran  for  the  Senate  and  won. 

Some  Senate  ethicists  insist  that  Coburn  should  be  pun 
ished.  Any  medical  fees,  they  claim,  would  be  a  violation,  even  i 
the  money  covered  only  Coburn's  out-of-pocket  costs. 

This  ridiculous  brouhaha  reminds  us  yet  again  of  the  need  foi 
term  limits  in  Washington — and,  indeed,  in  all  state  capitals.  Wc 
also  need  states  to  draw  legislative  and  congressional  district  line; 
in  an  honest,  nonpartisan,  nonincumbent-protecting  manner.  I 
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ESOURCEFUL  BY  NATURE 


ADVERTISEMENT 


from  simple  seeds 


Midland  Company  Helps  Make  a  World  of  Difference 

EVER  WONDER  WHERE  LECITHIN  COMES  FROI1 
Or  paint  additives?  Or  soft  drink  sweeteners?  Or  clear 
burning  ethanol?  All  of  these  originate  with  farmers'  era 
which  are  then  processed  to  create  a  myriad  of  products  t; 
form  the  basis  not  just  of  the  global  food  supply,  but  of 
global  economy  as  well. 

Through  the  efforts  of  its  dedicated  employees,  fc 
ingredient  supplier  and  processor  Archer  Daniels  Midla 
Company  (ADM)  is  making  a  significant  contribution  tow; 
feeding  the  world,  preserving  the  environment  and  unlo 
ing  the  endless  potential  of  nature's  bounty.  ADM's  vah 
added  approach  to  agriculture  and  its  wealth  of  innovatic 
are  creating  everything  from  better  foods  to  cleaner,  rene 
able  fuel  sources.  With  its  new  campaign,  which  indue 
the  slogan  "Resourceful  by  Nature™,"  the  company  r 
renewed  its  dedication  to  its  mission:  to  "unlock  the  pote 
tial  of  nature  to  improve  the  quality  of  life"  for  everya 
around  the  world. 


ADVERTISEMENT 


>cking  Nature's  Potential. ..and 
iging  It  to  Market 

1  works  to  be  the  essential  link  between  farmers  and  con- 
srs  and  offers  an  unparalleled  infrastructure  that  features 
iportation,  personnel  and  technology  essential  to  bringing 
ers'  products  to  market.  From  the  foods  that  nourish  our  bod- 
)  the  fuel  that  powers  our  cars,  ADM  works  hand-in-hand  with 
ers  to  turn  crops  into  hundreds  of  products  we  use  every  day. 
rhe  people  at  ADM  recognize  that  high  yields  at  low  costs 
he  only  way  to  feed  a  hungry  world.  As  a  result,  the  com- 
i  seeks  to  lead  the  way  in  market  share  and  lower  produc- 
costs  in  all  the  categories  and  markets  it  serves.  ADM  is  also 
ng  to  change  food  for  the  better.  This  includes  creating 
sr  foods,  from  baked  goods  to  chocolate  to  soy-based 
lucts,  as  well  as  healthier  foods,  with  such  products  as 
ra  Oil™,  NovaSoy™,  Novalipid™  and  vitamin  E.  The  com- 
t  is  also  leading  the  way  in  developing  more-convenient 
Is  and  foods  with  a  longer  shelf  life. 

jstainable  Global  Franchise 

1  is  expanding  to  become  even  more  seamlessly  integrated 
single  global  franchise.  If  the  Earth's  resources  are  to  remain 


sustainable,  more  of  the  things  we  all  use  must  be  renewable. 
With  naturally  based  solutions  that  range  from  ethanol  and  bio- 
diesel  fuels  to  paints  and  packaging,  ADM's  growing  portfolio 
of  value-added  products  is  meeting  that  need. 

As  ADM  strives  to  harvest  nature's  bounty  for  the  benefit  of 
all,  the  company  takes  pride  that  others  are  recognizing  the 
quality  of  its  efforts.  This  year,  for  example,  ADM  was  chosen 
by  its  customers  as  the  leading  supplier  of  commodities  and 
the  best  company  in  the  development  of  nutritional  ingredi- 
ents. ADM  outperformed  98.6%  of  the  companies  in  the  S&P 
500  and  100%  of  the  companies  in  the  S&P  food,  beverage 
and  tobacco  group. 

By  rigorously  following  its  principles,  ADM  is  growing  — 
not  just  for  the  sake  of  growth,  but  with  a  focus  on  turning 
the  farmer's  crop  into  an  even  greater  asset  for  customers 
and  corporate  shareholders  alike.  To  employees  at  ADM, 
"Resourceful  by  Nature™"  is  more  than  just  a  tag  line.  The  ad 
campaign  speaks  to  the  fundamental  resourcefulness  the  com- 
pany shares  with  America's  farmers. 

By  developing  new  markets  and  by  providing  an  essential 
pathway  to  the  consumer,  ADM  is  helping  farmers  create  a  bet- 
ter world  —  one  seed  at  a  time. 


Other  Comments 


The  great  and  glorious  masterpiece  of  man  is  to  know  how  to  live  to  purpose. 

—MONTAIGNE 


Misery  Loves  Company  Europe  has  been  especially 
attracted  to  the  theory  that  our  fiscal  and  trade  deficits  will  break 
the  dollar  and  stop  the  U.S.  in  its  tracks.  Misery  loves  company,  and 
a  U.S.  fixation  on  its  deficits  might  just  bring  the  crash  needed  to 
push  U.S.  unemployment  and  tax  rates  up  toward  European  levels. 

Despite  their  promoters,  it  doesn't  look  like  the  twin  deficits 
will  stop  Social  Security  and  tax  reform.  On  the  fiscal  side,  the  U.S. 
debt/GDP  ratio  is  well  below  that  of  other  industrialized  coun- 
tries, whether  contingent  liabilities  are  counted  or  not.  The  more 
the  fiscal  focus,  the  better  the  U.S.  looks  relative  to  other  industri- 
alized countries.  On  the  trade  deficit  side,  the  U.S.  is  growing 
faster  than  its  trading  partners,  explaining  the  deficit.  The  U.S. 
has  younger  demographics  than  other  industrialized  countries, 
making  sense  of  the  capital  inflow  that  funds  the  trade  deficit. 

As  2005  unfolds,  the  U.S.  may  find  itself  pleasantly  sur- 
prised— by  the  long-shot  of  Social  Security  reform  followed  by 
a  pro-growth  tax-reform  plan. 

— DAVID  MALPASS,  chief  global  economist,  Bear  Stearns, 

Wall  Street  Journal 

Under  the  Gun  [Bashar]  Assad  is  under  the  gun  as 
never  before.  But  liberty  for  Lebanon  should  not  be  the  endgame 
for  the  U.S.,  France  or  the  UN.  Syria  itself  must  be  freed  from 
the  Assad  dictatorship,  with  its  legacy  of  poverty,  corruption  and 
death,  including  the  1982  murder  of  up  to  20,000  opponents  of 
the  regime  in  the  city  of  Hama.  The  costs  of  standing  up  to  Syria 
in  Beirut  and  in  Damascus  should  not  be  insurmountable.  If 
Syria  continues  on  its  current  path  it  could  find  itself  an  island  in 
its  own  region,  denied  trade,  tourism,  hard  currency. 

In  the  past,  the  United  States  has  flinched  from  confronting 
the  Syrian  regime  at  home  and  in  Lebanon.  In  the  1980s,  244 
U.S.  Marines  were  murdered  in  Beirut  amid  the  unrest.  We 
pulled  out  and  washed  our  hands  of  the  quagmire.  The  time  has 


"Oh,  Christ— it's  your  mother." 


come  to  try  again,  not  with  Marines  but  with  the  newly  energiz' 
Lebanese  opposition.  The  perils  of  failure  are  no  worse  than  ti 
status  quo;  the  fruits  of  victory,  not  just  against  terror  and  diet 
torship  but  for  a  free  Arab  people,  would  be  great  indeed. 

—DANIELLE  PLETKA,  American  Enterprise  Institui 

Los  Angeles  Tim 

Take  Heart  Freedom  is  a  system  based  on  courage. 

—CHARLES  PEGL 

Protecting  the  Public  Interest  The  job  of  a  joul 

nalist  often  is  to  dig  out  information  that  the  public  needs  b 
that  someone  wants  kept  secret.  This  job  is  critical  to  a  free  soc 
ety,  and  journalists  have  little  hope  of  doing  it  without  the  help 
people  who  are  willing  to  provide  such  information.  But  tho 
sources  frequently  will  take  this  risk  only  if  they  are  allowed 
remain  anonymous.  If  journalists  can't  promise  that  anonymit 
important  information  that  should  be  public  will  remain  hidde: 
Support  for  a  journalists'  shield  law  doesn't  indicate  a  lack  < 
regard  for  law  enforcement,  justice  or  national  security.  Presen 
ing  the  ability  of  whistle-blowers  and  other  truth-tellers  to  g> 
their  stories  out  safely,  through  a  free  press,  is  too  importan 
Shield  laws  protect  more  than  journalists  and  their  sources.  The 
protect  the  public  interest. 

— Columbus  Dispatc 

On  the  Fast  Track  [The  recent]  report  by  the  Nation. I 
Assessment  of  Educational  Progress  is  a  somber  reminder  of  th 
challenges  that  continue  to  face  public  education  in  this  countr 
with  only  a  third  of  all  fourth  graders  making  the  grade  in  readin 
and  math,  and  far  less  than  that  among  minority  kids.  But  we  ca 
find  hope  in  the  nation's  charter  schools.  The  report  finds  that  i 
the  race  for  student  achievement,  charter  school  students  are  in 
statistically  dead-even  tie  with  conventional  public  school  student 
despite  the  fact  that  charter  school  students  receive  less  funding. 

What  the  study  does  not  examine  is  what  impact  charter  schoo. 
have  on  individual  student  progress.  When  a  child  is  struggling  in 
conventional  public  school  and  switches  to  a  charter  school,  is  sh 
then  on  the  fast  track  to  progress?  The  answer  is  a  definitive  yes.  Re 
search  studies  that  examine  student  achievement  gains  over  tim 
reveal  that  charter  school  students  are  making  progress  at  rates  muci 
faster  than  conventional  public  school  students — and  the  longe 
children  are  in  charter  schools,  the  more  dramatic  that  progress  is 
— JEANNE  ALLEN,  president,  Center  for  Education  Reforn 

Mind  Your  Ps  and  Qs  One  might  as  well  say  he  ha 
sold  when  no  one  has  bought  as  to  say  he  has  taught  when  nc 
one  has  learned. 

—JOHN  DEWEY  B 
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Consultants  can  suggest  plenty  of  big  ideas,  but  if  they  don't  collaborate 
with  your  whole  organization,  plans  misfire  and  confusion  abounds. 
A.T.  Kearney  is  different.  We  team  with  your  entire  company.  After  all, 
it's  not  enough  for  ideas  to  be  brilliant.  They  also  need  to  be  understood. 


ATKEARNEY, 


IDEAS  THAT  LAST. 


^1  ft} 


VII  H  AT  CAN  A  N 

ICEBREAKER 

TEACH   US  ABOUT 

MAXIMIZING    SHAREHOLDER  VALUE? 

■ 

You  need  someone  in  the  lead  who  can  power  through  any  obstacle. 


Wachovia's  Corporate  and  Investment  Bank  works  closely  with  thousands  of  growing 
companies.  By  providing  innovative  and  practical  solutions  that  help  our  clients  succeed,  we 
have  proven  our  ability  to  lead  deals  and  deliver  results.  We're  the  new,  irresistible  force  in 
universal  banking.  Talk  to  us.  We'll  provide  the  horsepower  to  get  you  where  you're  going. 


Over  275  new  lead  relationships  established  in  2004 
120%  growth  in  investment  banking  market  share  since  2001 
Retail  distribution  capabilities  of  the  3rd  largest  brokerage  firm 
Balance  sheet  strength  of  the  4-th  largest  financial  institution 


wachovia 
Securities 

Uncommon  Wisdom 


Wachovia  Securities  is  the  trade  name  tor  the  corporate  and  i 
2005  Wachovia  Corporation 


Investment  Banking  ■  Corporate  Banking  ■  Equity  Capital  Markets  ■  Fixed  Income 

HIM! 


services  of  Wachovia  Corporation  and  its  subsidiaries,  including  Wachovia  Capital  Markets.  LLC  ("WCM ").  member  NYSE.  NASD.  SIPC. 


lurrent  Events 


y  Ernesto  Zedillo,  Former  president  of  Mexico 
irector,  Yale  Center  for  the  Study  of  Globalization 


A  World  Without  the  UN? 


OT  SO  FAST!  THE  FIRST  QUESTION  THAT  MUST  BE  POSED  IS 
hether  a  system  of  collective  responsibility  to  pursue  peace  and 
:curity  still  makes  equal  sense  for  the  strong  and  the  weak  countries 
f  the  world.  I  believe  it  does.  The  weak  want  to  know  that  if  they're 
ireatened  by  another  country  the  international  community  will  not 
2  indifferent.  The  powerful  know  that  even  if  they  had  the  resources 
»  wage  war  successfully  against  any  potential  aggressor  state,  it 
ould  be  better  to  spare  those  resources  if  their  securit  y  and  national 
tterest  could  be  indubitably  protected  by  other  means.  They  also 
low  that  today's  security  threats  are  very  different  from  traditional 
itercountry  conflicts.  Terrorists  and  other  transnational  criminals, 
ong  with  the  proliferation  of  weapons  of  mass  destruction,  con- 
itute  perils  that  no  country,  irrespective  of  its  economic  or  military 
light,  can  defeat  alone.  Cooperative  and  collective  action  is  required. 

The  next  pertinent  question  is  whether  the  nearly  60-year-old 
nited  Nations  can  be  the  institution  to  organize  and  deliver  that 
)llective  action.  I  say  it  can  be,  as  long  as  the  institution  is  reformed 
id  strengthened  to  perform  its  essential  functions  effectively.  It 
ould  be  a  monumental  mistake  to  condemn  the  UN  to  extinction, 
ther  by  decision  or  neglect.  Eventually,  but  probably  only  after  we'd 
ldured  a  dramatic  increase  in  violent  conflict  and  its  destructive 
msequences,  it  would  become  imperative  to  invent  the  UN  anew. 

:  Deficient,  Fix  It 

hose  who  would  like  to  see  the  UN  totally  marginalized — or  even 
itinguished — rejoice  in  pointing  to  its  failures  in  preventing  or 
tickly  resolving  many  serious  conflicts  that  have  occurred  since  it 
as  created.  These  critics  speak  as  if  the  UN  had  power  of  its  own 
ith  which  to  address  and  solve  the  crucial  issues  of  peace  and  secu- 
ty.  They  overlook  the  fact  that  it  is  solely  up  to  the  member  coun- 
ies'  leaders  to  make  the  key  decisions.  In  fulfilling  its  core  mandates 
e  UN  can  be  only  as  good  or  as  bad  as  its  members  make  it.  As  the 
eat  Brazilian  diplomat  Sergio  Vieira  de  Mello  wrote  shortly  before 
i  was  killed  by  terrorists  in  Iraq  in  August  2003:  "When  member 
ates  make  a  mess  of  their  own  rules  or  disrupt  their  own,  collective 
ilitical  architecture,  it  is  wrong  to  blame  the  UN  or  its  Secretary- 
eneral."  Indeed,  the  latter  two  should  be  held  accountable  for 
iose  matters  delegated  with  full  authority  to  them  but  not  for 
ose  where  the  responsibility  lies  wholly  with  the  member  states. 

One  of  those  matters  is,  of  course,  reform  of  the  UN  itself, 
eform  has  been  discussed  by  country  members  for  far  too  long, 
ith  no  meaningful  agreement  reached  on  even  the  most  elemen- 
ry  issues.  Fortunately  a  new  attempt  is  being  undertaken.  A  good 
arting  point  for  these  discussions  is  an  independent  report 


requested  by  Secretary-General  Kofi  Annan  and  published  in 
December.  This  report,  "A  More  Secure  World:  Our  Shared 
Responsibility"  (available  at  un.org/secureworld),  does  much  to 
clarify  the  present  threats  to  international  security  and  suggests 
how  the  UN  can  realistically  be  adapted  to  cope  with  those  threats. 
It  does  not  shy  away  from  considering  some  of  the  most  contentious 
issues  of  contemporary  international  relations  and  UN  functioning. 

Basis  for  Reform 

The  report  endorses  the  possibility  of  military  intervention  for 
humanitarian  reasons,  thus  running  against  the  traditional  inter- 
pretation of  the  principle  of  nonintervention  in  internal  affairs.  Fur- 
ther, it  puts  forward  five  basic  criteria  of  legitimacy  for  authorizing 
the  use  of  force.  It  addresses  openly  the  problem  of  failed  states.  It 
speaks  frankly  of  the  UN  General  Assembly's  lack  of  vitality  and 
focus  on  the  important  issues  of  the  day.  It  accuses  the  UN  Com- 
mission on  Human  Rights  of  suffering  from  a  legitimacy  deficit  that 
undermines  the  overall  reputation  of  the  UN.  But  most  significantly 
it  calls  for  restructuring  the  UN  Security  Council  in  such  a  way  that 
those  countries  that  contribute  most  to  the  organization  financially, 
militarily  and  diplomatically  would  have  the  strongest  influence  in 
its  decision  making.  Transforming  the  Security  Council  is  by  far  the 
most  important  reform;  the  council  makes  the  decisions  on  the  use 
of  sanctions  and  on  military  intervention  and  is,  therefore,  the  ulti- 
mate enforcement  instrument  of  the  international  community. 

Admittedly,  when  it  comes  to  specific  ideas  for  reforming  the 
Security  Council  the  report  proves  less  bold  than  its  analysis  leads 
one  to  expect.  It  opts  for  formulas  that  would  hardly  overcome  the 
council's  proverbial  failure  to  reach  collective  decisions.  However, 
Kemal  Dervis,  Turkey's  former  economics  minister  and  architect  of 
its  successful  2001-03  stabilization  program,  puts  forth  a  more  inno- 
vative proposal  in  his  new  book,  A  Better  Globalization:  Legitimacy, 
Governance  and  Reform  (Center  for  Global  Development).  Dervis' 
approach  is  consistent  with  the  notion  of  recognizing  differences  of 
power  in  a  redesign  of  the  council.  Currently  decisions  in  the  Secu- 
rity Council  are  reached  using  a  one-country-one- vote  procedure. 
Dervis  lucidly  makes  the  case  for  a  Security  Council  in  which  deci- 
sions are  made  with  a  system  of  votes  weighted  by  each  member's 
relative  geopolitical  and  economic  importance  and  in  which  super- 
majorities  would  be  required  on  the  most  important  subjects. 

Serious  consideration  should  be  given  to  this  and  other 
thinking-outside-the-box  ideas  for  UN  reform  that  serve  the 
strong  and  the  weak  alike.  Otherwise  anarchy,  terror  and  war  could 
become  the  rule  rather  than  the  exception  in  our  world.  F 


,  V*        I  Ernes*°  Zedillo,  director.  Yale  Center  for  the  Study  of  Globalization,  former  president  of  Mexico;  Lee  Kuan  Yew,  minister  mentor 

1  JIjS  I  of  Singapore;  and  Paul  Johnson,  eminenl  British  historian  and  author,  in  addition  to  Forbes  Chairman  Caspar  W.  Weinberger, 

rotate  in  writing  this  column.  To  see  past  Current  Events  columns,  visit  our  Web  site  at  www.forbes.com/currentevents. 
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ligital  Rules 

y  Rich  Karlgaard,  publisher 


Hot  Hand  Fund 


MOST  POPULAR  BOOK  ON  STOCKS  AFTER  BENJAMIN  GRA- 
im's  classic  The  Intelligent  Investor  probably  is  Burton  Malkiel's 
)73  classic,  A  Random  Walk  Down  Wall  Street.  In  it  Malkiel  wrote 
Lat  "a  blindfolded  chimpanzee  throwing  darts"  at  stock  listings 
)uld  pick  stocks  as  well  as  the  Wall  Street  pros.  Malkiel's  point,  if 
still  eludes  you,  is  that  no  mortal  can  beat  the  market  over  time. 

Nobody?  Not  Warren  Buffett?  Bad  example.  The  Oracle  of 
maha  is  not  purely  a  stock  picker.  Buffett  takes  large  positions 
firms  he  can  fix  or  influence.  He's  a  turnaround  guy. 

Hedge  funds?  Some  indeed  (but  fewer  than  you'd  think)  have 
rjoyed  long  records  of  besting  the  S&P  500.  Even  Malkiel  con- 
des  that  the  high-risk  way  can  work.  Well,  in  a  backhanded  way 
:  does.  Malkiel  recently  wrote  in  the  Journal  of  Economic  Perspec- 
'es,  "efficient  financial  markets  ...  do  not  allow  investors  to  earn 
•ove-average  returns  without  accepting  above-average  risks." 

For  those  who  like  numbers,  the  benchmark  of  average  risk 
id  volatility  is  the  S&P  500  index.  Its  "beta"  score  is  1.0.  By  com- 
irison,  the  higher-risk,  higher-reward  Nasdaq  index  has  a  beta 
"  1 .6.  A  portfolio  of,  say,  electric  utilities  might  have  a  beta  of  0.5. 

Enter  the  California  investor  Ken  Kam.  He's  created  a  fund, 
OFQX,  that  has  a  low-risk  beta  score  of  only  0.48,  yet  has 
ore  than  doubled  the  returns  of  the  S&P  500  since  it  was 
unded  in  November  2001.  MOFQX's  return  is  calculated  after 
;n  skims  off  a  hedge-fund-like  1.95%  management  fee.  But 
ho's  complaining?  Double  returns  at  half  the  risk  is  Kam's 
ifm.  Wait  till  you  hear  how  he  does  it. 


apping  the  World's  Best  Amateur  Investors 

im  has  created  a  Web  site,  marketocracy.com,  that  simulates 
jck  trading.  Anyone  can  sign  up  and  start  managing  a  virtual 

million  portfolio  within  minutes.  You've  heard  of  fantasy 
iseball?  This  is  fantasy  Wall  Street.  Kam  says  70,000  enthusiasts 
3m  around  the  world  now  run  virtual  portfolios  on  his  Web  site. 

Marketocracy  keeps  tabs  on  all  of  them.  A  database  created 
r  an  ex-Apple  software  guru  lets  Kam  rank  his  virtual  investors 
onth-to-month  but  also  on  a  two-year  rolling-average  basis, 
im  says  only  5% — 1,400  out  of  70,000 — have  records  of  beat- 
g  the  S&P  both  long  term  and  monthly.  Out  of  this  pool  of 
400  superstars,  Kam  selects  the  top  100  stock  pickers  every 
onth  to  manage  the  actual  MOFQX  fund. 

Three  factors  drive  MOFQX's  low  beta  of  0.48.  The  fund  holds 

10  to  1,300  stocks  at  any  given  time.  Sector  diversity  also  lowers 
ilatility.  A  third  factor  is  Kam's  screen  for  his  top  100  stock  pick- 
s.  His  top  100  must  outperform  the  S&P  500  over  two-year  peri- 
ls yet  not  lose  money  month-to-month.  Not  many  investors  can 

11  between  this  Scylla  and  Charybdis.  Indeed,  Kam's  top 
10  represents  only  0.014%  of  the  70,000  participants. 


Few  of  Kam's  top  100  attended  Harvard  Business  School. 
That's  the  point.  Wall  Street  investment  houses,  says  Kam, 
recruit  the  wrong  people.  The  top-drawer  firms  look  for  high- 
achieving,  well-spoken  generalists  from  the  best  business 
schools.  But  good  investors,  Kam  says,  tend  to  be  savants  with  a 
passion.  They're  nerds.  They're  freaks.  They're  too  young  or  too 
old.  They  eat  junk  food  and  stare  at  the  monitor  and  perhaps 
forget  to  bathe.  They  live  and  breathe  stocks.  They  tend  to  be 
sector  specialists  who  know  the  underlying  science,  product 
cycles,  supply  chains  and  buyer  habits  in  their  sectors. 

Will  This  Work  Over  the  Long  Term? 

Kam  says  marketocracy.com  was  born  of  lessons  learned  in  his 
two  previous  startups.  The  first,  Novoste  Corp.,  sold  tools  to  car- 
diovascular surgeons.  Novoste  went  public  in  the  early  1990s  and 
made  Kam  a  millionaire.  Novoste  also  made  its  early  investors, 
most  of  whom  were  surgeons,  rich.  Kam  says  the  surgeons  were 
comfortable  with  Novoste's  startup  risks  because  they  had  used 
the  company's  technology.  The  surgeons  had  sector  expertise. 

The  second  idea  came  from  Kam's  leap  into  money  manage- 
ment. In  the  mid-1990s  Kam  and  a  partner  started  a  hedge  fund 
called  Firsthand  Funds.  Kam's  partner  invested  in  his  area  of  knowl- 
edge, information  technology,  while  Kam  stuck  to  medical  prod- 
ucts. This  division  of  sector  expertise  worked.  Firsthand  returned 
58%  a  year  between  1995  and  1999.  Barron's  ranked  it  the  top  fund 
of  the  second  half  of  the  1990s.  But  when  IT  and  medical  products 
crashed  in  2000,  Firsthand  began  losing  money  fast.  Lesson:  Sectors 
fall  out  of  bed.  Sector  expertise  does  you  no  good  at  that  point. 

Firsthand's  rapid  rise  and  fall  made  Kam  a  convert  to  low-risk 
investing.  That's  why  MOFQX  aims  for  a  sub-0.5  beta.  On  the  re- 
ward side,  MOFQX's  beating  of  the  S&P  500  by  twofold  comes 
from  Kam's  overloading  the  fund  into  hot  sectors  chosen  by  his 
top  100  investors.  The  beauty  of  Kam's  approach  is  that  when  a 
sector  shift  occurs — from  tech  to  energy,  say — Kam  can  consult 
his  70,000-member  database  of  investors  for  the  new  top  100. 

That's  the  theory,  anyway.  After  its  fast  start  in  2001  MOFQX 
slumped  in  2004,  losing  4%  while  the  S&P  gained  11%.  Kam 
says  the  fund  missed  the  fourth  quarter  upturn.  He's  working 
to  make  MOFQX  more  responsive  to  market  swings.  This  year 
MOFQX  is  running  even  with  the  S&P. 

The  jury  is  out  on  whether  Kam's  novel  approach  can  work  over 
the  long  term.  I  am  tempted  to  say  Kam  got  lucky  early  and  that  now 
Malkielian  gravity  is  dragging  MOFQX  back  to  Earth.  Yes,  I  would 
say  that,  except  for  Kam's  previous  successes  as  an  entrepreneur  and 
a  fund  manager.  Which  is  why  Kam's  fund  is  worth  watching.  F 


FOrl)CS  I  ^isit  ^'ch  Kar|gaaro"s  home  page  at  www.life2where.com 
^^"■com  I  or  e-mail  him  at  publisher@forbes.com. 
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Don't  Let  Creditors  See  This 

T 


I  i  g 


I  he  Internal  Revenue  Ser- 
vice says  the  family  of 
Allen  E.  Paulson,  Gulf- 
stream  Aerospace  founder  and 
champion-horse  owner,  under- 
valued his  taxable  estate  by 
88%.  Paulson,  an  ex-pilot  and 
from  1983  to  1990  a  Forbes  400 
member,  died  in  La  Jolla,  Calif, 
in  2000  at  age  78.  The  feds  put 
the  value  at  $78  million.  His 
heirs  say  only  $9  million  and 
are  in  U.S.  Tax  Court  fighting  a 
demand  for  another  $38  mil- 
lion in  taxes.  Much  of  the  dispute  focuses  on  valuation  discounts 
for  big  Paulson  holdings  in  several  firms.  Another  issue:  whether 
large  debts  Paulson  owed  should  be  deductible  at  their  date-of- 
death  value — the  family's  view — or,  as  the  IRS  contends,  the  far 
lower  amounts  that  many  creditors  later  agreed  to  take.  Filings  say 
the  University  of  California,  San  Diego  accepted  $750,000  to  set- 
tle a  $4  million  pledge  of  stock.  — Janet  Novack 

What's  He  Investigating? 

The  spooky  Regulatory  Compliance  Commission  has  a  Web 
site — www.regcc.us — sporting  a  U.S.  government-like  seal,  a 
Denver  office  building  address  and  a  stated  mission  to  "regulate 
the  international  securities  industry."  But  the  listed  suite  doesn't 
exist,  and  the  outfit  is  unknown  to  the  building  owner.  Official 
suspicion:  Cold-calling  financial  sharpies  tell  a  sucker  to  check 
them  out  on  the  site,  which  conveniently  has  nothing  bad  to  say 
about  the  callers.  A  FORBES  e-mail  through  the  Web  site  elicited 
a  return  call  from  an  individual  saying  that  he  was  an  RCC 
"investigator."  He  denied  that  the  declaration  on  the  Web  site 
about  the  RCC  being  subject  to  the  Freedom  of  Information  Act 
or  the  Code  of  Federal  Regulations  was  meant  to  trick  investors 
into  thinking  it  was  a  governmental  agency.  He  also  declined  to 
identify  the  head  of  the  RCC,  which  keeps  secret  the  owner  data 
for  its  Web  domain.  — Neil  Weinberg  and  William  P.  Barrett 

Are  You  Still  Waiting  for  Yours? 


Do  What  We  Say,  Not  What  We  Do 

While  editorials  in  Gannett  Co.'s  flagship  USA  Today  criticize  col 
porate  tax  breaks,  the  nation's  largest  newspaper  publisher  has  ci 
its  effective  state  tax  rate  over  eight  years  by  a  third,  adding  mayb 
10  cents  to  2004  per-share  earnings  of  $4.92.  One  ploy:  Ganne 
set  up  Media  West,  a  subsidiary  in  state-corporation-tax-fre 
Nevada  that,  federal  trademark  records  show,  owns  names  t 
dozens  of  Gannett  properties  nationwide.  Gannett  doesn't  den 
its  papers  pay  Media  West  "royalties"  to  use  their  logos,  cuttin 
taxable  income  in  their  higher-tax  home  states.         — W.P.h 

Option  That  Lawsuit 

The  new,  vividly  worded  Los  Angeles  lawsuit  by  billionair 
Ronald  W.  Burkle  (below,  left)  alleging  ex-Disney  presiden 
Michael  Ovitz  (right)  snookered  him  on  joint  investments  read 
like  a  story  treatment.  Act  One:  Pitying  the  just-fired  Ovitz 
Burkle  agrees  to  go  50-50  on  future  Internet  deals.  Act  Two 
Burkle  puts  $33  million  into  e-commerce  portal  CheckOut.con 
and  chat  site  TalkCity.com.  Stalling  Burkle  with  promises,  Ovit: 

never  invests  a  dime.  Ac 
Three:  After  the  venture 
fail,  Burkle  fully  realizes  th< 
betrayal  and  seeks  reveng« 
in  court.  Ovitz's  reps  sa^ 
Burkle's  legal  theories  an 
pure  fantasy.        — W.P.B 


We  Assume  All  Doctors  Are  Honest 

As  part  of  its  probe  into  the  Xelan  tax-avoidance  scandal 
(FORBES,  Sept  20, 2004),  the  U.S.  Postal  Inspection  Service  in 
late  January  sent  out  "Dear  Dr."  letters  to  some  of  the  several 
thousand  physicians  involved.  Posted  on  the  crime-fighting 
site  fraudsandscams.com,  the  form  asks  recipients  to  fill  out  a 
four-page  questionnaire  seeking  detailed  information  about 
what  happened.  The  query  states:  "This  notification  should  not 
be  considered  a  reflection  on  the  integrity  or  honesty  of  any 
individual  or  business."  —J.N.  and  W.P.B. 


As  Apr.  15  approaches,  be  aware  that  the  IRS  sometimes  files 
errors,  rethought  tax  interpretations  or  even  alleged  taxpayer 


civil  lawsuits  to  recover  refunds  it  issued  due  to  its  own  clerical 
wrongdoing.  Below,  some  recent  cases.  —J.N.  and  W.P.B. 


DEFENDANT/LOCATION 

AMOUNT 

IRS  ALLEGATION 

Sadie  M.  Culler/New  York,  N.Y 

$176,519 

Her  trust  return  claimed  withheld  taxes  not  actually  withheld. 

Christine  M.  Green/San  Diego,  Calif. 

380,359 

Agency  should  have  direct-deposited  $359:  she's  repaid  $100,000. 

Gulf  Coast  Services/Foley,  Ala. 

1,900,000 

Feds  paid  refund  on  lower-income  amended  return,  then  reconsidered. 

Wagih  &  Eva  Ibrahim/Allentown,  Pa. 

20,515 

Agency  mistakenly  credited  couple  with  different  taxpayer's  payment. 

Brent  &  Lori  Lanz/Eugene,  Ore. 

1,200,000 

Feds  paid  refund  after  amended  return  wrongly  claimed  big  losses. 

Abigail  &  James  Roberts/Chester,  Pa. 

2,100,000 

Pair  sought  $361  refund  but  falsely  listed  tax  ID  of  Hawaiian  heiress. 

Gordon  &  Alexandra  Upton/Jamaica  Plain,  Mass. 

11,505 

Agency  paid  refund  to  couple  who  had  agreed  in  court  to  forgo  it. 
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TOSHIBA 

Don't  copy.  Lead.8 


Inefficient  printers  are  bad.  Especially  for  business.  They  steal  your  time,  money  and  resources — sometimes 
right  from  under  your  nose.  Toshiba's  Encompass™  helps  you  uncover  hidden  costs,  identifies  inefficiencies  and 
gives  you  the  tools  and  strategies  you  need  to  put  an  end  to  the  stealing.  To  learn  more  go  to  endthestealing.com 


On  My  Mind 


By  Steven  E.  Landsburg,  adjunct  economics  professor  at  the  university  of  Rochester 


Xenophobia  and  Politics 

Why  protectionism  is  a  lot  like  racism. 


NOT  LONG  AGO  IN  AMERICAN  HISTORY  ACCIDENTS  OF  BIRTH 
were  considered  legitimate  grounds  for  employment  discrimina- 
tion. Political  platforms  contained  phrases  like:  "Federal  contracts, 
whenever  possible,  should  be  performed  by  white  workers."  Politi- 
cians demanded  tax  incentives  to  reward  firms  for  hiring  whites 
instead  of  blacks  or  showing  other  kinds  of  favoritism.  Those  same 
politicians  endorsed  "Right  to  Know"  legislation  to  alert  con- 
sumers when  products  were  produced  by  the  "wrong"  kind  of 
workers.  They  embraced  slogans  like  "Buy  white!" 

When  I  say  this  kind  of  thing 
was  commonplace  "not  long  ago," 
I  really  mean  not  long  ago.  Except 
for  one  minor  and  morally  in- 
significant difference,  I  got  all  of 
the  above  from  John  Kerry's  Web 
site.  The  only  change  I  made  is  this: 
Where  Kerry  said  "American,"  I 
substituted  "white." 

It's  not  just  Kerry,  of  course. 
Both  major  parties  (and  most  of 
the  minor  ones)  are  infested  with 
protectionist  fellow  travelers  who 
would  discriminate  on  the  basis  of 
national  origin  no  less  virulendy 
than  David  Duke  or  any  other 
overt  racist  would  discriminate  on 
the  basis  of  skin  color.  But  if  racism 
is  morally  repugnant — and  it  is — 
then  so  is  xenophobia,  and  for  ex- 
acdy  the  same  reasons. 

Now  hold  on  a  minute,  you 
might  say.  Isn't  the  U.S.  govern- 
ment elected  by  Americans  to 
serve  Americans?  Indeed,  don't 

governments  exist  in  the  first  place  for  the  express  purpose  of 
favoring  their  own  citizens?  The  U.  S.  Army  discriminates  by 
defending  American  soil  more  vigorously  than  the  soil  of,  say, 
Peru.  We  discriminate  against  Icelanders  by  locating  our  interstate 
highways  in  North  America  for  our  own  convenience  rather  than 
in  Reykjavik  for  theirs.  So  why  shouldn't  American  government 
policies  favor  American  workers  at  the  expense  of  foreigners? 
I  have  answers. 

First:  Yes,  the  U.S.  government  is  elected  by  Americans  to 
serve  Americans.  There  was  a  time  when  a  lot  of  southern  sher- 
iffs could  have  said  they'd  been  elected  by  white  citizens  to 
serve  white  citizens.  It  does  not  follow  that  it's  okay  to  run 


It  is  just  plain  ugly  to  care  more  about 
total  strangers  in  Detroit  than 
about  total  strangers  in  Juarez. 


roughshod  over  the  rights  of  everyone  else. 

Second:  Defense  and  interstate  highways  are  great  collectiv 
undertakings.  We  pay  for  them  through  our  taxes.  It  makes  sens 
that  those  who  pay  the  costs  should  reap  the  benefits.  It  is  no  mor 
inappropriate  for  the  U.S.  Army  to  defend  Americans  instead  o 
Peruvians  than  it  is  for  Burger  King  to  provide  food  for  Burge 
King  customers  instead  of  McDonald's  customers. 

But  the  labor  market  isn't  like  that  at  all.  When  General  Motor 
hires  an  American  in  Detroit  or  a  Mexican  in  Ciudad  Juarez,  the  res 

of  us  are  not  footing  the  bill.  Anc 
that  makes  it  none  of  our  business 
Nor  should  we  want  it  to  be. 

I  hold  this  truth  to  be  self- 
evident:  It  is  just  plain  ugly  to  can 
more  about  total  strangers  in 
Detroit  than  about  total  stranger; 
in  Juarez.  Of  course  we  care  most 
about  the  people  closest  to  us — 
our  families  more  than  our  friends 
and  our  friends  more  than  oui 
acquaintances.  But  once  you  start 
talking  about  total  strangers,  they 
all  ought  to  be  on  pretty  much  the 
same  footing.  You  could  say  you 
care  more  about  white  strangers 
than  black  strangers  because 
you've  got  more  in  common  with 
whites.  Does  that  make  it  okay  to 
punish  firms  for  hiring  blacks? 

It's  also  worth  mentioning  that 
laws  intended  to  "protect"  Ameri- 
cans raise  the  price  of  goods  that 
Americans  buy.  I  won't  dwell  on 
this  because  it's  already  obvious  to 
anyone  with  a  dollop  of  economic  literacy.  Besides,  it's  tangential 
to  my  main  point,  which  is  this:  Even  if  Kerry-style  (or  Nader- 
style  or  Buchanan-style)  protectionism  could  improve  Americans' 
well-being  at  the  expense  of  foreigners,  it  would  still  be  wrong. 

After  all,  if  it's  okay  to  enrich  ourselves  by  denying  foreigners 
the  right  to  earn  a  living,  why  not  enrich  ourselves  by  invading 
peaceful  countries  and  seizing  their  assets?  Most  of  us  don't  think 
that's  a  good  idea,  and  not  just  because  it  might  backfire.  We  don't 
think  it's  a  good  idea  because  we  believe  human  beings  have 
human  rights,  whatever  their  color  and  wherever  they  live.  Steal- 
ing assets  is  wrong,  and  so  is  stealing  the  right  to  earn  a  living,  no 
matter  where  the  victim  was  born.  F 
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)ught,  re-designed,  re-done.  With  extraordinary  technology  like  Dynamic  Laser  Cruise  Control  that  sees  the  traffic  ahead.  And  comfortable  touches 
ogether  in  a  wondrous  package  that's  luxurious  without  being  stuffy.  The  re-imagined  2005  Avalon.  Proof  that  anything's  possible,  toyota.com 


 _  ,  ,  

Avalon  Limited  shown  with  available  equipment.  ©2005  Toyota  Motor  Sales,  U.S.A.,  Inc.  Art  by  Jeff  Soto. 
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APRIL  14,  2003 

Rising  Son  in  Lebanon 

The  February  car  bombing  of  former  Lebanese 
prime  minister  Rafik  Hariri  in  Beirut  means  en- 
larged financial  responsibility  for  billionaire  son 
Saad  Hariri,  33.  In  a  private  family  meeting  shortly  after 
the  assassination  relatives  gave  Georgetown  University 
grad  Saad  effective  control  of  Saudi  Oger,  the  con- 
struction and  telecom  concern  that  represents  more 
than  half  of  the  Hariris'  estimated  $4.4  billion  fortune. 

Saad's  three  brothers  will  help  oversee  Banque 
de  la  Mediterranee,  a  regional  television  network 
based  in  Lebanon  and  other  investments  in  nearby 
Jordan.  Widow  Nazek  Hariri  will  continue  on  the 
board  of  Jordan-based  Arab  Bank,  in  which  the 
family  holds  a  14%  stake.  Arab  Bank's  shares  fell 
9%  after  the  assassination. 

The  family  is  likely  to  unload  a  16-acre  parcel  of  raw  land  in  an  upscale 
Washington,  D.C.  neighborhood.  It's  close  to  ratifying  a  contract  signed 
before  Rafik's  death  with  an  unnamed  Miami  real  estate  developer  who 
plans  to  erect  47  homes.  — Matthew  Swibel 

MARCH  15,  2004 

Circus  Act 

Since  our  profile  of  Cirque  du  Soleil  founder  Guy  Laliberte,  the  Canadian 
billionaire  has  been  in  expansion  mode.  Cirque's  new  show,  Ka,  opened 
at  the  Las  Vegas  MGM  Grand  in  February.  The  $165  million  extravaganza 
is  presented  twice  nighdy  on  a  rotating  stage  that  goes  completely  vertical.  He 
has  also  completed  a  deal  with  the  surviving  members  and  widows  of  the  Bea- 
tles to  put  on  a  production  centered  on  the  Fab  Four's  music.  The  show  will 
replace  Siegfried  &  Roy  at  the  Mirage.  The  fun-loving,  hard-partying  Laliberte 
still  has  plans  for  Cirque  nightclubs  and  spas  and  one  day  maybe  a  Cirque 
casino.  — Matthew  Miller 

NOVEMBER  1,  1999 


Accused  But  Richer 


Six  years  ago  Mexican  billionaire  Ricardo  Salinas  Pliego  took  heat  from 
shareholders  for  using  his  TV  Azteca  broadcast  network's  financial  mus- 
cle to  provide  license  fees  for  his  fledgling  wireless  network,  Unefon. 
Since  then  new  fires  have  ignited  around  Salinas.  In  January  the  U.S.  Securities 
&  Exchange  Commission  charged  him  with  fraud  after  he  reaped  a  personal 
profit  of  $109  million  from  a  2003  deal  in  which  Salinas,  concealing  his  role, 
bought  Unefon  debt  at  a  discount  and  later  sold  it.  The  SEC  also  claims  that 
Salinas  sold  millions  in  TV  Azteca  stock  while  keeping  his  self-dealing  under 
wraps.  Salinas  insists  the  charges  are  false  and  says  he's  cooperating  with  the 
SEC.  Though  TV  Azte^  •  stock  dipped  on  the  news,  Salinas'  net  worth  is  up 
$800  million  from  a  ye;1:  3  to  $2.6  billion  thanks  to  a  50%  rise  in  the  value 
of  Grupo  Elektra,  a  pub  ded  home  electronics  retailer  he  controls. 

— Kerry  A.  Dolan 


FLASHBACKS 


85  YEARS  AGO  IN  FORBES    APRIL  3,  1920 

Before  Casual  Fridays  *** 

fundamental  things  are  required  of  every  me 
ber  of  my  staff,"  remarked  a  well-known  cerfi 
fied  public  accountant  recently.  "The  first,  of 
course,  is  technical  ability.  The  second  is  what 
I  call,  for  lack  of  a  better  term,  professional 
bearing.  By  professional  bearing  I  mean  the 
effect  which  is  produced  by  dignity,  courtesy, 
promptness,  proper  dress.  Professional  men,  as 
a  rule,  do  not  affect  striking  colors,  unusual 
combinations,  extreme  styles,  especially  promi- 
nent jewelry.  Many  attorneys  and  physicians 
with  entire  propriety  wear  afternoon  coats.  So 
do  a  few  accountants;  but  most  accountants 
wear  sack  coats,  similar  to  those  worn  by 
businessmen. 

25  YEARS  AGO  IN  FORBES    MAY  26,  1980 

Social  Insecurity  Social  Security  as 

practiced  in  this  country  now  is  an  attempt  both 
to  eat  the  cake  and  to  have  it  later.  Even  a  child 
can  see  that  won't  work.  Unless  we  can  find  ways 
to  make  Social  Security  more  than  a  mere 
scheme  for  the  transfer  of  consumption  from  one 
group  to  another  and  transform  it  info  a  true  sav- 
ings program,  we  are  building  up  a  mess  for  the 
future  that  may  make  inflation  and  the  energy 
crisis  look  like  a  piece  of  pie. 

20  YEARS  AGO  IN  FORBES    NOVEMBER  4,  1985 

Hockey's  Golden  Days  Professional 

,  x  hockey  has  always  been 

^  v  a  collision  sport,  but 

v  N  lately  the  National  Hoc- 

^  V» '"l-J^B^  ^ey  League  has  been 
^L^Lav"  trying  to  tone  down  the 

y  ML  sport's  violent  image 

,yt  v|  The  NHL  has  signed  on 

p^JW/'  I    the  Ohlmeyer  Advertis- 

'^^k^^    j,  .  ing  agency  of  New  York 

^W"™"*'-  City— a  first  in  its  69- 

year  history— and  plans  an  image  campaign,  be- 
ginning with  three  30-second  spots  to  air  on  the 
ESPN  cable  sports  network  this  fall.  Major  league 
baseball,  football  and  basketball  have  been  run- 
ning institutional  campaigns  for  years,  but  the 
men  on  ice  have  a  dual  purpose  in  mind.  The  NHL 
also  hopes  to  broaden  its  audience  from  its  loyal 
but  narrow  base  in  the  U.S.  Says  Allyne  Price,  the 
NHL's  marketing  services  manager,  "We  want  to 
show  some  of  hockey's  grace  and  beauty.  Even  a 
body  check  can  be  almost  balletic." 
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Residence 

Inn 

Harriott 


ALL  OUR  SUITES  COME 
WITH  FULL  KITCHENS. 
HOW  FULL  IS  UP  TO  YOU. 

Some  extended-stay  hotels  expect 
you  to  live  out  of  your  suitcase.  We 
expect  you  to  make  yourself  at 
home.  All  our  fully  furnished  suites 
come  complete  with  separate  living, 
working,  and  dining  areas.  Not  to 
mention  a  full-size  refrigerator,  free 
grocery  delivery  service,  and  com- 
plimentary hot  breakfasts  every 
morning.  Residence  Inn."  All  suites. 
With  all  the  comforts:" 

IT'S  THE  MARRIOTT  WAY. M 


Call  1-800-MARRIOTT 
or  visit  Marriott.com  for 
great  rates  on  extended  stays. 


Harriott 

REWARDS. 

0  2005  Marriott  InterndtKXMl,  Inc. 
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BlackBerry  Jam 


Research  in  Motion  was  an  early  winner  in  handheld 
e-mailing  gadgets.  But  then,  Sony  was  an  early  winner 
with  handheld  music  players  |  By  Victoria  Murphy 


FOR  ITS  FIRST  1 5  YEARS  RESEARCH 
in  Motion  was  a  Canadian  pager 
outfit  almost  unknown  south  of 
the  border.  Then  came  the 
BlackBerry,  in  1998.  The  hand- 
held e-mailing  computer 
quickly  became  the  must-have  gadget  for 
executives,  consultants  and  everyone  on 
Wall  Street.  Users  got  hooked,  dubbing  it 
the  CrackBerry.  "There  aren't  a  lot  of 
times  in  the  day  when  I'm  not  on  it.  My 
ex-girlfriends  asked  for  BlackBerry-free 
evenings  and  weekends,"  says  Jeffrey 
Kimbell,  a  34-year-old  health  care 
lobbyist. 

RIM  has  sold  more  than  2  million 
BlackBerrys,  and  they  now  handle  half  of 
all  wireless  business  e-mails.  RlM's  annual 
revenue  should  surpass  $1.3  billion  when 
it's  announced  in  April,  making  the  Black- 
Berry as  big  a  phenomenon  as  Apple's  iPod. 

Such  wild  success  has  made  the  shares 
of  Chairman  James  Balsillie  worth  $780 
million.  (Cofounder  Michael  Lazaridis' 
stake  is  worth  $800  million.)  But  Balsillie 
is  all  humility  when  asked  his  aspirations 
for  the  future.  "We  are  really  a  niche 
device  player,"  he  says.  "We're  not  trying 
to  win  any  big  battle." 

Maybe  not,  but  the  batde  is  coming  to 
him,  from  all  sides.  Microsoft  wants  to 
replace  RIM's  e-mail  software  with  its  own 
version,  which  it  offers  for  free.  Microsoft 
in  February  lined  up  Flextronics,  one  of 


the  world's  largest  phone  manufactur- 
ers, to  build  phones  running  Windows 
Mobile  software.  One  million  PalmOne 
Treos  have  been  sold  since  the  device's 
launch  in  October  2003.  A  mobile  e-mail 
software  startup  called  Good  Technology 
has  signed  up  4,000  corporate  customers, 
including  Wal-Mart  and  Dell,  by  let- 
ting companies  pick  which  hard- 
ware they  want  to  use. 

Consultancy  KPMG  last  year 
gave   2,000   employees  the 
choice  of  sticking  with  Black- 
Berry or  opting  for  the  Treo.  So 
far  five   out   of  six  have 
switched.  KPMG  says  it  will 
likely  phase  out  its  Black- 
Berry program. 

Wireless  carriers 
have  made  bundles  off 
the  BlackBerry's  high- 
priced  monthly  plans, 
but  that  doesn't  mean 
they  can't  use  other 
manufacturers.  Car- 
riers now  pay  RIM 
a  monthly  royalty 
averaging  $8  per 
BlackBerry  user. 
That  could  come  , 
down    as    rival  fl 
e-mail  devices 
barge  in,  aimed 
at  RIM's  corpo- 
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e  business  and  the  new  consumer  mar- 
i.  Cingular,  the  largest  BlackBerry 
eller,  now  sells  nine  phones  with  e-mail 
■vice.  A  few  years  ago  it  offered  only 
rrys.  Balsillie  is  also  appealing  a  judg- 
:nt  awarding  Virginia  patent  house  NTP 
8.5%  royalty  on  U.S.  Blackberry  sales. 
RIM  is  still  on  track  to  grow  more  than 
%  this  year,  but  that  rate  is  slowing  and 
:  market  has  reacted  harshly  (see  chart). 
Isillie  has  to  become  more  than  a  one- 
wonder — BlackBerry  hardware  is  70% 
RIM's  revenue. 

To  escape  the  clinch,  Balsillie  has  begun 
jnsing  his  well-regarded  software.  It's  a 
ring  strategy,  because  he  has  little  choice 
t  to  license  the  software  to  the  same 
als  trying  to  take  away  his  hardware 
siness.  Nokia  has  two  phones  on  the 
irket  with  stripped-down  BlackBerry 
tware  and  two  in  the  works.  Siemens  has 
e  with  an  interface  that  has  the  look  and 
1  of  a  Berry. 
It's  not  so  easy  for  a  hardware  com- 
pany to  go  into  business  selling  soft- 
ware on  the  side.  Palm  split  its 
hardware  and  software  divi- 
-  ;^     sions  into  separate  firms  and 
has  failed  to  gain  significant 
software  share  on  non-Palm 
gadgets.  In  1999  Qualcomm 
got  out  of  handsets  to  focus 
entirely  on  selling  chips 
and  software  to  mobile- 
makers. 

Balsillie  refuses  to 
see  the  distinction: 
"Hardware  is  mostly 
software.  That  is  a 
silly  demarcation." 
What  matters  to 
him  is  reach,  get- 
ting 


Ripening  Fruit 


RIM's  software  dominates  the  U.S.  and  has 
lots  of  room  to  grow  abroad.  But  as  its 
breathtaking  subscriber  growth  begins  to 
slow,  investors  are  starting  to  pull  back. 

59%  Market  share  for 
smarter  cell  phones 

■  Worldwide  42% 
U.S. 


11%  11% 


Microsoft  I  Symbian  I  Palm   I  Linux  I    RIM   I  other 

Source:  IDC  Research. 


BlackBerry  subscriber  growth1 
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'Year-to-year  percent  change.  Source:  Company  reports. 
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RIM's  stock  price 
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Source:  FT  Interactive  Data  via  FactSet  Research  Systems. 

software  from  companies  like  SAP,  Oracle 
and  Siebel  to  work  on  BlackBerrys.  "RIM 
wants  mass  adoption.  They  want  as  many 
software  applications  on  their  devices  as 
possible,"  says  Brian  Vink,  marketing 
head  of  Sybase's  iAnywhere  mobile  data 
division,  which  is  developing  applica- 
tions for  RIM. 

"We  don't  want  to  be  a 


closed,  proprietary  system.  Heavens  no," 
says  Balsillie.  "That  doesn't  work.  We 
don't  want  to  do  what  Apple  tried.  But 
yes,  it  is  hard.  No  one  has  tried  to  do 
what  we're  doing — create  this  uncon- 
flicted  middleware." 

RIM  has  a  good  chunk  of  real  estate  to 
protect.  Corporate  customers  have 
installed  some  40,000  BlackBerry  servers, 
which  synchronize  and  relay  e-mail  and 
let  data-processing  departments  remotely 
zap  all  the  data  from  lost  or  stolen  Black- 
Berrys. Balsillie  has  a  fleet  of  150  develop- 
ers in  Waterloo,  Ont.  keeping  RIM's  soft- 
ware working  on  a  slew  of  phones 
running,  in  some  cases,  other  operating 
systems  and  multiple  applications. 

Microsoft  has  been  plugging  away  for 
five  years  on  its  Windows  Mobile  phone 
software  and  now  has  40  devicemakers 
and  380,000  developers  writing  for  it.  Two 
years  ago  there  were  only  4  data-enabled 
phones  running  Windows  Mobile.  Now 
there  are  25.  Microsoft  scored  a  big  coup 
in  February,  when  it  announced  that 
Nokia,  a  longtime  foe  in  mobile  operating 
systems,  would  begin  incorporating 
Microsoft's  e-mail  push  technology  into 
its  phones. 

"We'll  try  to  work  with  RIM,"  says  Mary 
McDowell,  genera]  manager  of  Nokia's  en- 
terprise solutions  group.  "But  someone 
who  buys  a  RIM  phone  isn't  buying  one  of 
ours.  And  we  want  to  be  the  preferred  mo- 
bile e-mail  handset  provider." 

Microsoft  is  trying  to  quash  RIM's 
messaging  service  with  a  technology 
called  ActiveSync  that  relays  e-mails  to 
phones  directly  from  its  ubiquitous 
Exchange  e-mail  servers.  Microsoft  offers 
the  technology  free  with  an  Exchange 
server.  "RIM's  strategy  is  what  our  strategy 
has  always  been.  And  it  is  hard  to  be  a 
platform.  This  is  going  to  be  a  very  price- 
competitive  market,"  says  Microsoft's 
mobile  marketing  chief,  Suzan  DelBene. 

Balsillie,  of  course,  is  too  coy  to  admit 
taking  on  Redmond:  "We're  not  trying  to 
compete  with  Microsoft.  God,  no."  F 
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MORTGAGES 


Homeowners  in  Hock 

People  use  their  homes  to  finance  spending  sprees. 
How  long  can  this  go  on?  By  Robert  Lenzner 


WHAT'S  THIS?  ALAN  GREENSPAN 
favoring  a  consumption  tax? 
Which  he  did,  in  his  usual  cir- 
cumspect fashion  when  dis- 
cussing fiscal  policy,  in  a  congressional 
hearing  Mar.  3. 

There  must  be  something  bothering 
the  Fed  chairman.  That  something 
seems  to  be  the  dismally  low  savings 
rate  in  this  country.  A  tax  that  zeroed  in 
on  money  spent  rather  than  money 


$250,000,  putting  down  $50,000.  A 
decade  later  you  move,  selling  this  house 
for  $500,000  and  buying  a  new  one  for 
$500,000.  But  instead  of  putting  your 
$300,000-plus  of  equity  from  the  old 
house  into  the  new  one,  you  once  again 
put  down  only  20%,  or 
$100,000.  That  leaves 
$200,000  of  cash  left  over. 
You  can  spend  it  on  cars  | 
and  vacations. 


Low  mortgage  rates 
have  made  it  easy  for 
homeowners  to  leverage 
their  property  to  extract 
cash.  Fed  Chairman  Alan 
Greenspan  is  concerned. 


$600  (bil) 
500 
400 
300 
200 
100 


Home  equity  extracted 


earned  just  might  cure  the  problem,  by 
inspiring  people  to  earn  money  and 
then  save  it. 

As  it  is,  the  personal  savings  rate  has 
fallen  from  6%  of  GDP  12  years  ago  to  a 
mere  1%  now.  Low  savings  could  leave  a 
lot  of  the  middle  class  ill-equipped  to 
handle  retirement.  With  or  without 
reform  Social  Security  doesn't  seem  ade- 
quate to  the  task. 

There  are  a  lot  of  reasons  for  a  low 
savings  rate,  but  an  important  one  is  the 
ease  with  which  people  can  unsave,  using 
their  home  equity.  You  buy  a  house  for 
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There's  another  way  to  extract  cash 
from  your  mortgage.  Without  moving, 
take  out  a  home  equity  line  or  second 
mortgage.  So  long  as  this  new  borrowing 
is  $100,000  or  less,  the  interest  on  it  is 
deductible  (unless  you  are  subject  to  the 
alternative  minimum  tax). 

"Low  mortgage  interest  rates  have 
encouraged  significant  growth  of  home 
equity  loan  advances  and  cash-out  refi- 
nancings, which  are  another  channel  for 
the  extraction  of  previously  unrealized 
capital  gains  on  homes,"  Greenspan  said 
in  a  speech  in  London  in  February.  He 


went  on  to  say  that  the  extraction 
home  equity  is  helping  finance  consun 
expenditures,  including  imports  til 
"presumably"  contribute  to  the  tra 
deficit  (which  was  $618  billion  last  yeai 
Greenspan  is  not  an  alarmist.  1 
doesn't  foresee  a  home  price  collapse  anc 
wave  of  bankruptcies.  He's  just  concern 
that  people  are  using  the  rise  in  home  v 
ues  to  finance  personal  spending.  It's  n 
quite  the  same  as  spending  money  yi 
earned  from  a  paycheck. 

According  to  figures  compiled  by  t 
Federal  Reserve,  household  net  wor 
has  risen  from  $28  trillii 
in  1995  to  $47  trillion 
the  end  of  the  third  qua 
ter  2004.  Residences  a 
collectively  worth  $ 
trillion,  and  mortgag 
against  them  total  $7 
trillion.  Greenspan, 
another  public  appea 
ance,  alluded  to  this  "fair 
large  buffer  against  pri 
declines." 

How  much  hon 
equity  extraction  is  going  oi 
We  plot  some  estimates  in  tl 
chart.  Take  the  estimated  $8( 
billion  rise  in  mortgage  del 
outstanding  in  2004.  Now  sul 
tract  the  amount  of  that  incn 
mental  mortgage  lending  assc 
ciated  with  new  horr. 
construction.  The  value  of  ne 
homes  built  was  $324  billion; 
they  were  acquired  with,  o 
%^  average,  90%  mortgages,  the 
■p  $292  billion  of  the  rise 
™  mortgage  debt  has  an  innocer 
explanation — it  added  to  the  stock  c 
real  capital  assets.  That  leaves  $569  bi 
lion  worth  of  homeowners  who  refi 
nance,  take  out  second  mortgages  c 
simply  extract  cash  when  they  move- 
and  then  spend  some  or  all  of  that  loc 
to  support  their  lifestyles. 

If  your  thrift  consists  of  putting  n 
money  in  the  bank  but  just  watching  you 
suburban  home  escalate  in  value,  yo 
may  be  in  for  disillusionment.  At  age  6 
you'll  be  living  in  a  lovely  $2  millio 
house.  But  how  are  you  going  to  pay  th 
light  bill?  I 


WE  STRIVE  TO  MAKE 

YOUR  TRAVEL  MORE  DIRECT. 

Priority  services  to  our  Elite  Plus  members  include  priority  check-in, 
boarding,  baggage  delivery  and  lounge  access  on  day  of  international  travel 
for  you  and  a  guest  in  over  390  Sky  Team  lounges  worldwide. 
Travel  has  never  been  this  easy,  www.skyteam.com 
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PRIVATE  EQUITY 

Rebound 

How  Jacques  Nasser  and  his  fellow 
buyout  artists  at  J. P.  Morgan 
made  a  killing  on  Polaroid. 
By  Peter  Lattman 

DON'T  FRET,  CARLY  FIORINA,  THERE  ARE 
second  acts  in  the  lives  of  fallen 
chief  executives.  Witness 
Jacques    Nasser,  Ford 
Motor's  ex-chief.  After  his  igno- 
minious ejection  in  2001  Nasser 
peeled  himself  off  the  pavement  and 
joined  One  Equity  Partners,  Bank  One's 
private  equity  unit  (now  part  of  J. P.  Morgan, 
which  acquired  Bank  One  last  year).  Today  he  stands 
to  earn  millions  after  deftly  navigating  his  firm  through  an 
investment  in  Polaroid,  the  has-been  instant  camera  company 
that  filed  for  bankruptcy  in  2001. 

In  January,  two  and  a  half  years  after  buying  it  in  a  bank- 
ruptcy auction,  One  Equity  sold  Polaroid  for  $426  million  to 
Petters  Group  Worldwide,  a  privately  held  company  in 
Minnetonka,  Minn.  If  the  deal  closes  next  month,  One  Equity 
will  clear  a  $230  million  gain.  On  top  of  Nasser's  cut  of  those 
profits  he  owns  3%  of  Polaroid  stock,  purchased  in  2003  for  a 
"nominal"  amount.  Nasser  will  receive  $12.8  million  in  cash  for 
those  shares. 

One  Equity  acquired  Polaroid  for  $255  million,  though  it 
put  up  only  $56  million  cash,  financing  some  of  the  acquisition 
with  loans  to  Polaroid  and  the  $137  million  balance  with 
Polaroid's  own  cash.  (It  kept  a  65%  stake  and  set  aside  35%  of 


Nasser  extracted  gold 
from  the  brand  of  a 
has-been  company. 


the  equity  for  unsecured  creditors. 
Polaroid's  employees  and  shareholders  com 
plained  that  the  price  was  too  low,  but  th 
bankruptcy  court  approved  the  transaction 
Soon  after,  One  Equity  hired  Nasse 
and  named  him  Polaroid's  chairman.  H< 
and  his  partners  went  about  whittling  th- 
company  down  by  shuttering  unprofitabli 
lines  such  as  scanners  and  digital  kiosk 
and  cutting  the  work  force  by  some  20°/i 
to  2,850.  The  new  management  main 
tained  spending  on  the  instant  photo  busi 
ness,  which  was  rapidly  declining  yet  stil 
profitable.  The  company  turned  a  profit  o 
$54  million  on  $496  million  in  revenue  fo 
the  first  nine  months  of  2004.  In  May  200^ 
shares  again  traded  publicly. 

One  Equity  next  zeroed  in  on  its  pri 
mary  strategy:  building  the  brand.  Despite  the  company': 
demise,  Polaroid's  name  retained  remarkable  strength,  on 
par  with  Nike's  and  Disney's,  according  to  a  2003  marke' 
research  study.  So  the  firm  struck  a  deal  with  Petters  Group  ir 
2003  to  license  Polaroid's  name  beyond  the  hopelessly  out< 
dated  instant  camera.  Petters  Group,  a  holding  company  foi 
a  variety  of  consumer  brands,  slapped  the  Polaroid  logo  or 
TVs  and  DVDs  made  in  Asian  factories  and  sold  them  through 
Wal-Mart  and  Target.  The  license  proved  so  successful- 
it  generated  a  reported  $300  million  in  annual  sales — thai 
Petters  decided  to  acquire  Polaroid  outright. 

Nasser  has  declined  comment  until  the  deal  closes.  Ont 
Equity  manages  $2  billion,  all  of  it  from  J. P.  Morgan's  bal- 
ance sheet.  Earlier  this  month  in  a  surprise  announcement 
J. P.  Morgan  said  it  was  spinning  off  another  $13  billion  private 
equity  unit  but  keeping  the  smaller  One  Equity.  Looks  like  a 
smart  move.  F 


LI  CASH-IN 

Everyone  knows  how  Li  Ka-shing  built  his  far-flung  empire.  His  Hutchison 
Whampoa  and  Cheung  Kong  own  real  estate  and  various  services  in  more  than  40 
countries.  But  who  knew  he  was  a  pretty  good  salesman,  too?  Asia's  second- 
richest  man  (net  worth  $13  billion)  has  been  in  talks  with  China's  national  oil  com- 
pany to  sell  his  $11  billion  controlling  stake  in  Husky  Energy,  the  Canadian  oil  outfit. 
If  he  gets  his  price,  it  would  represent  a  gain  of  $10  billion,  a  15%  annual  return  over 
18  years,  including  dividends,  on  his  investment.  A  well-timed  dump— and  by  no 
means  the  snazziest  profits  the  Hong  Kong  tycoon  has  bagged.  —Christopher  Helman 
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Pretax.  Sources:  Companies;  Forbes  estimates;  news  reports. 
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ENTERTAINMENT 

War  of  the  War  of  the  Worlds 

A  clever  DVD  distributor  aims  to  invade  Paramount's  summer 
blockbuster  By  Stephane  Fitch  and  Evari  Hessel 

PARAMOUNT  PICTURES'  NEW  WAR  OF  20%  of  its  $175  million  in  annual  sales.  UAV 
the  Worlds  has  the  makings  of  a  sum-     trolls  back  catalogs  for  old  or  independently 


ARAMOUNT  PICTURES'  NEW  WAR  OF 
the  Worlds  has  the  makings  of  a  sum- 
mer blockbuster.  The  remake,  set  in 
present-day  America,  has  a  $130  mil- 
lion production  budget,  dazzling  special 
effects,  director  Steven  Spielberg  and  star 
Tom  Cruise.  Paramount  is  set  to  unwrap  the 
flick  in  time  for  the  big  July  4  weekend. 

But  to  the  dismay 
of  the  Viacom-owned 
studio,  another  War  of 
the  Worlds  could  come 
out  weeks  before  the 
Spielbergian  version  hits 
theaters.  An  obscure  dis- 
tributor of  DVDs  called 
UAV  (formerly  United 
American  Video)  plans  to 
ship  its  own  adaptation  of 
the  H.G.  Wells  classic 
about  a  Martian  invasion 
in  Victorian  England.  UAV's 
movie  would  go  to  60,000 
retail  outlets  around  the 
U.S.  in  mid-June,  right 
when  Paramount  is  ramp- 
ing up  its  marketing  for  Worlds. 

The  low-budget  DVD  doppelganger  was 
shot  by  an  obscure  Seattle  filmmaker  named 
Timothy  Hines,  whose  previous  film  was  Bug 
Wars,  a  lesbian-exploitation  sci-fi  turkey  that 
got  shown  in  one  theater  in  1997.  For  his 
Worlds  Hines  used  no- name  actors  and  did 
the  special  effects  on  desktop  computers,  set- 
ting the  film  in  the  novel's  Olde  England  and 
sticking  closely  to  the  original  plot.  "It's  Inde- 
pendence Day  meets  A  Room  With  a  View," 
he  says,  honing  the  perfect  Hollywood  pitch. 

It  also  is  the  riskiest  move  UAV  and  its 
chief  executive,  William  Offenberg,  have  ever 
tried  to  make.  Founded  in  1985  and  pur- 
chased for  $50  million  by  Cleveland  buyout 
firm  Morgenthaler  Partners  in  2002,  UAV  is 
in  two  businesses.  To  the  big  studios  it's  a  rack 
jobber  that  distributes  DVDs  to  thousands  of 
drugstores  and  convenience  chains.  But  it  has 
been  doubling  sales  annually,  luring  new  re- 
tailers with  a  side  business  that  accounts  for 


produced  movies  that  ride  the  coattails  of  big- 
studio  releases,  sharing  a  star  or  a  theme. 
Then  it  sells  those  movies  to  retailers  to  push 
alongside  the  Hollywood  material. 

Last  year  UAV  licensed  the  1990  clunker 
Prisoners  of  the  Sun,  in 
which  actor  Russell  Crowe 
had  a  bit  part.  UAV  slapped 
the  newly  hot  actor's  mug 
on  the  DVD  box,  then  dis- 
tributed it  when  Twenti- 
eth Century  Fox  released 
its  DVD  of  Crowe's  Mas- 
ter  &  Commander.  UAV 
also  has  hawked  ama- 
teurish animated  films 
that  play  off  such  Dis- 
ney fare  as  The  Lion 
King  {Kimba  the  Lion 
Prince)  and  Hercules 
(The  Amazing  Feats  of 
Young  Hercules) . 
Invading  Paramount's  sum- 
mer plans  has  triggered  the  studio's  wrath, 
but  not  much  else.  H.G.  Wells  published  the 
novel  in  1898,  and  40  years  later  Orson 
Welles  scared  the  bejabbers  out  of  radio  lis- 
teners in  a  dramatization  that  ignited  a  panic 
among  thousands  who  believed  their  planet 
was  under  attack.  Wells'  novel  lost  copyright 
protection  in  the  U.S.  in  1954,  giving  Para- 
mount little  recourse.  Its  lawyers  have 
warned  the  producers  of  the  UAV  version  that 
the  big  studio  will  sue  if  the  two-bit  rival  ver- 
sion makes  it  to  Europe  or  Asia,  where 
Worlds  still  retains  its  copyright.  In  those 
places  Paramount  has  held  the  licensed 
rights  since  it  shot  its  first  Worlds  in  1953. 

UAV  risks  losing  its  distribution  of  Para- 
mount DVDs,  but  Offenberg  argues  that 
inexpensive  indie  movies  do  not  compete 
with  the  studio  releases.  A  Paramount 
spokesman  doubts  UAV's  Worlds  will  dent 
ticket  sales  of  Spielberg's  film,  though  he  still 
laments  that  some  fans  may  buy  the  wrong 
flick.  "It  confuses  our  customers,"he  says.  F 


GET  COFFEE, 
NOT  CASH 

It's  an  executive  status  symbol 
an  assistant  who  schleps  your 
cleaning,  buys  your  gifts  and 
plans  your  parties.  Just  make 
sure  they're  not  political  fund- 
raising  parties. 

That's  the  lesson  from  two 
little-noticed  settlements  last 
month  with  the  Federal  Election 
Commission.  Harrah's 
Entertainment  and  Mirage  Casi 
Resorts  agreed  to  pay  a  combir 
$93,000  in  fines  because  an 
executive  at  each  had  asked  ar 
assistant  to  help  collect  contrib 
tions  and  coordinate  invitation 
and  catering  for  political 
fundraisers  aiding  Republican 
senatorial  hopeful  William 
Gormley  of  New  Jersey.  The 
events  raised  a  total  of  $65,00 
Such  activity,  the  FEC  concludet 
violates  a  regulation  prohibiting 
the  "use  of  corporate  resources 
to  facilitate  contributions." 

The  decision  could  be  bad 
news  for  President  Bush's 
corporate  campaign  warriors, 
dubbed  Rangers  (they  raise  at 
least  $200,000)  or  Pioneers  (s 
least  $100,000).  A  Bush-Chem 
'04  campaign  memo  suggested 
was  okay  to  enlist  executive  as- 
sistants in  the  cause.  "You  canr 
volunteer  subordinates,"  says 
Brett  Kappel,  an  election  lawyer 
in  Washington,  D.C.  A  Bush 
campaign  spokesman 
says  the  campaign  ^flfc 
worked  hard  to  ensure  ** 
it  was  run  properly. 
— Matthew  Swibel 
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Field  trips  powered  by  broadband,  not  diesel. 

Kids  united  around  the  world.  Now,  virtual  school  trips  can  be 
iken  virtually  anywhere,  and  learning  is  taken  a  step  further. 

All  made  possible  by  the  secure  and  ubiquitous  network  we  all  share, 
earn  how  Cisco  is  helping  change  education  and  communities  at 

cisco.com/poweredby.  •  .  - 
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WHEN  YOU  CALL  TO  AUTOMATICALLY 
buy  stocks  from  your  broker,  yo.u 
are  using  a  telephony  technology 
invented  by  Ronald  Katz.  Same  for 
when  you  activate  a  credit  card  over  the  phone, 
or  call  a  900  number.  With  52  patents  Katz 
pretty  much  has  a  stranglehold  over  the  soft- 
ware and  hardware  that  allows  a  company  to 
interact  with  customers  through  computerized 
phone  services.  He  has  squeezed  well,  extracting 
$750  million  in  licensing  fees  since  1990  from 
100  companies,  including  AT&T,  IBM  and  Sears. 
Katz  says  he'll  earn  $2  billion  in  fees  by  2009. 

Now  corporate  America  insists  it's  done 
kowtowing  to  the  68-year-old  Katz,  who  works 
out  of  a  drab  six-room  office  near  Sunset  Boule- 
vard in  Los  Angeles.  It  has  decided  to  fight  back,  albeit 
stealthily.  Dozens  of  companies  have  banded  together 
in  various  coalitions,  hired  lawyers  and  launched  lob- 
bying campaigns  to  get  the  U.S.  Patent  Office  to  take 
another  look  at  Katz's  portfolio. 

Who  are  these  bold  companies?  No  one  will  say. 
"They  believe  it's  important  to  be  secret,"  s£ 
Gerald  Fellows,  a  Milwaukee  lawyer  who 
represents  consortiums  of  companies 
fighting  Katz.  He  says  the  executives  fear 
that  being  identified  would  promptiy  get 
them  hit  with  a  dreaded  "Katz  letter" 
claiming  patent  infringement. 

There  are  whispers  that  Citibank 
and  other  financial  institutions  are 
involved.  One  lawyer  points  out  that 
Delta  is  the  only  airline  to  have  paid 


LAW 

Get  Katz 

Telecom  patent  king 
Ronald  Katz  has 

extracted 
$750  million  from 

companies  in 
licensing  fees.  They 
want  him  stopped. 
By  Dorothy  Pomerantz 


Katz  so  far,  suggesting  other  airlines  are  banc 
ing  together  to  fight. 

Of  the  cabals,  Katz  says,  nonchalantly,  " 
smells  like  smoke-filled  back  rooms."  Since  199 
only  four  companies,  AT&T,  West  Technologiei 
Verizon  and  Microvoice,  have  challenged  Katz 
patents  in  court,  claiming  they  are  either  obvi 
ous  or  unoriginal.  Each  settled  (AT&T  paid  Kac 
a  rumored  $100  million). 

Avoiding  the  public  courts  this  time,  the  com 
panies  instead  are  pulling  strings  in  Washingtor 
They  got  congressmen  on  the  Senate  and  Hous 
judiciary  committees,  which  oversee  the  paten 
office,  to  lobby  Jon  W.  Dudas,  its  director.  La^ 
March  Dudas  ordered  a  rare  reexamination  of  fou 
of  Katz's  patents,  a  process  that  could  take  severe 
years.  The  director  of  the  office  has  ordered  a  reexan 
without  a  request  only  165  times  since  1982,  resulting  ij 
the  overturning  of  some  or  all  of  a  patent's  claims  87°/ 
of  the  time.  Requests  by  outsiders  for  patent  reexami 
nations  have  a  70%  success  rate. 

"Many  of  the  issues  have  already  been  addressee 
ccessfully  both  in  court  and  before  the  paten 
office,"  Katz  says.  In  the  meantime  he 
busy  securing  more  patents.  He  has  11 
applications  pending,  including  som« 
that  he  describes  only  as  having  some 
thing  to  do  with  annoying  phone  calls 
"People  like  to  say,  T  don't  thinl 
he  invented  it,'  but  no  one  has  ulti- 
mately gotten  the  court  to  agree,' 
concedes  lawyer  Fellows.  "It's  ver} 
frustrating." 


HOW  LAWYERS  GET  BLOOD  FROM  A  STONE 

The  former  partners  of  now-defunct  law  firm  Brobeck,  Phleger  &  Harrison  in  San  Francisco  didn't  let  mere  bad 
times  stop  them  a  few  years  ago.  According  to  suits  filed  in  January  by  Brobeck's  bankruptcy  trustee,  Ronald  F. 
Greenspan,  the  223  former  partners  maintained  their  distributions— a  total  of  $264  million  in  2001  and 
2002— even  though  the  firm  was  insolvent  and  income  fell  dramatically  through  the  period.  How'd  they 
do  that?  By  borrowing  heavily.  Bankruptcy  claims  now  total  $258  million. 

Their  profligate  ways  have  now  come  back  to  bite  them  and  serve  as  a  warning  to  lawyers, 
accountants  and  doctors  who  form  limited  liability  partnerships.  Greenspan  for  the  first  time  used  a 
little-known  provision  of  California  law  to  seek  recovery  of  distributions  if  made  "without  considera 
tion"  (not  in  exchange  for  services  performed)  while  insolvent.  Greenspan's  point:  The  legal  ser- 
vices performed  by  the  partners  were  an  existing  obligation  not  performed  for  salary,  and  you  can'1 
take  money  out  of  a  partnership  if  it's  insolvent.  In  February,  207  partners  agreed  to  settle  their 
I  suits  for  $23.6  million,  even  though  their  lawyers  insisted  Greenspan's  interpretation  was  cockeyec 
Only  six  other  states  have  a  "take  back"  provision  similar  to  California's,  but  beware:  If  the  LLP 
is  registered  in  the  state,  all  partners  are  liable  if  they  take  distributions  while  the  partnership  is 
insolvent— regardless  of  residence  or  where  they  practice.  Generally  under  LLPs,  which  were  allowec 
in  most  states  starting  in  the  mid-1990s,  partners  are  not  personally  liable  for  a  partnership's  debts. 

Says  Bennett  Murphy,  bankruptcy  counsel  to  the  trustee:  "Remember  that  as  equity  owners,  anything  you  earn 
from  the  partnership  is  subject  to  risk."  —Carrie  Coolidg 
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The  volume  control  is  the  pedal  on  the  right 


Top  down.  Six  gears.  And  the  flat-six  engine  providing  all  the  musical 
accompaniment  you'll  ever  need.  The  new  911  Carrera  Cabriolet.  Who  can 
blame  you  if  you  turn  it  up  once  in  a  while?  Porsche.  There  is  no  substitute. 


The  new  911  Carrera  Cabriolet 
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CURRENCY 

Cash  Trail 

Born  during  the  bubble,  Wheresgeorge.com  has  grown  into  a 
cult  for  those  who  follow  the  money  By  Tatiana  Serafin 

D WAYNE  (FISHBONE)  RICHARDSON     ing  to  prearranged  gatherings  (a  good 
is  a  "Georger,"  an  avid  devotee  of    time  was  had  by  all  at  the  New  York  fest 
Wheresgeorge.com,  a  quirky  little    over  the  President's  Day  weekend),  ( 
Web  site  that  tracks  the  travels  of    where  they  trade  2-inch-thick  stacks 

of  dollar  bills  to  get  Wheresgeorge 
dollars  circulating.  Such  events  have 
spawned  dozens  of 
friendships,  at  least  three 
marriages  and  an  online 
baby  shower. 

Rivalry  is  at  play,  too; 
Georgers  compete  to  see 
who  can  get  more  dollars 
for  a  higher  "George 
Score."  Many  are  wired  to 
cell  phones  linked  to  the 
site  that  beep  when  their 
dollars  get  logged. 

"It  still  boggles  my 
mind,"  says  tech  consultant 
Hank  Eskin,  40,  the  dollar- 
obsession  site's  creator.  He 
started  Wheresgeorge  as  a 
hobby  in  late  1998  and 
dreamed  of  cashing  in  dur- 
ing the  Internet  bubble. 
Didn't  happen,  but  today 
Eskin  is  seen  as  a  "god"  by 
his  dollar  followers.  "It's  sort 
of  an  ego  trip,"  he  admits. 

Now  he  also  runs  the  Canadian 
version  (whereswilly.com)  and  has 
inspired  others  to  set  up  the  United 
Kingdom's  (doshtracker.co.uk)  and 
Japan's  (osatsu.net). 

But  the  initial  thrill  is  fading.  "It's  not 
as  challenging  as  it  used  to  be.  I  don't 
think  it  will  ever  grow  to  another  level," 
says  Eskin.  There  is  no  typical  user,  no 
one  demographic  he  can  pitch  to  mar- 
keters. And  he  worries  about  liability 
issues,  causing  him  to  forgo  endorsing 
the  first  national  Where's  George?  "fam- 
ily reunion"  slated  for  St.  Louis  in 
August.  Eskin  dreams  of  selling  to  some- 
one who  will  keep  up  the  Wheresgeorge 
spirit.  "If  you  scare  off  the  users,  the  site 
will  die."  F 
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WAYNE  (FISHBONE)  RICHARDSON 
I  is  a  "Georger,"  an  avid  devotee  of 
J  Wheresgeorge.com,  a  quirky  little 
Web  site  that  tracks  the  travels  of 
dirty,  cold  and  otherwise  anonymous 
cash.  He  stamps  a  dollar  bill  with  a  mes- 
sage urging  recipients  to 
visit  the  site  to  enter  the 
bill's  serial  number  and 
whereabouts,  then  spend  it 
and  tap  into  the  Web  site  to 
learn  where  it  pops  up 
next.  And  next  and  next 
and  next. 

"I  live  vicariously 
through  my  bills.  It's  like  a 
message  in  a  bottle,"  says 
Richardson,  who  admits 
to  dabbling  in  this  "weird 
hobby"  since  2001. 

All  told,  2.3  million 
people  have  logged  59  mil- 
lion distinct  bills  for  a  total 
nearing  $335  million. 
(That  includes  48  million 
singles — and  33,686  old- 
style  $100s.)  But  40,000 
avid  Georgers  keep  the 
Web  site  alive,  spending 

hours  chronicling  their  paper's 
progress  and  coloring  in  maps 
that  detail  every  zip 
code  "hit."  They 
feed  their  addic- 
tion by  travel- 
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Doting  on  Dollars 

•  Busiest  day:  Dec.  14, 
2004,  when  64,645  bills 
were  entered. 

•  Most-spent  dollar:  a 

bill  that  changed  hands 
15  times  in  15  cities, 
crossing  6,945  miles  in 
2  years,  165  days,  2 
hours— and  49  minutes. 

•  Farthest  dollar 
distance:  a  bill  that 
covered  20,864  miles, 
from  Washington  State 
to  Australia  and  then 
back  to  Boston. 

•  Longest  single  jump: 

11,652  miles  in  44  days, 
from  Somerset,  Mass.  to 
Perth,  Australia. 
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After  thre 
years  of  declinin 
sales  Mattel 
turning  Barbi 
around.  Parent; 
get  ready  for  th 
Lindsay  Lohan  en 
}    By  Dorothy  Pomeranl 

Lindsay,  when  not  in  the  tabloids. 


■  N  THE  PAST  YEAR  TEEN  QUEB 
I  Lindsay  Lohan  has  gotten  mo 
I  press  for  her  figure,  her  hare 
I  partying  ways  and  her  dysfum 
tional  family  than  she  has  for  her  ac 
ing.  Not  exactly  a  parent's  dream  ro 
model.  But  this  summer  thousands 
little  girls  will  be  clamoring,  or  so  w 
presume,  for  the  new  Lindsay  Loha 
Barbie  scheduled  to  hit  toy  stores  i 
August. 

The  Lohan  doll  is  part  of  Mattel 
effort  to  breathe  new  life  into  Barbi 
who  has  undergone  few  major  ovei 
hauls  since  hitting  the  shelves  in  195! 
Between  2001  and  2004  Barbie  sales  fe 
27%.  According  to  former  Matti 
designer  Carter  Bryant,  messing  wit 
Barbie  had  become  so  taboo  at  th 
company  that  he  took  his  idea  for  doL 
with  big  heads  and  dressed  in  hip-ho 
clothes  to  competitor  MGA  in  2000- 
where  they  became  Barbie's  first  tru 
rival,  Bratz.  Mattel  is  now  suing  Bryar 
for  breach  of  contract. 

Determined  to  turn  the  stale  bran> 
around,  Mattel  head  Robert  Ecker 
hired  Timothy  Kilpin  from  Disney  t< 
head  marketing  and  design  for  the  com 
pany's  girls  division  in  2003.  Kilpin  hai 
helped  orchestrate  one  of  the  bigges 
character  shakeups  ever  at  Disney  wit] 
the  Disney  Princess  line.  The  new  lin 
combined  classic  princesses  like  Sno\ 


It's  big,  it's  bold,  it's  Xerox  color.  Put  it  to  work 
in  your  business  and  it  can  make  your  sales 
pitches  39%  more  memorable.  Pretty  impressive. 
Xerox  Color.  It  makes  business  sense. 


cess  is  in  the  details.  Keeping  those  details  fresh  in 
ryone's  mind  is  what  Xerox  color  is  all  about.  Use  color 
irtly  and  it  communicates  facts,  underscores  salient 
tits,  and  adds  "aha's"  to  your  work.  That's  why  our 
e  selection  of  desktop  color  printers,  multi-function 
cms.  and  digital  presses  has  something  more.  Xerox  color 
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expertise.  It's  the  know-how  that  combines  state-of-the-art 
technology  with  real  economy,  to  help  you  boost  productivity 
and  business  performance.  Xerox  color  expertise  is  already 
making  business  sense  in  thousands  of  companies,  leaving 
lasting  impressions  that  make  an  impact  on  the  bottom 
line.  It's  the  juicy  stuff  any  business  would  like  to  see. 
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"Our  real  challenge  was  creating  a  product  line 
that's  compelling  across  all  age  targetsJL 


White  and  Sleeping  Beauty  with  newer  characters  like  Ariel  from 
The  Little  Mermaid.  The  princesses  appear  together  in  videos 
and  toy  packages  and  last  year  generated  $2  billion  in  retail  sales. 

Kilpin  set  out  to  make  Barbie  more  relevant  to  today's  girls, 
who  usually  grow  out  of  Barbies  by  the  time  they're  8.  "What 
Bratz  did  was  reach  older  girls  who  had  left  the  market,"  says 
Kilpin.  "Our  real  challenge  was  creating  a  product  line  that's 
compelling  across  all  age  targets." 

He  divided  the  brand  into  age  segments  and  made  sure  that 
almost  every  line  had  a  story  attached  to  it  to  encourage  girls  to 
buy  more  accessories  and  play  sets.  Girls  from  3  to  5  can  watch 
a  newly  released  Fairytopia  video  and  then  buy  dolls  dressed  as 
characters  from  the  movie  and  plastic  replicas  of  the  sets.  For 


older  girls  there's  the  now-single 
Barbie,  whose  2004  breakup 
with  Ken  was  overseen  by  Ben 
Affleck's  publicist,  Ken  Sun- 
shine. Barbie  is  a  "contestant" 
on  TV's  American  Idol,  and  she's 
hanging  out  with  Hilary  Duff,  who  appears  in  Mattel's  com 
mercials  promoting  Barbie's  doll  clothing  line,  Fashion  Fever. 

It's  starting  to  work.  For  the  first  time  since  1999  Barbie' 
U.S.  sales  were  up  last  year,  by  3%.  Kilpin  acknowledges  Matte 
still  has  a  long  way  to  go.  As  for  the  Lohan  doll:  "We  find  she's 
very  inspirational  character  for  girls  in  a  lot  of  ways,"  say 
Kilpin.  Especially  for  girls  who  read  the  tabloids. 
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Threatening  Calls 

As  Internet  phone  companies  steal  customers  from  the 
traditional  telcos,  the  fight  gets  nasty  By  Scott  Woolley 


WHEN  ROBBERS  BROKE  INTO 
Peter  John's  Houston 
house  and  shot  him, 
the  bargain  he'd 
landed  on  local  phone  service 
seemed  like  the  worst  mistake 
of  his  life.  His  new  phone 
provider,  which  used  his  high- 
speed Internet  connection  to 
make  phone  calls,  couldn't 
connect  to  911.  As  John  lay 
bleeding,  his  daughter.  Joyce, 
ran  frantically  to  a  neighbor's 
house  to  make  the  emergency  call. 

Vonage,  John's  Internet  phone 
provider  (through  reseller  Earthlink), 
says  it  has  developed  a  way  to  connect 
to  9 1 1 .  But  to  make  it  work,  Vonage  needs 
the  help  of  the  very  companies  it  is  steal- 
ing customers  from,  the  telcos  that  con- 
trol access  to  the  various  91 1  systems. 

Never  friendly,  the  battle  between 
the  Internet  calling  companies  and  the 
incumbent  telcos  has  gotten  downright 
ugly  Vonage,  the  biggest  Internet  phone 
company,  has  taken  500,000  customers 
from  giants  such  as  Verizon  and  SBC. 
Those  customers  had  been  worth 


$100  million  in  annual  operating 
income  to  the  Bells.  And  the  stakes  are 
rising;  Vonage  Chief  Jeffrey  Citron 
expects  to  double  his  customer  base 
again  this  year. 

In  November  Citron  found  his  first 
hard  evidence  of  a  telco  trying  to  sabo- 
tage his  service.  He  caught  a  small  com- 
pany that  sells  phone  service  and  Internet 
access  "peering  into"  its  own  customers' 


Internet  traffic,  identifying  Vonage  phon 
traffic  and  blocking  those  calls.  He  alertei 
the  FCC,  which  earlier  this  month  forcei 
the  telco,  Madison  River  Communica 
tions,  to  let  Internet  calls  through  and  pa' 
a  $15,000  fine  (it  didn't  admit  guilt). 

As  for  the  delays  in  accessing  the  91 
system,  Citron  allows  that  it  might  simpl] 
be  a  case  of  slow-moving  Bell  bureau 
cracy.  Or  maybe  not.  Last  month  h» 
turned  up  the  heat,  sending  a  lette: 
to  the  Bells'  chief  executives  telling 
them  Vonage  has  a  system  read} 
to  deploy  and  asking  for  theii 
prompt  cooperation. 

The  Bells  say  they  want  tc 
fix  the  problem  but  that  the 
integration  with  the  Internet 
is  technically  complex.  They 
flatly  deny  dragging  their  feet. 
"Safety  and  security  have  to 
be  the  primary  concern,"  says 
Verizon's  vice  president  ofi 
regulatory  affairs. 
So  far  Peter  John's  case  is  the  only  91 1 
snafu  to  draw  much  public  attention.  And 
while  John  is  now  out  of  the  hospital  and1 
on  the  way  to  a  full  recovery,  Citron,  try- 
ing to  keep  the  heat  on  the  Bells,  warns 
that  until  the  9 1 1  systems  are  connected, 
there  is  the  possibility  of  a  real  tragedy:  "If 
something  really  bad  happens,  I'd  hate  to 
be  a  [Bell]  chief  executive  testifying 
before  Congress  about  why  there  have, 
been  delays." 
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E  A  MASTER  OF 


fHE  UNIVERSE 


A  Netjets "'  fractional  share  puts  your  schedule 
in  your  hands  by  giving  you  the  freedom  to 
travel  whenever  and  wherever  you  like,  with  as 
little  as  four  hours'  notice.  We  can  make  that 
TAR1    I  N  Cj    \rV  I       H         HIS    PLANE"!         promise  because  ours  is  the  world's  largest, 

most  diverse  fleet  -  over  500  business  jets 


across  14  different  aircraft  types.  And  since 


our  fleet  is  truly  global,  you  can  rest  assured 


knowing  the  service,  pilots  and  safety  protocols 


meet  our  exacting  standards  anywhere  in  the 


world  you  fly.  Fly  50  hours  or  more  a  year? 


There's  Netjets  fractional  ownership.  Fly  less 


or  prefer  a  short-term  commitment?  There's 


the  Marquis  Jet  Card.  It's  Netjets,  25  hours 


at  a  time.  Both  give  you  access  to  the  sams 


fleet,  pilots  and  unparalleled  standards.  If 


only  everything  in  life  were  this  easy  to  master. 


1-877-356-0754    |  www.netjets.com/fb3 


NETJETS9 

Leave  nothing  to  chance 


The  Marquis  Jet  Card  Program  is  operated  by  Netjets®  under  its  FAR  Part  1 35  Air  Carrier  Certificate.  ©  2005  Netjets  Inc.   |  Netjets  is  a  Berkshire  Hathaway  company. 
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TEXAS  INSTRUMENTS  AND 
Hewlett-Packard  were  both  in  a 
pickle  in  early  2003.  Intergraph 
Corp.  had  just  sued  them, 
accusing  the  venerable  firms  of 
stealing  Intergraph  technologies  that 
make  chips  run  faster.  Nine  months  ear- 
lier Intergraph  had  setded  a  similar  case 
against  Intel  for  $300  million  and  was 
picking  fights  with  Gateway,  Dell  and 
others.  A  federal  court  in  Texas  had 
already  ruled  that  Intergraph's  patents 
were  valid  and  enforceable.  Tl  and  HP 
were  looking  at  legal  exposure  running 
into  many  millions  of  dollars. 

Arthur  Nutter  to  the  rescue.  From  his 
10,000-square-foot  lab  on  the  high  plains 


outside  Colorado  Springs,  Colo.,  Nutter 
runs  Taeus  International.  Taeus,  short  for 
"Tear  Apart  Everything  Under  the  Sun," 
is  the  high-tech  version  of  Gil  Grissom's 
lab  in  the  hit  crime  show  CSI.  Nutter  and 
his  crew  wreck  PCs,  burrow  through  soft- 
ware code  and  tear  layers  off  microchips, 
rooting  through  the  rubble  for  evidence 
of  stolen  designs  or  anything  that  might 
strengthen  a  plaintiff  s  case  or  help  a  de- 
fendant force  an  acquittal  or  a  lower  set- 
tlement. "We  provide  people  with  the 
stick,"  says  Nutter. 

TI  hired  Nutter  in  February  2003,  and 
HP  rang  up  two  months  later.  After 
months  spent  chasing  several  dead-end 
leads.  Nutter's  engineers  finally  found, 


buried  in  a  mothballed  Intergraph  con 
puter,  the  stick  HP  needed:  a  dozfl 
patented  HP  technologies  that  it  claim« 
Intergraph  never  paid  for  or  asked  to  us 
Taeus  found  chip  technologies  inside  2 
old  Control  Data  computer  that  predate 
Intergraph's  patents,  weakening  Inte 
graph's  case  against  TI. 

In  the  spring  HP  and  TI  separate 
countersued  Intergraph,  throwing  tr 
three  companies  into  negotiations  th; 
four  months  later  resulted  in  TI  settling  2 
Intergraph  claims  for  $18  million,  6%  « 
what  Intel  paid.  In  January  2004  HP  se 
tied  for  $140  million.  (Nutter  says  he  w; 
brought  in  too  late  on  that  one.) 

Art  Nutter  is  invisible  to  the  investin 


SILICON  STRI 


Taeus  techies  in  their  Colorado  Springs  lab  dissecting  digital  evidence 
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iblic,  but  his  work  has  had  a  big  impact 
i  tech  firms  seeking  to  avoid  massive 
itent  liabilities  or  to  secure  fat  profit 
reams  from  licensing  revenue.  In  1992 
S  helped  IBM  search  through  its  patent 
jrary  to  see  what  was  enforceable.  IBM 
aw  makes  $1.2  billion  a  year  in  patent 
:ensing  royalties.  In  1997  he  dug  up 
itel  patents  inside  Digital  Equipment 
orp.'s  servers  after  DEC  sued  Intel  for  a 
lare  of  its  Pentium  chip  profits.  The  case 
as  settled  with  no  money  changing 
inds.  He's  currently  helping  Ricoh 
ount  a  charge  that  Pitney  Bowes'  mail- 
g  machines  infringed  on  its  technology 
id  is  aiding  LG  Electronics  in  its  defense 
;ainst  Matsushita  over  plasma  displays. 


Just  as  prosecutors  in  a  murder  case 
need  to  unearth  physical  evidence — a 
body,  a  weapon — patent  lawyers  can  prove 
infringement  only  if  they  can  show  that 
parts  described  in  their  patent  claim  are 
physically  present  in  the  suspect  device. 
"Proof  of  infringement  often  depends  on 
the  experts'  teardown  of  the  accused  prod- 
uct," says  Lawrence  B.  Friedman,  a  patent 
attorney  for  Ricoh. 

Nutter  has  assembled  a  group  of  27 
engineers,  many  former  senior  designers 
for  companies  such  as  TI  and  United 
Technologies.  "These  guys  have  been 
building  things,"  says  Nutter.  "They 
know  what  people  are  making  money  off 
of."  He  pays  them  well,  $150,000  for 


 FORENSICS 

senior  staffers,  twice  what  systems  engi- 
neers generally  earn  in  Colorado  Springs. 
Nutter  does  fairly  well  for  himself,  too. 
He  charges  $100,000  and  up  to  reverse- 
engineer  a  silicon  chip.  The  company, 
with  offices  in  London,  St.  Petersburg, 
Russia  and  Seoul,  South  Korea,  grossed 
$10  million  in  fees  last  year,  enough  for 
Nutter  to  fly  himself  around  in  two  little 
planes,  a  Cessna  Turbo  210  and  a  172 
Skyhawk. 

Nutter,  45  years  old,  got  into  this  busi- 
ness for  the  money — the  eldest  of  nine 
siblings,  he'd  grown  up  poor.  His  father 
was  a  teacher  in  Akron,  Ohio.  Nutter 
wanted  something  better.  After  getting  a 
degree  in  mechanical  engineering  and  an 


pa    «  HBfe  Jjtflffc  m    n  When  big-stakes  patent  wars  erupt, 

II  1 1  H  m   m  I     H  combatants  call  Taeus  International. 

«Lm  W  W  ™e  cops  on  ^/ could  learn  a  few 

I      H  m.  M  lilt  i  things  from  this  electronics  morgue. 
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M.B.A.,  he  enlisted  at  the  Air  Force  Acad- 
emy in  Colorado  Springs,  where  he  stud- 
ied to  be  a  pilot.  He  quit  after  two  years. 
"I  didn't  want  to  live  on  a  fixed  income," 
he  says. 

He  ran  through  a  string  of  six  unsatis- 
factory sales  jobs  until  1 99 1 ,  when  he  was 
head  of  marketing  at  Semiconductor 
Insights,  a  Canadian  reverse-engineering 
business.  But  that,  too,  ended  badly:  In 
1992  he  was  fired  after  a  dispute  over 
commissions.  Two  weeks  later  he 
launched  Taeus  with  a  $6,000  consulting 
gig  with  AT&T,  which  had  been  his  last 
client  in  his  previous  position.  AT&T  had 


Sega  comes  out,  we  are  the  first  to  buy  it," 
he  says. 

All  this  gear  finds  a  home  on  a  shelf  in 
Taeus'  lab  a  whitewashed  warren  of 
workbenches  and  test  stations.  Its  "bone- 
yard"  is  packed  with  cell  phones,  laptops, 
camcorders  and  chips.  Engineers  investi- 
gate chips  under  microscopes  hooked  up 
to  high-resolution  video  cameras  and  21- 
inch  monitors.  Copper  wires  tether  lap- 
top and  PDA  innards  to  oscilloscopes 
measuring  electrical  output. 

Forensic  analysis  of  a  chip's  micro- 
landscape  takes  place  in  a  separate,  bigger 
lab,  a  special  kind  of  hell  called  a  "semi- 


i'Mlnli 


Reverse-engineering  labs  like  Taeus 
International  rip  apart  high-tech  gear 
to  figure  out  how  it  works. 

Number  of  machines  at 
Taeus'  "boneyard." 


Number  of  semiconductor 
chips  Taeus  cuts  up  each  year. 

Number  of  reverse-engineered 
cell  phones  on  file. 

ncrease  in  patent  lawsuits 
tween  1991  and  2004. 

Average  cost  to 
reverse-engineer  a  chip. 


just  acquired  NCR  Corp.  and  wanted  to 
know  whether  it  had  any  sound  patents. 

Most  large  technology  companies  sit 
on  thousands  of  patents,  but  only  a  few 
claims  are  solid  enough  to  hold  up  in 
court.  Nutter  can  tell  the  good  ones  by 
using  what  he  calls  the  "three-fingers" 
rule.  "If  you  cover  up  a  claim  with  just 
three  fingers,  it's  probably  a  pretty  good 
claim,"  he  says.  "Claims  that  go  on  para- 
graph after  paragraph  are  too  vague  and 
almost  impossible  to  make  stick." 

Part  of  Nutter's  routine  is  to  stay  on 
the  lookout  for  hot-selling  gadgets  that 
may  infringe  on  something  in  a  client's 
patent  library.  "When  a  new  Nintendo  or 


conductor  failure 
analysis  and  depro- 
cessing  facility." 
Here  the  chips  are 
dipped  in  acid  until  their  skin  peels  off.  A 
focused  ion  beam  bores  through  the 
dielectric  layers,  and  engineers  blow  some 
fuses  and  reconnect  others  to  trick  the 
chip  into  revealing  its  code.  Out  comes  a 
stutter  of  electrical  charges,  ones  and 
zeros,  which  can  be  translated  back  into 
comprehensible  software  commands. 

When  alarmed  lawyers  from  HP  and 
TI  called  Nutter  in  early  2003,  "They  said, 
'Hey  look,  we've  got  to  throw  the  book  at 
Intergraph,' "  says  Nutter. 


Average  cost  of 
a  patent  lawsuit  that  goes  to  trial. 

Sources:  Taeus  International;  Brody/Berman  Associates. 


Taeus  engineers  went  to  Tl's  onlir 
database  to  look  for  three-finger  paten 
that  Intergraph  may  be  using  without  pe 
mission,  while  another  group  of  sleutl 
tracked  down  Intergraph  hardware  to  tea 
This  wasn't  easy.  Intergraph  had  sold  ij 
computer-manufacturing  unit  in  2000  t 
focus  on  software.  Nutter's  agents  founj 
an  old  Intergraph  workstation  on  Eba) 
and  HP  scrounged  up  five  more.  Disas 
sembling  and  butchering  them  with  a  soi 
dering  iron  turned  up  nothing. 

In  March  Nutter  expanded  his  searcll 
A  father  of  eight,  he  serves  on  the  Col 
orado  Springs  school  board  and  knei 
that  the  city  ha 
once  bought  Inter 
graph  computers.  HI 
put  out  a  call  for  ol< 
system-installatioi 
discs.  Maybe 
could  prove  somi 
violation  there. 

Like  the  ma 
chines,  the  disc 
fetched  zip.  But  tht 
software  path  was  i 
good  one.  It  led  Nut 
ter  to  an  Intergrapl 
read-only  memor 
chip  forgotten  insidrf 
the  workstation  rub 
ble.  ROM  chips  housi 
very  basic  instruc 
tions  used  to  boo 
up  a  computer.  Once 
made,  they  canno' 
be  erased  or  repro- 
grammed.  Taeus 
engineers  teased  the 
software  code  out  ol 
Intergraph's  RON' 
and  found  that  its 
functioning  was  similar  to  that  of  a  patenl 
in  HP's  vault.  Further  digging,  with  HP's 
help,  turned  up  11  other  patents  thai 
could  be  used  to  build  a  countersuit. 

Inside  an  old  Control  Data  computet 
Taeus  found  parallel  processing  technology 
that  predated  Intergraph's  patents  (known 
as  "prior  art").  Nutter's  staff  went  to  tha 
Cray  machine  because  they  knew  it  was  one 
of  the  first  to  process  in  parallel.  "This  is; 
the  engineer's  dream  job,"  Nutter  says.  "Youj 
take  things  apart  and  get  paid  for  it."  F 
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Can  yoi 
network 
transform  your 
business? 


EVOLVE  AT  WILL.  Can  your  network  turn  a  tight  race  into  a  commanding  lead?  Can  it 
move  quickly  into  global  markets,  help  drive  down  costs  and  be  nimble  in  the  face  of 
changing  competition?  Can  it  offer  both  ultra-flexible  IF-VPNs  and  business  continuity 
services?  Can  it  deliver  innovative  security  and  IP  management  expertise?  With 
networking  solutions  from  AT&T,  you  can  integrate  your  entire  value  chain  into  a  single, 
globally  networked  community.  So  not  only  will  your  enterprise  be  able  to  reach  the 
entire  world— it  might  even  be  capable  of  changing  it.  CAN  YOUR  NETWORK  DO  THIS? 


AT&T 

The  world's  networking  company 


To  find  out  how  AT&T's  networking  solutions 
can  help  evolve  the  way  you  do  business,  go  to: 


att.com/transform 

©2005  AT&T 


Digital  Tools 


House  Music 


CONSUMER  ELECTRONICS  AND  COMPUTERS  CAN  HAVE 
uneasy  marriages.  Occasionally,  as  with  digital  cam- 
eras or  the  iPod,  product  and  computer  mate  happily. 
More  often,  as  with  most  products  I've  tried  that 
attempt  to  stream  audio  from  a  PC  to  other  devices, 
the  relationship  descends  into  unseemly  bickering. 

The  new  $500  Sonos  ZonePlayer  manages  to  do  just  about 
everything  right  when  it  comes  to  letting  you  pluck  tunes  from 
the  music  cabinet  called  your  computer  and  play  them  anywhere 
in  the  house.  It  can  even  play  Internet  radio  delivered  in  the 
streaming  MP3  format.  It's  not  cheap — a  special  deal  combining 
two  players  and  a  $400  remote  will  set  you  back  $1,200 — but  the 
hardware  and  software  make  beautiful  music  together. 

Setup  is  quick.  Ideally  you  cable  one  ZonePlayer  to  your 
router  and  a  pair  of  speakers, 

Want  to  play 
your  digital  tunes 
all  around  the 
house  and  pick 
them  from  any 
room?  A  new 
wireless  system 
makes  beautiful 
music  with  your 
computer. 


install  software  on  your  com- 
puter, point  it  to  the  folders 
where  your  music  lives,  make 
sure  you  get  some  firewall  set- 
tings right,  push  the  muting 
and  volume  buttons  on  the 
player  and  wait  a  few  seconds. 
Configuring  the  remote  is  even 
easier. 

To  communicate  with 
other  units  and  each  other,  the 
ZonePlayers  and  the  remote 
create  what's  known  as  a  wire- 
less mesh  network  that  uses 
off-the-shelf  Wi-Fi  technology 
modified  by  proprietary  Sonos 
stuff.  If  you  have  a  traditional 

Wi-Fi  network,  the  player  is  smart  enough  to  avoid  stepping  on 
it.  You  may  run  into  interference  with  2.4  gigahertz  cordless 
phones,  but  there's  a  way  to  avoid  that,  too. 

Each  player  includes  a  50-watt  stereo  amplifier  that  can 
power  standard  stereo  speakers  like  those  Sonos  will  begin  sell- 
ing in  April  for  $150  a  pair.  There's  also  a  port  for  a  powered 
subwoofer.  And  you  can  use  standard  output  jacks  to  connect 
any  player  to  an  existing  audio  system  or  home  theater.  Either 
way,  the  sound  is  excellent. 

In  addition  you  can  connect  a  device  like  a 


Stephen  Manes 


satellite  radio  tuner  or  CD  changer  to  any  ZonePlayer  and  list 
to  music  from  any  other.  Alas,  there's  no  way  to  control  the 
devices  from  afar;  what  they're  playing  is  what  you  get. 

But  you  can  control  your  PC-based  music  from  anywhe 
and  play  it  wherever  you  want  with  pinpoint  precision.  The  nil 
remote  resembles  an  overgrown  iPod,  right  down  to  the  sen 
wheel,  but  its  bright  color  screen  displays  a  lot  more  inform 
tion,  including  miniature  album  covers,  and  it  awakens  fro 
slumber  the  moment  you  pick  it  up.  Control  is  fast;  only  wi 
Internet  radio  did  I  experience  much  delay,  and  not  often  evt 
then.  And  Sonos  software  installed  on  any  PC  in  your  home  ne 
work  can  do  everything  the  remote  can  and  a  few  things  it  can 
so  you  may  not  need  to  buy  another  controller. 

The  system  lets  you  dub  each  player  something  like  "Mast 
Bedroom"  and  choose  what  music  gets  to  play  there  and  he 
loud  it  sounds — even  when  you're  in  another  room  entirely.  B 
if  you  mute  the  always-on  box  via  the  front-panel  button,  som 
body  else  in  the  house  can  unmute  it  remotely;  could  be 
interesting  way  to  wake  up  the  kids. 

Each  ZonePlayer  on  the  network  can  stream  different  son; 
and  playlists  at  once,  or  if  you're  having  a  party,  you  can  ord 
several  or  all  of  the  units  to  play  the  same  music  in  lockstep.  Ar 
the  tunes  don't  have  to  live  on  a  computer;  they  can  come  froi 
a  network-attached  storage  device  like  the  $240  Buffalo  120-gig; 
byte  LinkStation  Network  Storage  Center  that  Sonos  lent  m 
Plugged  into  one  of  the  player's  four  Ethernet  ports,  it  turne 
into  a  digital  jukebox  that  let  music  flow  even  when  every  con 


Sonos  ZonePlayer 
and  remote  control 
music  everywhere. 


PYVt"h)f  S  I  StfPnen  "awl  (steve@cranky.com)  is  cohost  of  PC  World's  Digital  Duo,  which  begins 
'  its  run  on  public  television  in  April.  Visit  his  home  page  at  www.forbes.com/manes. 
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Can  your 
network 
make  a  really 
smart  cookie? 


ENTENMANN'S®  BAKERIES  AND 


When  the  Bakers  of  Entenmann's 
needed  to  make  sure  the  shelves  were  stocked  full  with  only  the  freshest 
product,  they  headed  straight  for  the  world's  networking  company.  Now, 
with  networking  solutions  from  AT&T,  Entenmann's  Bakeries  can  receive 
detailed  sales  information  from  thousands  of  retail  stores,  utilize  that 
information  to  identify  the  products  needed,  transmit  the  data  to  regional 
bakeries,  and  dispatch  trucks  to  fill  the  shelves  with  fresh  pastry  even 
before  it  has  a  chance  to  cool. 


AT&T 

The  world's  networking  company5 


To  find  out  how  AT&T's  networking  solutions 
helped  Entenmann's  transform  its  business,  go  to: 

att.com/cookie 


©2005  AT&T 


TOSHIBA 

Don't  copy.  Lead. 


©2004  Toshiba  America  Business  Solutions.  Inc. 
Electronic  Imaging  Division.  All  nghts  reserved. 


Digital  Tools 


puter  in  the  house  was  turned  off. 

•  I  couldn't  make  the  music  hiccup,  no 
matter  how  hard  I  tried.  Even  when  I  fired 
up  the  interference-generating  microwave 
oven  and  downloaded  massive  amounts 
of  data  on  my  computer,  the  tunes  got 
through.  That's  in  part  because  Sonos' 
boxes,  like  TiVo's,  are  powerful  special- 
purpose  Linux  computers  that  modestly 
hide  most  of  their  technical  chops. 

What's  not  to  like?  The  remote  exhib- 
ited several  minor  glitches,  and  though  its 
battery  is  supposed  to  last  five  days  per 
charge,  mine  lasted  barely  24  hours. 
Although  you  can  locate  your  first  Zone- 
Player  away  from  your  router  by  using 
extra  wireless  equipment,  Sonos  frowns 
on  that,  which  means  one  unit  is  likely  to 
live  where  your  router,  and  typically  your 
computer,  does.  That  makes  a  single  $500 
player  largely  redundant  if  you're  already 
happy  listening  to  music  on  your  PC. 


For  the  moment  ZonePlayer  can  han 
die  up  to  30,000  tunes  stored  anywhen 
on  your  network,  but  it  can't  handh 
music  wrapped  in  Digital  Rights  Manage 
ment  protection — including  files  you  bw 
from  stores  like  iTunes  and  those  yoi 
subscribe  to  from  Napster.  In  April  th< 
units  should  be  able  to  stream  musi< 
from  RealNetwork's  Rhapsody  subscrip- 
tion service,  which  makes  a  million  title: 
available  for  $10  per  month. 

True,  Apple's  $130  AirPort  Expres: 
will  stream  music  from  your  computer  tc 
your  stereo,  but  you  won't  get  remot< 
control  over  what  you  listen  to  unles: 
your  computer  happens  to  be  withir 
arm's  reach.  Other  streaming  device: 
come  with  annoyances  of  their  own.  I 
you're  willing  to  accept  ZonePlayer's  lim 
itations  and  premium  price,  mating  th< 
system  to  your  computer  may  be  a  wel 
come  marriage  of  convenience.  ¥ 


Do  What  Yourself?  Ill 

Two  people  I  know  are  building  their  own  air- 
planes. I  did  not  take  this  as  evidence  of  a 
charmingly  wacky  do-it-yourself  trend— until 
the  first  issue  of  a  magazine  called  Make  turned  up 
on  my  desk. 

Make  is  an  unabashed  love  letter  to  the  variety  of 
human  innovation  even  when— maybe  especially 
when— it's  taken  to  the  extremes  of  what  outsiders 
consider  folly.  An  enthusiast  erects  a  monorail  in  his 
backyard  for  four  grand  in  parts  and  five  years  of  labor. 
A  childhood  memoir  recalls  a  kid  who  can't  afford  a 
$2,000  Apple  II  computer  and  a  dad  who  helps  him 

build  one  from  scratch.  And  some  nutcase  spends  hours  molding  his  nonportable 
Delphi  XM  Roady  satellite  radio  into  a  wearable  kludge— evidently  moments 
before  Delphi's  pint-size  XM  MyFi  radio  appears.  Make  somehow  makes  it  all  seem 
heroic  instead  of  silly. 

Beautifully  illustrated  step-by-step  projects  range  from  the  subprosaic— a  five- 
in-one  network  cable,  anyone?— to  the  soaring  idea  of  kite-based  aerial  photog- 
raphy and  the  down-to-earth  practicality  of  a  $14  video  camera  stabilizer.  A  strik- 
ing photo-filled  primer  enlivens  and  explains  the  mundane  processes  of  soldering 
and  desoldering.  But  whimsy  abounds,  including  a  mechanical  version  of  the 
ancient  videogame  Pong  and  a  method  of  beating  a  Chinese  one-bowi-per-order 
salad  bar  rule  by  clever  stacking  of  vegetables.  You  can  see  a  table  of  contents  and 
samples  at  makezine.com. 

Make's  gee-whiz  tone  often  recalls  Wireds  overheated  faith  in  technology,  and 
the  tone  is  far  more  Mac-centric  than  in  the  real  world.  But  the  contents  keep  you 
fascinated  with  hacks  high  and  low,  and  the  trade-paperback-size  volume  has  a 
stunning  design  that  deserves  to  win  lots  of  awards.  As  we  say  about  stocks  around 
here,  this  one's  a  Maker.  —  S.M. 
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AT&T 
and 

1-800-FLOWERS.COM 


Can  your 
network 
make  flowers 
grow? 


1  -800-FLOWERS.COM®  AND  AT&T.  When  1-800- FLOWERS.COM  wanted  to 
transform  the  nature  of  their  business,  they  cultivated  a  relationship  with 
the  world's  networking  company.  With  world-class  web  hosting  and  ultra- 
available  continuity  services,  AT&T  helped  1-800-FLOWERS.COM  become 
the  local  florist  with  global  reach.  So  now  high-traffic  e-commerce  is  as 
easy  as  a  tiptoe  through  the  tulips.  These  custom  networking  solutions 
have  even  allowed  them  to  blossom  into  new  ventures  like  Plow  & 
Hearth®  and  the  Popcorn  Factory.®  Today,  with  15  million  customers, 
1-800-FLOWERS.COM  is  the  leading  multi-channel  floral  and  gift  retailer 
in  town.  Not  to  mention  the  entire  country.  CAN  YOUR  NETWORK  DO  THIS? 


5lS 


AT&T 

The  world's  networking  company3 


To  find  out  how  AT&T's  networking  solutions 
helped  1-800-FLOWERS.COM  transform  its  business,  go  to: 

att.com/flowers 


©2005  AT&T 


WE  HAVE  SOME  GOOD  NEWS 
AND  SOME  GOOD  NEWS. 

($6.99-$9.99  TRADING  COMMISSIONS.  UPGRADED  TRADING  PLATFORMS.) 


Sign  up  today  and  get  100 
commission-free  trades. 

Call  1-800-731-5226  or  go  to 
www.getpoweretrade.com 


*  Upgraded,  customizable  platforms— all 
with  no  platform  fees. 


*  Streaming  Dow  Jones  News— on  us. 
■»  Margin  rates  from  3.99%. 


NEW  LOWER  POWER  E*TRADE  PRICING 
FOR  STOCK  AND  OPTIONS  TRADES 

500+ Trades/Month 

50-499  Trades/Month 

5-49  Trades/Month 

$6.99  flat 

$7.99  flat 

$9.99  flat 

75e  per  options 
contract 

$1.00  per  options 
contract 

$1.25  per  options 
contract 

E*  TRADE 

FINANCIAL' 


To  qualify  for  Power  E*TRADE,  you  must  execute  at  least  15  stock  or  options  trades  during  a  calendar  quarter.  Commission  rates  for  Power  E*TRA0E  customers  are  $6.99-$9.99  for 
stock  and  options  trades  (plus  an  additional  $0.75-$1.25  per  options  contract)  depending  on  the  number  of  trades  executed  during  a  calendar  quarter.  To  continue  receiving  Power 
E*TRADE  commission  rates,  you  must  re-qualify  by  making  at  least  15  trades  by  the  end  of  the  following  quarter.  Other  commission  rates  apply  to  customers  who  trade  less  than  15 
times  per  quarter.  For  details  and  important  information  about  Power  E*TRADE  and  our  100  commission-free  trades  offer,  please  visit  www.getpoweretrade.com.  Commission- 
free  trade  offer  applies  to  new  Power  E'TRADE  accounts  opened  with  $1,000  minimum  deposit.  The  new  account  holder  will  receive  up  to  a  maximum  of  100  free  trade  commissions, 
for  each  stock  or  options  trade  executed  within  30  days  of  the  opening  of  the  new  qualified  account.  You  will  pay  the  Power  E*TRADE  commission  rate  on  all  trades  at  the  time  of  the 
trades,  and  your  account  will  be  credited  $9.99  per  stock  and  options  trades  within  eight  weeks  of  qualifying  (excluding  options  contract  fees).  Account  must  be  opened  by  December 
31, 2005.  The  3.99%  margin  rate  applies  to  qualified  Power  E*TRADE  customers  with  margin  balances  of  at  least  $250,000.  Visit  etrade.com  for  a  complete  list  of  margin  rates. 
E*TRADE  Securities  1LC,  Member  NASD/SIPC.  ©2005  E*TRADE  FINANCIAL  Corp.  All  rights  reserved.  ©  2005.  Dow  Jones  is  a  registered  trademark  of  Dow  Jones  &  Company.  Inc. 


Marketing 


DE  BEERS  IN  CHINA 


Wedded  to  the  West 

A  decade  of  advertising  by  De  Beers  Group  is  changing  Chinese  traditions, 

perhaps  forever  |  By  Robyn  Meredith 


A CHINESE  FABLE  HAS  IT  THAT 
when  babies  are  born,  a  Chi- 
nese version  of  Cupid  ties  a  red 
string  around  the  ankles  of  an 
infant  boy  and  girl  destined  to 
net  and  marry  later  in  life.  Today  the 
kky-color  leash  is  taking  on  a  sparkle. 

De  Beers  Group,  the  world's  largest 
pducer  of  rough  diamonds,  has  exported 
i  'A  diamond  is  forever"  marketing  to  a 


land  where  gold  and  jade  jewelry  were  tra- 
ditional wedding  gifts.  Until  1993,  when 
De  Beers  started  marketing  diamonds  in 
China,  there  was  no  such  thing  as  a  dia- 
mond wedding  band  or  engagement  ring. 
Now  young  adults  in  China  are  open  to  a 
more  Western  tradition. 

Half  a  century  after  a  U.S.  copywriter 
penned  De  Beers'  famous  slogan,  it  is 
being  propagated  as  "Zuan  shi  heng  jiu 


yuan,  yi  ke  yong  liu  chuan"  across  China, 
where  more  than  half  of  new  brides  in  big 
cities  receive  diamond  engagement  rings. 
Tang  Qi,  a  28-year-old  art  director  at 
China  Interactive  Media  Group,  a  pub- 
lisher in  Beijing,  paid  S  1,000,  or  almost 
two  months'  salary,  to  buy  a  diamond 
solitaire  for  his  wedding  last  summer  in 
Tianjin.  "Jade  is  for  old  people,"  says  he. 
Last  vear  retail  sales  of  diamonds  in 
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Marketing  

De  Beers  has  helped  change  wedding  ceremonies, 
inspiring  brides,  for  instance,  to  dispense  with  the  traditional 

red  dress  in  favor  of  white.  


Madison  Avenue  rocks:  "Young  generations  are  as  famiiiar  with  diamonds  as  they  are  with  jade." 


China  climbed  12%  to  $1.4  billion.  That 
outlay  comes  to  a  mere  dollar  per  capita — 
versus  $100  in  the  U.S. — but  it  has  the 
potential  to  grow,  given  the  rising  affluence 
of  the  Chinese  and  their  predisposition  to 
save  money.  It  is  possible  to  convince  one- 
self that  a  jewelry  purchase  is  a  form  of  sav- 
ing. De  Beers'  target  buyer  has  an  annual 
household  income  of  $2,900,  the  bottom 
reaches  of  the  middle  class  in  China. 

Images  in  showy  ads  created  for 
De  Beers  by  ad  agency  JWT  resonate 
among  consumers  who  are  just  starting  to 
discover  and  crave  the  trappings  of  mid- 
dle-class life.  They  feature  well-dressed 
couples  enjoying  other  luxuries.  At  least 
one  features  a  well-to-do  couple  frolick- 
ing on  the  beach,  suggesting  they  can  af- 
ford a  vacation,  another  treat  in  China. 

De  Beers  is  also  convincing  TV  pro- 
ducers to  weave  diamonds  into  the  plots 
of  their  programs.  China's  state-run  net- 
work CCTV  last  year  borrowed  the  story- 
line of  a  De  Beers  ad  for  an  episode  of  its 
popular  drama  Pink  Lady.  In  it,  a  woman 
checks  out  her  reflection  in  a  restaurant 
window  and  admires  the  glittering  dia- 
mond pendant  around  her  neck.  A  man 
sitting  with  his  girlfriend  in  the  restaurant 
also  notices  the  bauble  and  is  so  capti- 
vated by  it  that  his  date  storms  off. 

De  Beers  has  been  able  to  accomplish 
a  lot  with  little  money.  It  advertised  in  1 1 
eastern  Chinese  cities  for  several  years, 
taking  its  pitch  last  year  to  smaller  cities 


on  the  mainland.  This  year  it  plans  to 
spend  $9  million  on  TV,  magazine  and 
newspaper  ads  for  diamond  rings  in  big 
cities  and  in  17  additional  cities  and 
towns,  including  remote  outposts  such  as 
Hefei  and  Tibet's  Lhasa. 

"This  has  happened  much  more 


Life  is  getting  expensive  for  Chinese 
boyfriends  looking  to  wed. 


American  brides  given 
diamond  engagement  rings  in  2003. 

Chinese  brides  given 
diamond  rings  (top  25  cities)  in  2003. 

Average  spent  on  a 
diamond  solitaire  in  the  U.S. 

Average  spent  on  a 
diamond  solitaire  in  China. 

Year  slogan  "A  diamond  is 
forever"  was  first  used. 

Year  slogan  "Zuan  shi  heng 
jiu  yuan,  yi  ke  yong  liu  chuan"  first 
used  in  mainland  China. 


quickly  than  we  ever  thought  it  would,' 
says  Christina  Hudson,  De  Beers'  market 
ing  director  for  Greater  China. 

De  Beers  has  helped  change  weddim 
ceremonies,  inspiring  brides,  for  instance 
to  dispense  with  the  traditional  red  dres: 
in  favor  of  white.  Diamond  Trading  Co. 
the  company's  sales  and  marketing  arm 
even  plays  a  role  in  some  nuptials.  Severa 
times  a  year  in  Beijing  and  Shanghai  i 
cosponsors  mass  weddings  on  days  the 
Chinese  consider  auspicious,  such  as  Nev» 
Year's  Day  (Jan.  1)  and  National  Da> 
(Oct.  1 ).  When  1 50  couples  were  wed  at  c 
mass  wedding  in  Shanghai  last  fall,  the) 
walked  under  a  9-foot-high  diamonc 
solitaire  ring  as  each  groom  gave  his  bride 
a  ring.  A  diamond-themed  float  was  par) 
of  a  parade  in  another  ceremony 
De  Beers'  marketing  company  ponies  up 
$13,000  to  sponsor  a  mass  wedding.  Jew- 
elry stores  chip  in  $87,000. 

There  are  challenges.  Some  ads  have 
fallen  flat.  Consumers  complained  thai 
the  reality  in  one  TV  spot  ruined  the  fan- 
tasy of  romantic  love.  It  showed  a  man 
giving  his  girlfriend  a  diamond  ring.  II 
then  flashed  ahead  to  show  the  couple, 
years  later,  strolling  along  the  beach  with 
their  son.  It  bombed.  '"Don't  show  the 
child  when  I'm  thinking  about  love," 
Hudson  recalls  hearing  from  consumers. 

Another  time  De  Beers  organized  a 
splashy  traveling  exhibition  of  famous 
diamonds,  including  one  of  Elizabeth 
Taylor's  rings,  for  Shanghai,  Beijing  and 
Guangzhou.  But  it  made  only  two  stops 
because  customs  officials  in  Guangzhou 
refused  entry. 

There's  some  risk  diamond  sales  will 
slow  this  year  because  superstitious  Chi- 
nese will  pause  from  the  wedding  rush 
during  the  Year  of  the  Rooster,  considered 
an  unlucky  time  for  such  unions.  But 
De  Beers  is  undaunted.  Its  latest  TV  com- 
mercial shows  a  groom  leading  his  bride 
through  a  maze  by  pulling  a  red  string. 
When  she  finds  him,  a  diamond  slides 
down  the  string  onto  her  finger.  F" 
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Your  potential.  Our  p 


■ploy  an  adaptable  software  Solution  without  blowing  your  budget.  Get  a  free 
siness  assessment  now  that  helps  show  how  you  can  streamline  accounting, 
yroll,  project  management,  financial  reporting,  budgeting,  and  human  resources 
Dcesses  and  get  a  rapid  return  on  investment. 

qualify  for  your  free  business  assessment  from  a  Microsoft"  Certified  Partner, 
it  www.business-assessment.com/ledger  or  call  1-800-498-1494. 

005  Microsoft  Corporation.  All  rights  reserved.  Microsoft  and  "Your  potential.  Our  passion."  are  either  registered 
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INTRODUCING 
THE  4-D00R  SUPERCAR. 


INTRODUCING  THE  QUATTROPORTE  Created  for  those  with  a  passion  for  driving,  it  offers  a  potent  400hp  V8,  first-in- 
class,  racing-inspired  front-mid  engine  design  and  an  Fl-inspired  6-speed  transmission -delivering  a  truly  superlative 
driving  experience.  With  a  top  speed  of  more  than  170mph,  styled  by  Pininfarina  and  produced  in  limited  numbers,  it  sets 
new  standards  in  performance,  design  and  exclusivity.  And  with  more  than  4  million  ways  to  customize  your  Quattroporte, 
chances  are  no  two  will  ever  be  the  same.  Featuring  a  comprehensive  ownership  program  including  a  4-year/50k- 
mile  limited  warranty  and  24-hour  roadside  assistance.  Contact  877-MY-MASERATI  or  visit  www.maseratiusa.com 
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CONGLOMERATING 


SKIMAKER  K2  WAS  IN  NEED  OF  A 
little  imagination  when  Richard 
Heckmann  became  chief  execu- 
tive in  October  2002.  Cus- 
tomers seemed  to  like  the 
;kis — K2  was  selling  125,000  pairs  a  year 
n  the  U.S. — but  prospects  for  growth 
vere  meager.  "How  many  people  ski 
vithout  poles?"  asked  Heckmann,  now 
m-.  Answer:  virtually  no  one.  "But  K2 
lidn't  make  them.  I  couldn't  believe  it." 

So  he  turned  to  K2's  fishing-gear  unit, 
vhich  produced  8  million  rods  a  year  in 
ts  Chinese  plant.  "Fishing  rods  are  just 
ipside-down  ski  poles,"  he  reasoned.  Last 
'ear  K2  sold  70,000  pairs  of  poles,  packag- 


A  man  for  all 
seasons:  Dick 
Heckmann 
wants  to  sell 
equipment 
year-round. 


Ski,  Fish 

And  Pitch 

Richard  Heckmann  rolled  up  the  water 
industry  in  the  1990s.  Can  he  do  the  same 
thing  for  sporting  goods?  By  Monte  Burke 
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ing  them  with  its  skis,  double  what  they 
peddled  in  2003.  They  may  only  add  a 
few  million  bucks  to  the  top  line,  but 
making  rods  and  poles  in  the  same  plant 
helps  K2  cut  manufacturing  costs.  "We 
can  go  to  the  retailers,  give  them  better 
margins  on  poles  and  package  them  with 
skis  and  our  outerwear,"  says  Heckmann. 
"That's  one  more  SKU  that  we  get  at  the 
expense  of  our  competitors.  It's  a  classic 
example  of  how  consolidation  can  work." 

Heckmann  knows  from  consolida- 
tion. I  [e  spent  the  1990s  turning  US  Filter 
into  the  world's  largest  water  company  by 
acquiring  hundreds  of  smaller  outfits. 
Now  he's  making  a  similar  run  at  sport- 
ing goods.  Since  taking  over  K2,  Heck- 
mann has  spent  $550  million  acquiring 
17  companies — as  diverse  as  Brass  Eagle 
(paintbaU  equipment),  Rawlings  (baseball 
gloves)  and  Volkl  (a  German 
skimaker) — and  folding  them 
into  what  he  hopes  is  a  greater 
whole.  What's  the  idea?  Heck- 
mann is  an  avid  skier,  fisher- 
man and  paintbaU  player,  but  the  plan  is 
all  business:  I  Ie  wants  to  keep  piling  high 
the  shelves  at  the  Sports  Authority, 
Modell's,  even  Wal-Mart,  all  four  seasons 
of  the  year. 

That's  the  goal,  though  Heckmann 
has  a  mixed  record  as  a  master  builder.  He 
was,  by  turns,  part  of  an  air  rescue  squad 
during  the  Vietnam  War,  founder  of  what 
became  the  nation's  largest  custom- 
prosthetic-device  company,  a  ski  bum,  a 
bureaucrat  in  the  Carter  Administration 
and  a  stockbroker  for  Prudential-Bache 
Securities.  It  was  there  in  1989  that  he 
realized  how  many  industries  depended 
on  clean  water — and  how  few  large  sup- 
pliers there  were.  A  year  later,  with  an  ini- 
tial investment  of  $1.6  million,  he  started 
US  Filter,  providing  water  filtration  and 
purification  to  companies  as  varied  as 
Coca-Cola  and  Intel.  Along  the  way  he 
picked  up  260  companies,  larding  rev- 
enues from  $17  million  in  1991  to  $5.5 
billion  in  1999. 

Though  profits  soared  initially,  the 
buying  binge  caught  up  with  him.  Heck- 
mann bought  most  companies  with 
US  Filter's  high-price  stock,  diluting  earn- 
ings per  share  and  masking  the  fact  that 
most  bottom-line  growth  was  coming 


from  acquisitions.  By  1998  there  were  no 
earnings  at  all — US  Filter  lost  $300  mil- 
lion, after  acquisition  costs,  on  $3.2  bil- 
lion in  sales — and  after  the  purchase  of 
Culligan  International  no  more  big  com- 
panies to  buy;  by  October  the  stock  had 
plunged  65%.  By  April  1999  Heckmann 
himself  had  become  takeover  bait: 
Vivendi  bought  out  the  company  for  $8.2 
billion,  including  assumed  debt.  Under- 
scoring the  greater-fool  theory,  lean- 
Marie  Messier  paid  a  market  premium  of 
15%,  and  Heckmann  pocketed  $100  mil- 
lion, $66  million  of  that  in  cash. 

Bored  at  Vivendi  Environmental, 
Heckmann  quit  in  2002.  By  then  he  had 
become  nonexecutive  chairman  at  K2. 
While  the  Carlsbad,  ( )alif.  company  was  a 
mess,  he  saw  "a  classic  consolidation  play." 
The  signal:  Retailers  were  in  the  midst  of 


maun  says  he  gets  80%  of  his  acquisitic 
ideas  from  retailers.  In  2002  an  executb 
from  Cart  Sports  called  to  tell  him  aboii 
Worth,  a  softball  equipment  maker.  "H 
said  they  had  great  products  but  wei| 
small  and  had  trouble  delivering,"  Heck 
matin  says.  K2  bought  Worth  in  Septen 
ber  2003  for  $37  million. 

Rapid  consolidation  is  reflected  i 
K2's  numbers.  Revenue  rose  67%  t 
$1.2  billion  in  2004;  net  income  jumpc 
nearly  threefold  to  $39  million.  But  intei 
rial  growth  is  less  impressive — up  8%  fa 
the  top  line.  Also,  Heckmann  has  floated 
lot  of  stock  in  order  to  get  bigger.  That' 
why  earnings  per  share  of  86  cents  las 
year  were  up  only  28%  from  2002. 

What  about  Heckmann's  timing?  Par 
ticipation  in  sports  is  trending  downwan 
in  the  U.S.,  reports  the  Sporting  Good 


"Eventually  I  want  the  U.S.  Attorney  General 

to  have  to  break  up  our  monopoly." 


their  own  roll-up — Modell's,  the  Sports 
Authority  and  Dick's  Sporting  Goods  were 
all  in  the  process  of  doubling — or  growing 
even  larger.  "The  retailers  want  fewer  ven- 
dors," says  Heckmann.  "They  want  to 
ensure  delivery  and  cut  costs." 

Although  he  had  no  stake  in  K2,  Heck- 
mann muscled  in,  urging  management  to 
buy  Rawlings,  a  great  but  struggling  brand. 
Then-chief  executive  Richard  Rodstein 
wavered.  "I  finally  went  to  the  board  and 
said,  'Him  or  me,  "  Heckmann  recalls. 
Within  weeks  Rodstein  was  forced  to 
resign.  Since  the  $98  million  Rawlings 
acquisition  KJ  has  become  a  shopaholic  in 
Heckmann's  image,  pushing  into  leisure 
games  as  well  as  apparel.  It  now  has  35  dif- 
ferent brands;  sales  of  winter  goods  make 
up  only  25%  of  revenues. 

Retailers  seem  to  like  this  new  incar- 
nation. Sales  to  big  customers  like  the 
Sports  Authority  were  up  23%  last  year 
over  2003.  Mitchell  Modell,  chief  execu- 
tive of  Modell's,  won't  get  specific,  but 
says  his  orders  from  K2  are  "through  the 
roof."  To  ensure  that  they  continue  that 
way,  Heckmann  has  placed  one  of  his 
people  at  Modell's  to  manage  displays 
and  inventory,  a  novel  idea  in  the  sport- 
ing goods  industry.  Added  benefit:  Heck- 


Manufacturing  Association.  Fewer  Amer 
icans  are  playing  baseball  or  softball 
interest  in  downhill  skiing  and  fishing  ha: 
fallen,  too.  PaintbaU  and  snowboardinj, 
are  among  the  few  growing  activities 
Industrywide,  wholesale  revenues  ol 
sporting  goods  inched  up  4%  last  year  tc 
an  estimated  $52  billion. 

K2's  stock  is  languishing  at  a  recen 
$14.16.  Even  fans  like  William  Chappell 
an    analyst    at    SunTrust  Robinson 
Humphrey,  worries  that  Heckmann  is 
overpaying  for  growth.  He  says  Marmot, 
the  outdoor  equipment  and  apparel 
company  K2  paid  $84  million  for  last  year, 
was  purchased  for  1 1  times  operating 
income  (earnings  before  interest,  taxes 
depreciation  and  amortization),  twice  the 
multiple  he  likes  to  see.  Some  fear  that 
Heckmann  will  make  an  expensive  play 
for  Rossignol,  the  ski,  tennis  and  golf 
company  that  is  shopping  itself.  (Heck- 
mann proclaims  he  has  no  interest.) 

But  build  he  apparently  must.  Heck- 
mann wants  to  expand  his  holdings  in 
apparel  and  outdoor  footwear,  on  the  way 
to  becoming  what  he  envisions  as  a 
$5  billion  company:  "Eventually  I  want 
the  U.S.  attorney  general  to  have  to  break 
up  our  monopoly."  F 
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WE'RE  PUTTING  COMPUTER 
R&D  WHERE  IT  BELONGS. 

In  your  Business . 


Dancing  robots  and  Artificial  Intelligence  make  great  press 
release  material,  but  what  exactly  do  they  do  to  improve 
your  business? 

At  Fujitsu,  we're  concerned  with  R&D  that  helps 
ClOs  run  their  business  more  efficiently.  In  fact,  we  invest 
billions  of  dollars  annually  in  developing  technology  solu- 
tions and  providing  the  right  products  for  our  customers 
to  achieve  maximum  enterprise  performance.  This  R&D 
effort  is  the  foundation  of  the  Fujitsu  PRIMEPOWER 
and  PRIMERGY  server  lines,  which  deliver  mission-critical 
reliability,  availability  and  serviceability. 

Thanks  to  our  real-world  R&D  philosophy,  we've 
become  a  company  that  offers  ClOs  the  high-performance 
mobile  computers,  scalable,  reliable  servers,  and  managed 
and  professional  services  they  need. 

If  you  are  looking  for  an  IT  partner  whose  R&D 
investment  actually  does  your  company  some  good,  visit 
us.fujitsu.com/computers/RD  or  call  I -800-83 1 -3 1 83 
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PRIMEPOWER  Servers 


LifeBook'  Notebooks 
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PRIMERGY'  Servers 


"We  couldn't  have  been 
happier  with  the  35% 
increased  productivity 
Citrix  gave  our  28,900 
users.  Until  they  reduced 
our  internal  IT  costs 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

As  the  recognized  leader  in  providing  collaborative 
business  solutions  for  all  types  of  industries  and  for 
every  major  market,  SAP  knows  the  value  of  an  efficien 
enterprise.  So  when  they  needed  their  own  28,900 
employees  to  have  better  access  to  mission-critical 
applications,  SAP  did  what  99%  of  the  Fortune  500  hav 
already  done.  They  turned  to  Citrix®  software  to  deplc 
more  than  40  applications  centrally,  including  mySAP" 
Business  Suite,  for  secure,  easy,  and  instant  access  to 
business-critical  information — anywhere,  anytime,  frorr 
any  device.  We  call  it  the  on-demand  enterprise.  And 
it's  helping  more  than  120,000  of  our  customers  save 
money  and  reduce  IT  complexity.  To  learn  what  CitrL 
can  do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 


©20W  Crtrtu  Systems,  Ire  Al  refits  reserved.  Otrot  s  a  registered  trademark  of  Qtra 
Systems,  Inc  in  the  U.S  and  olher  ccuntnesAJ  other  trarJemarl<s  and  re^stered 
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Germany  and  n  several  other  cotntnes  al  over  the  world  Al  other  product  and  service 
names  mentioned  are  the  trademarte  o<  ther  respective  axnpanes. 
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The  supposedly  dying 
tobacco  industry  has  a 


YOU'D  EXPECT  THE  WALL  STREET 
analyst  covering  the  fleam 
industry  to  be  bullish  about 
therapeutic  bloodletting.  But  still 
there's  something  arresting  about 
Morgan  Stanley's  expert  on  cigarettes. 
He  doesn't  think  the  industry  is  des- 
tined for  the  graveyard.  Indeed,  he 
contends,  it  makes  a  fine  long-term 
investment. 

The  tobacco  business,  long  vilified 
as  the  peddler  of  cancer,  the  nicotine- 
plying  addicter  of  the  masses,  the 
fiendish  seducer  of  the  young,  is  still 
very  much  alive,  with  $70  billion  of  LIS. 
revenue  (retail)  last  year.  Enormous 
public  health  campaigns,  starting  with 
the  1965  government  mandate  that  the 
Surgeon  General's  warning  adorn  every 
pack,  have  helped  drive  down  cigarette 
use.  So  has  the  economic  penalty  of 
onerous  excise  taxes  and  legal  settle- 
ments, which  have  made  smoking  a 
costly  vice. 

But  to  the  bookish  David  Adelman, 
37,  the  tobacco  business  will  be  around 
for  a  long  and  profitable  time.  Although 
not  a  lawyer  or  government  insider, 
Morgan  Stanley's  Adelman  has  steeped 
himself  in  the  court  cases  and  legisla- 
tive actions  nationwide,  and  he  sees 
threats  to  tobacco  ebbing.  Plus,  he  says, 
while  U.S.  consumption  keeps  declin- 
ing (down  an  annual  2%  since  1981,  es- 
timates the  Tobacco  Merchants'  Asso- 
ciation), the  remaining  hard-core 
smokers  are  willing  to  cough  up  any 
amount  to  buy  butts.  Also,  cigarette  use 
is  booming  in  emerging  nations. 

Ask  Adelman,  a  denizen  of  liberal 
Manhattan,  about  the  morality  of 
tobacco  and  he  shrugs.  He  himself  has 
never  smoked.  Still,  says  Martin  Feld- 
man,  Adelman's  recently  retired  coun- 
terpart at  Merrill  Lynch:  "If  you're  a  to- 
bacco analyst,  people  look  at  you  as 
though  you  may  be  related  to  the  devil." 

For  Adelman,  covering  tobacco  and 
its  many-faceted  problems  is  a  pure 
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Roll  over  your  401  (k). 
It's  as  easy  as  one,  two. 


1.  Call  a  Schwab  Rollover  Specialist. 

2.  Choose  one  of  our  diversified  portfolios. 

Opening  a  Schwab  Rollover  IRA  is  smart  and  easy.  A  Schwab  Rollover 
Specialist  will  guide  you  every  step  of  the  way.  In  addition,  consider  one 
of  our  five  Schwab  Portfolios",  designed  to  instantly  diversify  your 
Rollover  IRA.  Call  today  to  take  advantage  of  our  limited-time  offer. 


Act  now  on  this  limited-time  offer. 

Call  1-800-464-6093  today. 


charies  schwab 


A  minimum  of  $10,000  is  required  to  invest  in  Schwab  Portfolios.  Diversification 
does  not  protect  against  market  loss.  Limited-time  offer  ends  April  1 5,  2005. 
©2005  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC. 
(1204-12566)  ADS31348FB2-01  j 
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intellectual  challenge.  Unlike  many  anj 
lysts  who  tend  to  lapse  into  empty  corpc 
rate-speak  (echoing  the  managers  the 
cover),  Adelman  writes  and  speaks  i 
clear,  fact-laced  phrases  that  ably  conve 
nuances  in  court  cases  and  subtle  marki 
shifts.  He  has  twice  testified  before  Senai 
committees  on  tobacco  litigation. 

He  makes  up  for  a  lack  of  formal  leg; 
training  by  inhaling  turgid  court  opir 
ions  and  chatting  up  lawyers  from  bot 
sides.  "At  this  point  he  can  answer  toi 
questions  that  lawyers  may  not  be  able  t 
answer,"  says  Victor  Schwartz,  gener; 
counsel  for  the  American  Tort  Refon 
Association. 

If  nicotine  isn't  in  Adelman's  blooc 
research  is.  Adelman  began  his  career  oi 
of  business  school  in  1990,  helping  hi 
dad,  Lawrence,  research  food,  beverag 
and  tobacco  companies  at  Dean  Witte: 
The  senior  Adelman  spent  four  decade 
as  an  analyst  and  eventually  headc 
equity  research  at  Dean  Witter,  which  wa 
acquired  by  Morgan  Stanley  in  1997. 

Looking  to  make  his  own  mark 
young  David  started  covering  tobacc 
giant  RJR  Nabisco,  fresh  off  its  1991  pub 
lie  offering.  He  now  also  follows  pack 
aged-food  stocks  such  as  General  Mills 
Kellogg  and  Kraft  yet  confesses  a  close 
bond  with  tobacco  investors.  "There's 
different  degree  of  passion,"  he  says.  "I 
earnings  at  a  food  company  go  up 
investors  are  pleased.  But  when  you  [sue 
cessfully]  recommend  a  stock  where  th» 
market  is  fearful  of  bankruptcy,  you'n 
giving  each  other  high  fives." 

Adelman's  prescience  has  made  him  j 
very  well-regarded  analyst.  Take  the 
Department  of  Justice's  lawsuit  agains 
the  industry  for  allegedly  deceiving  con- 
sumers about  the  health  risks  of  smoking 
This  was  Washington's  bid  to  move  in  foi 
the  kill,  filed  a  year  after  the  large  tobaccc 
makers'  1 998  agreement  to  pay  the  state: 
$246  billion  over  the  next  25  years 
Charging  that  Big  Tobacco  had  violatec 
the  Racketeer  Influenced  &  Corrupl 
Organization  Act,  Justice  sought  anothei 
$280  billion. 

A  week  after  Justice's  announcement. 
Adelman  wrote  a  report  saying  the  federal 
RICO  tactic  wouldn't  pass  judicial  muster. 
A  big  reason:  RICO  was  crafted  to  prevent 
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future  wrongdoing,  not  to  punish  past 
conduct.  And  just  last  month,  as  Adelman 
predicted,  an  appellate  court  ruled  that 
the  feds  couldn't  exact  such  a  massive 
monetary  penalty.  Justice  says  it  will 
appeal  that  ruling  and  may  seek  softer 
penalties  like  ad  restrictions. 

Adelman  also  won  plaudits  following 
his  contrarian  March  2003  call  that 
tobacco  stocks  would  outperform  the 
overall  market,  even  as  analysts  from 
Smith  Barney,  Credit  Suisse  First  Boston 
and  the  big  debt-rating  agencies  were 
downgrading  the  sector.  His  thinking: 
Investors  were  too  spooked  by  the  legal 
risks;  plus,  cigarette  shipments,  weak  in 
2002,  were  starting  to  pick  up.  Since  then 
shares  of  Altria  (parent  of  Marlboro's 
Philip  Morris),  Reynolds  American 
(Winston)  and  Carolina  Group  (New- 
port) have  jumped  an  average  106%, 
three  times  the  rise  in  the  S&P  500  index. 
"I  get  frustrated  when  I  am  wrong,"  says 
Adelman.  "But  I  want  to  make  the  calls." 

His  optimistic  call  on  future  legal 
threats  is  based  on  new  limits  for  plain- 
tiffs. In  2003  the  U.S.  Supreme  Court 
capped  awards  for  punitive  damages. 
Today  77%  of  the  U.S.  population  lives  in 
states  that  limit  the  amount  defendants 
are  forced  to  post  as  bond  (usually 
between  $25  million  and  $50  million). 
And  in  February  President  Bush  signed  a 
measure  into  law  allowing  corporate 
defendants  to  transfer  state  suits  against 
them  to  federal  court,  where  judges  are 
less  eager  to  grant  class  action  status. 

Meanwhile  growth  in  excise  taxes  has 
leveled  off,  making  future  profit  compar- 


isons look  better.  Maybe  that's  because 
the  states  are  already  reaping  a  bonanza 
from  the  tobacco  outfits.  In  large  part  due 
to  tax  and  litigation  costs,  the. average 
retail  price  of  a  pack  of  cigs  has  nearly 
doubled  since  1995  to  $3.91. 

Adelman  believes  that  no  matter  how 
far  domestic  consumption  drops,  the  in- 
dustry's pricing  power  will  more  than  off- 
set it.  In  1985,  30%  of  the  adult  popula- 
tion smoked  (58  million  people);  in  2002, 
the  most  recent  figures  available,  22%  did 
(48  million).  At  the  same  time,  in  Latin 
America  and  eastern  Europe  demand  is 
accelerating.  And  the  industry  is  looking 
covetously  at  China,  which  smokes  a  third 
of  global  volume.  While  Beijing  controls 
most  of  that  and  no  brand  has  more  than 
a  2%  share,  there  are  hints  foreigners  will 
be  permitted  to  compete  more  freely. 

Within  the  industry  Adelman  prefers 
the  large  established  players,  which  thus 
far  have  beaten  back  an  assault  by  smaller 
discount  outfits  (see  FORBES,  Feb.  28). 
While  tobacco  stocks  have  risen  slightly 
faster  than  the  S&P  500  during  the  last 
decade,  they  still  trade  at  deeply  dis- 
counted multiples  of  next  year's  earnings 
(an  average  13  versus  the  market's  17).  All 
this  and  dividend  yields  of  around  4%. 

Nevertheless  Adelman  prefers  some 
tobacco  purveyors  over  others.  On  his  list 
of  the  most  actively  traded  tobacco  stocks 
all  have  strong  balance  sheets  and  other 
virtues  (see  table).  The  ones  in  green, 
however,  are  his  leading  picks. 

His  abiding  favorite:  Altria.  The  $64 
billion  conglomerate  (of  which  Morgan 
Stanley  owns  1.5%)  includes  Philip  Mor- 


ris' domestic  and  international  division: 
plus  large  stakes  in  Kraft  Foods  (85% 
and  brewer  SAB  Miller  (36%).  Phili 
Morris  is  the  world's  largest  cigarett 
company,  with  17%  of  the  global  marke 
including  half  of  the  U.S.  turf. 

Altria  Chief  Louis  Camilleri  wants  t' 
unlock  value  by  spinning  off  Kraft  an« 
Philip  Morris  International  to  sharehold 
ers.  That's  provided  he  can  reverse,  or  a 
least  reduce,  a  $10.1  billion  verdict  i: 
March  2003  against  Philip  Morris  USA  fo 
purportedly  deceiving  smokers  about  th 
safety  of  "light"  cigarettes.  Adelma: 
expects  it  to  be  overturned  in  Illinoi 
Supreme  Court  later  this  year  for,  amon 
other  things,  the  irony  that  17  of  the  2 
plaintiffs  continued  to  smoke  light  ciga 
rettes  even  after  the  claim  was  filed. 

Adelman  thinks  the  $65  Altria  stock  i 
worth  $91  in  a  breakup  ($27  of  it  fo 
Kraft  and  Miller).  In  that  scenario  share 
holders  would  receive  separate  shares  fo 
each  of  the  three  pieces. 

Another  stock  he  likes  is  Carolin 
Group,  whose  stock  tracks  Loews  Corp.' 
Lorillard  tobacco  unit,  maker  of  Newpor 
mentholated  cigarettes.  Among  non-U.S 
firms  Adelman  thinks  Imperial  Tobaca 
is  a  winner.  The  U.K.  producer  is  numbe 
one  in  its  homeland,  with  a  45%  marke 
share,  and  number  three  in  German) 
Higher  excise  taxes  in  those  countrie 
have  pushed  consumers  downscale, 
boon  for  Imperial,  which  sells  cheapei 
roll-your-own  tobacco  products.  Thougl 
Adelman  has  never  smoked  his  compa 
nies'  cigarettes,  he's  confident  someon 
always  will.  I 


Lords  of  the  Leaf  

Health  risks?  Steep  prices?  Social  stigmas?  Bah.  There  will  always  be  plenty  of  smokers,  says  Adelman.  But  some  ciggiemakers 
are  better  than  others.  Of  these  heavily  traded  tobacco  stocks,  he  thinks  the  three  in  green  offer  the  most  upside  for  investors. 


RECENT  ESTIMATED 
PRICE  P/E2005 

DIVIDEND 
YIELD 

ALTRIA  GROUP 

$66.10 

13 

4.4% 

Spinning  off  overseas  unit  and  Kraft  could  make  the  shares  worth  $91 

BRITISH  AMERICAN  TOBACCO 

37.63 

13 

3.7 

Second-largest  tobacco  outfit,  with  42%  of  Reynolds,  has  weak  growth 

CAROLINA  GROUP 

32.62 

10 

5.6 

Efficient  producer  has  strong  Newport  brand  and  cash-rich  balance  sheet 

GALLAHER  GROUP 

60.86 

15 

3.6 

Big  in  the  U.K.,  but  demand  for  its  premium  brands  is  ebbing. 

IMPERIAL  TOBACCO  GROUP 

54.54 

13 

3.4 

Its  cheap,  roll-your-own  products  are  a  hit  in  tax-ravaged  Europe. 

REYNOLDS  AMERICAN 

82.80 

12 

4.6 

This  RJR/Brown  &  Williamson  combo's  weak  brands  are  losing  share.  t 

UST 

54.97 

16 

4.0 

Snuff  producer  will  lag  cigarette  makers  as  litigation  risk  subsides.  * 

Sources:  Reuters  Fundamentals  via  FactSer  Research  Systems.  Thomson  First  Call. 
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STOCK  FOCUS 


Bottom-Fishing 
Value  Line  Stocks 

For  patient  investors:  stocks  with  the  lowest  timeliness 
rankings  from  the  venerated  investment  survey. 

By  Andrew  T.  Gillies 


TWO  WAYS  TO  MAKE  MONEY  ON 
Wall  Street:  Run  with  the  crowd 
or  bet  against  it.  Whatever  your 
preference,  the  Value  Line 
Investment  Survey  has  statistics 
that  can  help  you  sort  out  the  prospects. 

Forty  years  ago  Samuel  Eisenstadt  cre- 
ated the  "timeliness"  ranking  formula  that 
made  Value  Line  famous.  It  scores  1,700 
stocks  for  expected  performance  over  the 
next  6  to  12  months,  using  a  plethora  of 
technical  (stock-price-related)  and  finan- 
cial factors.  The  formula,  still  in  use,  has 
had  a  remarkable  run.  A  hypothetical 
investor  reshuffling  his  portfolio  every  Jan. 
1  to  hold  only  the  100  top-ranked  stocks 
would  have  earned  a  19%  compound 
annual  capital  gain  over  the  40  years,  says 
Value  Line,  against  10%  for  the  S&P  500. 


(These  numbers  exclude  dividends.) 
Transaction  costs  would  have  dampened 
the  return,  but  even  so  the  performance 
has  been  strong  enough  to  baffle  propo- 
nents of  the  Efficient  Market  Hypothesis, 
which  says  that  no  statistical  formula  can 
keep  beating  the  market. 

The  formula  is  secret,  but  Value  Line 
does  publish  some  of  the  ingredients  that 
go  into  it.  Stocks  tend  to  get  high  ranks  if 
they  have  a  run  of  quarterly  earnings 
gains,  beat  analyst  forecasts  and  have 
recent  share-price  gains  in  excess  of  the 
market's.  There's  a  bias,  in  other  words, 
toward  momentum  plays.  This  is  a  run- 
with-the-crowd  system,  and  it  makes 
sense  for  in-and-out  traders. 

Paradoxically,  the  Value  Line  ranking 
system  is  also  useful  for  the  polar  oppo- 


sites  of  momentum  players,  namely, 
contrarian  investors.  They  go  for  out-of- 
favor  stocks,  often  with  recent  earningsl 
disappointments,  on  the  theory  that  these 
will  eventually  make  a  recovery  and 
reward  patient  holders.  Here  it  makes 
sense  to  start  with  the  stocks  ranked  low-| 
est  for  near-term  performance. 

"Stocks  that  are  ranked  5  [lowest] 
often  have  high  three-to-five-year  appre- 
ciation, for  the  simple  reason  that  they  arel 
highly  depressed,"  says  Eisenstadt,  who  at 
82  remains  chairman  of  the  New  Yorkl 
company's  research  department. 

In  January  2003,  for  example,  shares! 
of  metal  producer  Allegheny  Technolo- 
gies had  fallen  to  $6  on  worries  about  the 
health  of  its  key  markets  in  aerospace 
and  power  generation.  Value  Linel 
slapped  on  a  5  rating  and  advised  all  but 
longer-term  investors  to  stay  away.  Thel 
stock  dropped  to  $2  a  few  months  laterl 
but  then  started  to  rebound.  Recenil 
price:  $25. 

With  plays  like  Allegheny  in  mind,  wel 
looked  for  stocks  ranked  lowest  for  time- 
liness but  with  expected  earnings  growth! 
over  the  next  three  to  five  years  of  at  leasij 
10%  a  year.  The  stocks  below  also  have| 
price-to-sales  and  price-to-book  multi-j 
pies  that  fall  below  five-year  averages  and 
sell  for  less  than  25  times  projected  earn 
ings  for  the  coming  12  months. 


Buy  on  Weakness 


While  Value  Line's  timeliness  rankings  suggest  these  stocks  will  trail  the  market  over  the  next  6  to  12  months,  the  longer  term  may 
be  another  story.  The  attraction  for  contrarians:  These  companies  are  all  valued  reasonably  relative  to  history  and  are  projected 
to  show  healthy  earnings  growth  in  the  coming  years. 


PRICE 


PRICE/SALES 


ESTIMATED  EPS 


COMPANY/INDUSTRY 

RECENT 

CHANGE 
FROM 

52-WEEK 
HIGH 

RECENT 

5-YEAR 
AVEAGE 

NEXT 
12  MONTHS 

GROWTH1 

LATEST 
12-MONTH 
SALES 
(SMIL) 

MARKET 
VALUE 
(SMIL) 

COST  PLUS/retail 

$28.13 

-35% 

0.7 

1.2 

1.41 

19% 

$878 

$613 

FURNITURE  BRANDS  INTER/furniture 

23.23 

-34 

0.5 

0.6 

1.80 

11 

2,375 

1,233 

HILLENBRAND  INDUSTRIES/medical  equip 

56.41 

-20 

1.9 

1.9 

3.55 

12 

1,882 

3,497 

KELLWOOD/apparel 

28.67 

-36 

0.3 

0.3 

2.31 

13 

2,485 

794 

KENNETH  COLE  PRODUCTIONS/footwear 

29.01 

-22 

1.2 

1.4 

1.99 

13 

509 

586 

MOLEX/electronic  equip 

25.13 

-24 

2.0 

2.9 

1.04 

14 

2,390 

4,735 

PIER  1  IMPORTS/retai! 

18.25 

-27 

0.8 

1.0 

0.83 

14 

1,927 

1,576 

SILICON  STORAGE  TECH/semiconductors 

4.62 

-73 

1.0 

2.2 

-0.20 

17 

449 

435 

TEKTRONIX/electroiiic  equip 

28.92 

-17 

2.5 

2.6 

1.47 

14 

1,019 

2,585 

VALSPAR/chemicais  &  paint 

46.15 

-10 

1.0 

1.0 

2.93 

11 

2,496 

2,376 

Prices  as  of  Feb.  28.  'Annus  v.  three  to  five  years.  Sources:  Value  Line;  FT  Interactive  Data,  Reuters  Fundamentals  and  Thcmson  First  Call  via  FactSet  Research  Systems. 
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and  fly  to  Australia  fast.!  Asleep 


The  award-winning  Qantas  Skybed  is  the  only  business  class  bed  flying  between  the  US 
nd  Australia.  Which  means  you  arrive  at  your  destination  feeling  refreshed  and  ready  to  go. 
And  with  Qantas,  you  can  earn  mileage  in  your  choice  of  frequent  flyer  program  from  our 
artners  Alaska  Airlines,  American  Airlines,"  Continental  Airlines  or  US  Airways."  They're  just, 
some  of  the  reasons  why  you  can  relax  when  you're  flying  Qantas.  The  Spirit  of  Australia. 

QantasUSA.com 

vailable  on- all  B747-400  3  class  aircraft  to  Sydney  and  Melbourne.  American  Airlines  is  a  registered  trademark  of  American  Airlines,  Inc.  American  Airlines 
eserves  the  right  the  change  the  AAdvantage  program  at  any  time  without  notice.  '  ■ 
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Moneyftlnvestmg  

TAXING  MATTERS 

The  Long  Good-Bye 

Congress  makes  another  grab  at  expats'  money. 
By  Ashlea  Ebeling 


FOR  MORE  THAN  A  DECADE 
Congress  has  obsessed  over  the 
fact  that  a  handful  of  rich  folks, 
including  fund  operator  John 
Templeton,  Kenneth  Dart  of 
Dart  Container  and  Campbell  soup  heir 
John  Dorrance  III  were  able  to  escape 
U.S.  income  and  estate  taxes  by  renounc- 
ing their  citizenship. 

So  in  October,  as  part  of  a  big  corpo- 
rate tax  act,  the  politicians  took  yet 
another  shot  at  fleeing  turncoats.  They 
tightened  up  a  1996  law  that  is  supposed 
to  extract  ten  years  of  taxes  from  tax- 
motivated  expatriates  as  they  head  for  the 
airport.  The  new,  tougher  version  will 
cause  pain  for  some  moderately  well-off 
expatriates.  But  the  truly  rich  and  tax 
averse  will  still  be  able  to  plan  around  it. 

Under  the  old  law  expatriates  could 
apply  to  the  Internal  Revenue  Service  for  a 
ruling  confirming  they  had  left  the  U.S.  for 
nontax  reasons  and  were  therefore  exempt 
from  the  ten-year  levy.  That  was  a  loophole 
through  which  you  could  sail  a  100- foot 
yacht.  Half  the  270  people  who  applied  be- 
tween 1997  and  July  2002  got  favorable  rul- 
ings and  only  1 1  got  unfavorable  ones.  The 
rest  got  "neutral"  rulings,  which  allowed 
them  to  proceed  as  if  they  didn't  owe  the 
tax.  In  theory  the  IRS  could  later  audit  the 
"neutral"  folks  and  assess  a  tax,  but  there's 
little  evidence  this  happened. 

The  ruling  loophole  is  now  closed. 


Under  the  new  law,  which  is  retroactive  to 
June  4,  2004,  anyone  who  expatriates  and 
has  assets  of  more  than  $2  million  or  paid 
more  than  $620,000  in  federal  income 
taxes  over  the  five  years  before  leaving  is 
presumed  to  have  left  for  tax  reasons. 
Only  certain  dual  citizens  and  minors 
with  few  ties  to  the  U.S.  can  get  exemp- 
tions from  the  ten  years  of  tax. 

Expatriates  who  don't  fit  one  of  these 
narrow  exceptions  will  owe  U.S.  income 
tax  on  a  wide  range  of  U.S.  source  income 
and  estate  and  gift  taxes  on  U.S.  assets  for 
ten  years.  If  they  spend  more  than  30  days 
in  the  U.S.  during  any  one  of  those  ten 
years,  they'll  be  taxed  that  year  just  like 
U.S.  citizens,  on  all  their  income  from  any 
source.  "This  is  the  stinger  in  the  tail,"  says 
Dyke  Davies,  a  tax  lawyer  with  Bryan  Cave 
in  London.  Warning  to  ailing  expatriates: 
Don't  come  here  for  medical  treatment;  if 
an  expat  dies  in  a  year  where  he's  spent  30 
days  or  more  here,  his  entire  estate  is  sub- 
ject to  U.S.  estate  tax. 

The  new  law  also  requires  post-June  3, 
2004  expats  to  file  extensive  disclosures — 
worldwide  income,  days  in  the  U.S.,  etc. — 
with  the  IRS,  annually,  for  ten  years.  This  is 
going  to  be  irksome  to  people  who  settle 
abroad  and  later  expatriate  because  they  get 
tired  of  paying  accountants'  and  lawyers' 
fees  to  comply  with  U.S.  as  well  as,  say,  U.K. 
law,  says  Davies.  "Lots  of  people  give  up 
U.S.  citizenship  because  the  compliance 


drives  them  nuts,"  she  says.  "Now  they  wi 
still  have  compliance  costs  for  ten  years." 

One  last  consideration:  A  separat< 
1996  law  bars  citizens  who  expatriate  fo 
tax  reasons  from  returning  to  the  US 
Now  that  so  many  folks  will  technicall 
be  considered  to  have  left  for  tax  reason 
it  could  be  a  threat.  "People  are  nervous, 
says  Loretta  Ippolito,  an  international  t 
lawyer  with  Willkie  Farr  &  Gallagher  ir 
New  York.  "They  don't  want  to  take  the 
chance  they  can't  come  back  to  visit  theii 
family  or  for  business." 

The  good  news,  if  you  are  contem- 
plating leaving  for  tax  reasons,  is  that  the 
new  law  isn't  the  feared  "exit  tax"  tha' 
was  passed  by  the  Senate.  And  it  stil! 
leaves  huge  holes  that  the  rich  and  well- 
advised  can  use  to  avoid  paying  U.S.  tax 
"For  someone  wealthy  enough  that  expa- 
triation tax  is  an  issue,  it's  worth  paying 
someone  to  avoid  it,"  says  Richarc 
LeVine,  an  international  tax  lawyer  wit? 
Withers  Bergman  in  New  Haven,  Conn. 

A  wealthy  expatriate  can  simply  hole 
on  to  assets,  such  as  U.S.  publicly  tradec 
stock,  avoiding  gains  tax  for  that  ten-yeai 
period.  Or  he  can  invest  through  variable 
annuities  whose  payout  is  deferred  for  a 
least  a  decade.  And  if  he  controls  a  U.S.  C 
corporation,  he  can  defer  paying  himsel 
dividends.  What  if  he  needs  cash  sooner'' 
He  can  borrow  against  his  U.S.  assets 
(Loan  proceeds  don't  count  as  income.) 

To  avoid  being  subject  to  the  U.S' 
estate  tax  an  expat  has  to  live  for  more 
than  ten  years  after  expatriation  or  die  ir 
2010 — the  year  in  which  the  U.S.  estate 
tax  disappears  for  one  year.  But  he  car 
minimize  his  estate's  potential  bill  during 
that  ten-year  window  by  using  some  o: 
the  same  techniques  wealthy  U.S.  citizen; 
use,  such  as  family  limited  partnerships. 

It  would  have  been  harder  to  get  arounc 
the  Senate-passed  exit  tax.  Under  that  sys- 
tem, upon  departure  expats  would  have  hac 
to  pay  a  one-time  tax  on  all  unrealized  gain 
beyond  a  $600,000  exemption.  Planning 
note:  The  new  law  requires  the  Treasury  tc 
report  on  its  effectiveness  after  its  first  year 
If  it  looks  as  if  the  2004  law  isn't  raising  the 
projected  $377  million  of  revenue  over  ter 
years,  or  if  Congress  is  casting  about  foi 
more  cash,  the  exit  tax  idea  could  be  revived 
So  if  you  plan  to  expatriate,  pack  now.  P 
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Fighting  Cancer 


Extending  Life 


Science  For  A  Better  Life 


Last  year  around  six  million  people  died  of 
cancer  -  equivalent  to  the  population  of 
Hong  Kong  or  Rio  de  Janeiro. 

Improving  diagnosis  and  finding  more 
effective  treatments  of  this  pervasive  dis- 
ease are  major  challenges  for  the  coming 
decades. 

Bayer  HealthCare  is  working  tirelessly  to 
improve  both  cancer  diagnosis  and  the  moni- 
toring of  cancer  therapy, 
it  In  addition,  Bayer  scientists  are  currently 
working  on  ways  to  inhibit  the  growth  of  tumor 
Cells.  Helping  to  extend  life  when  it  is  at  its 
most  precious,  www.bayer.com 


HealthCare 
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A  Wail  Street 
power  couple 
race  to  find 
a  cure  for 
their  daughter 
before  it  is 
too  late. 


By  Robert  Langreth 

AYRA  SINGH  WAS  BORN  IN  MARCH  2000,  SAT  UP  AND 

crawled  on  schedule  but  never  really  walked  right. 
Pediatricians  said  at  first  that  she  was  simply  a  late 
bloomer.  But  at  1 7  months  she  could  take  only  four  or 
five  steps  before  falling.  In  August  200 1  a  doctor  friend 
of  Ayra's  parents,  Loren  Eng  and  Dinakar  Singh,  saw 
her  stumbling  around  at  a  party  in  New  York.  Visibly 
alarmed,  she  told  Loren  and  Dinakar  to  take  the  child 
to  a  neurologist  as  soon  as  possible. 

A  frantic  round  of  visits  to  specialists  ensued.  It 
took  more  than  a  month  to  get  blood-test  results.  The 
wait  was  particularly  harrowing  for  Loren,  who  was 
eight  months  pregnant  with  her  second  child.  Finally, 
two  days  before  Loren  was  scheduled  to  deliver,  the 
neurologist  called  at  dinnertime.  Ayra  had  spinal  mus- 
cular atrophy,  or  SMA,  a  progressive  and  fatal  disease  in 
which  the  nerves  that  control  the  muscles  slowly  waste 
away.  He  said  he  was  very  sorry  and  hung  up  before 
Loren  could  ask  a  single  question. 

There  is  no  cure  and  not  a  single  proven  treat- 
ment for  SMA.  Sometimes  known  as  floppy  baby 
syndrome,  it's  a  leading  genetic  killer,  hitting  one  in 
8,000  infants  and  toddlers.  Children  with  it  lack  a 
crucial  gene  that  motor  neurons  need  to  survive. 
They  seem  fine  for  the  first  weeks  or  months  of  life, 
but  their  disabilities  quickly  mount.  Most  die  before 
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Overlooked  Dise; 


age  2,  when  their  breathing  fails. 

Loren  and  Dinakar  spent  the  next  24 
hours  in  a  panicked  scramble  trying  to 
arrange  the  blood  tests  to  find  out  whether 
their  second  child  also  had  SMA.  (He 
didn't.)  Other  doctors  tried  to  put  a  bright 
face  on  the  terrible  news:  Ayra  had  a  mild 
form  of  the  disease — she  was  likely  to  live 
into  adulthood,  though  she  faced  ever- 
increasing  disability  as  years  went  on. 

Their  shock  slowly  turned  to  disbelief 
when  they  found  out  how  little  was  being 
done  to  find  a  cure.  The  National  Insti- 


tion,  to  sponsor  new  research.  Loren,  who 
had  planned  to  go  into  nonprofit  work, 
became  president  and  day-to-day  leader. 
Their  goal:  Find  a  cure  for  Ayra  and  the 
25,000  other  young  kids  with  the  disease 
before  their  time  runs  out.  "It  is  common 
and  potentially  treatable,  but  [drug 
research]  was  poking  along  because  no 
one  was  incentivized  to  get  it  done," 
Singh  says. 

Even  in  a  nation  that  spends  $28  bil- 
lion a  year  on  medical  research,  some 
deadly  diseases  simply  fall  through  the 


Shock  slowly  turned  to  disbelief  when 
they  found  oulhowJiltle  was  being  done, 


tutes  of  Health  spends  $13  million  a  year 
researching  the  disease — one-ninth  what 
it  spends  on  cystic  fibrosis,  which  afflicts 
twice  as  many  kids.  Biotech  firms  have 
largely  ignored  the  disease.  This  despite  a 
plethora  of  basic  research  breakthroughs 
abroad  that  made  SMA  ripe  for  drug 
development. 

Unlike  some  parents,  Dinakar  and 
Loren  had  the  resources  to  do  something 
about  it.  Singh,  now  35  and  manager  of 
$2.8  billion  hedge  fund  TPG-Axon  Capi- 
tal, had  been  a  trader  for  Goldman  Sachs, 
where  he  managed  a  $6  billion  internal 
account.  Eng,  36,  had  worked  in  invest- 
ment banking  before  getting  master's 
degrees  in  business  and  education  from 
Stanford.  They  put  up  $15  million  to 
establish  their  own  charity,  SMA  Founda- 

Can't  Hurt  to  Ask 


cracks.  They  don't  have  celebrity 
endorsers,  are  burdened  with  tongue- 
twisting  names,  fall  outside  of  hot 
research  fads  or  simply  kill  so  swiftly  that 
there  are  few  survivors  left  to  lobby  for 
research  support.  Pancreatic  cancer,  one 
perennial  loser,  falls  into  the  last  category. 
It  gets  one-tenth  the  government  funding 
of  prostate  cancer,  which  kills  the  same 
number  of  people  but  has  a  network  of 
prominent  survivors. 

Spinal  muscular  atrophy  is  beset  by 
most  of  these  disadvantages.  It  is  too  small 
a  market  for  Big  Pharma.  Various  forms 
of  the  disease  go  by  obscure  names  such 
as  Werdnig- Hoffman  and  Kugelberg- 
Welander  and  weren't  understood  to  rep- 
resent the  same  ailment  until  the  last 
decade.  "SMA  has  often  been  misrepre- 


sented to  the  public  as  muscular  dystro 
phy,"  says  Columbia  University  neurolo 
gist  Darryl  De  Vivo.  Despite  some  simila 
symptoms  such  as  lack  of 
motor  control,  SMA  is  $216.3 
caused  by  an  unrelated 
gene  defect. 

German  neurologists 
first  described  the  most 
severe  form  of  SMA  in 
1891,  in  which  babies 
never  become  strong 
enough  to  sit  up.  But  its 
genetic  origins  remained 
shrouded  in  mystery  until 
1995,  when  French 
researchers  pinpointed  a 
gene  on  chromosome  5 
that  was  missing  or  defec- 
tive in  98%  of  those 
afflicted.  The  gene  codes 
for  a  nourishing  protein 
that  is  essential  for  the 
survival  of  motor  neu- 
rons. Roughly  1  in  45 
healthy  Americans  are 
carriers  of  the  recessive 
trait,  meaning  they  are 
missing  one  of  the  nor- 
mal two  copies  of  the 
gene.  Offspring  of  two 
carriers,  such  as  Loren 
Eng  and  Dinakar  Singh, 
have  a  l-in-4  chance  of 
developing  SMA. 

The  reason  kids  like 
Ayra  live  at  all  is  that 


In  a  democracy,  federal  funds  often  flow  to  those  with  the  most  persuasive  lobbying  effort.  Here  is  a  list  of 
some  winners  and  losers  among  common  killers,  expressed  as  federal  research  spending  per  death  from  the 
disease.  Spending  figures  include  funds  from  the  National  Institutes  of  Health  as  well  as  Defense  Department 
disease  research  mandated  by  Congress.  The  AIDS  figure  is  high  in  part  because  the  vast  majority  of  deaths  are 
overseas.  The  table  doesn't  include  orphan  diseases  like  SMA,  whose  death  toll  isn't  precisely  tracked. 


$21.9 


$17.0 


$0.5 

$0.9 

$1.7 

$3.1 

■ 
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COPD1 

Sepsis 

Pancreatic 
cancer 

Heart 
disease 

Alzheimer's 
disease 

Prostate 
cancer 

Breast 
cancer 

HIV/AIDS 

Federal  research 
funding  ($mil) 

$57.0 

$31.0 

$52.7 

$2,125.0 

$699.0 

$502.0 

$918.0 

$2,930.0 

Annual  U.S.  deaths 

122,164 

34,243 

30,566 

684,462 

63,343 

29,578 

41,941 

13,544 

Funding  figures  from  NIH  2005  b  jdget;  pancreatic  cancer  funding  is  from  2004  National  Cancer  Institute  budget  only  (no  NIH-wide  figure  available):  prostate  and  breast  cancer  totals 
also  include  congressionally  mandated  research  at  the  DCD.  Deaths  are  2003  figures  from  the  Centers  for  Disease  Control  Chronic  obstructive  pulmonary  disease. 
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WHO  KNOWS,  THE  BEST  WINE 
YOU  EVER  TASTED  COULD  BE  THE 
ONE  YOU  HAVE  TONIGHT. 


FLEMING'S  PRIME  STEAKHOUSE  &  WINE  BAR 

Discover  100  wines  by  the  glass  and  the  finest  prime  steaks 
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Overlooked  Disease 


humans  have  a  slightly  defective  cousin  of 
the  SMA  gene  that  produces  only  enough 
nourishing  protein  to  keep  patients  alive 
for  a  while.  Kids  with  milder  cases,  such 
as  Ayra,  produce  more  than  those  with 
severe  cases. 

By  the  time  Ayra  was  diagnosed  in 
2001,  scientists  at  Ohio  State  University 
and  others  in  Germany  and  Taiwan  had 
engineered  mice  missing  the  main  SMA 
gene.  Those  mice  engineered  to  have  better 
functioning  cousin  genes  had  fewer  symp- 
toms. Better  yet,  the  Taiwanese  scientists 
had  found  that  a  class  of  experimental  can- 
cer drugs  appeared  to  boost  levels  of  the 
nourishing  protein,  at  least  in  test-tube 
studies.  Yet  little  work  was  being  done  to 
rush  this  promising  research  toward  devel- 
opment of  a  safe  and  effective  drug. 

Loren  and  Dinakar  decided  to  get  the 
federal  government  to  start  paying  more 
attention  to  this  disease.  National  Insti- 


tutes of  Health  neurologist  Kenneth 
Fischbeck  had  already  proposed  in  early 
2002  an  innovative  crash  program  to  cre- 
ate prototype  drugs.  But  by  early  2003  the 
agency  hadn't  yet  handed  out  research 
contracts  for  the  program,  thanks  to  the 
painstaking  federal  contracting  process. 

The  pace  seemed  glacial  to  Loren  and 
Dinakar.  Loren  got  50  scientists,  including 
I  >NA  discoverer  James  Watson,  to  petition 
the  NIH  for  more  SMA  funding.  She  hired 
a  lobbyist  who  helped  unite  various  SMA 
patient  groups,  including  FightSMA,  in  a 
letter-writing  campaign  to  Congress. 
They  sent  more  than  400  pieces  of  mail  in 
early  2003.  Loren  and  Dinakar  met  with 
Senators  Arlen  Specter  and  Tom  Harkin 
and  filled  them  in. 

At  a  hearing  in  April  2003  Specter 
grilled  NIH  officials  on  why  they  hadn't 
moved  faster  on  implementing  Fisch- 
beck's  SMA  drug  discovery  plan.  By 
September  2003  the  program  was  up 
and  running  with  $22.2  million.  NIH 
officials  say  the  program  was  already 
moving  ahead,  and  the  timing  of  events 
was  coincidental. 

In  an  attempt  to  stave  off  Ayra's 


decline  until  something  better  came  along, 
her  parents  and  doctors  decided  to  try 
hydroxyurea,  an  old  cancer  drug  that  had 
been  shown  to  boost  levels  of  the  heuron 
nourishing  protein  somewhat  in  prelimi- 
nary lab  tests.  There  was  no  proof  it  would 
help  (trials  are  under  way  at  Stanford, 
partly  sponsored  by  the  SMA  Foundation), 
but  it  had  been  safely  used  before  on  kids 
with  sickle-cell  anemia.  Taking  it  required 
weekly  trips  up  to  Columbia  University 
for  blood  tests  to  make  sure  the  drug 
wasn't  suppressing  Ayra's  white  blood 
cells,  a  common  side  effect. 

Getting  biotechs  to  listen  was  a  little 
tougher.  Last  spring  Dinakar  and  Loren 
decided  to  conduct  an  investment- 
banker-type  road  show  to  drum  up 
interest  among  small  drug  companies, 
complete  with  PowerPoint  slides  esti- 
mating potential  annual  sales  for  an  SMA 
drug  ($250  million  to  $750  million)  and 


possible  spinoff  applications  for  other 
diseases.  Their  pitch:  Since  SMA  is  well 
understood  and  amenable  to  traditional 
drug  discovery  methods,  SMA  research 
has  a  far  higher  shot  at  success  than 
research  into  more  murky  brain  disor- 
ders such  as  Alzheimer's  disease.  They 
promised  fistfuls  of  cash  to  firms  willing 
to  work  on  a  tight  timetable. 

Only  three  of  seven  biotech  firms  they 
invited  to  a  dinner  at  a  neurology  confer- 
ence last  May  bothered  to  show  up.  Exec- 
utives of  some  companies  they  met  were 
fearful  that  diverting  from  hot  fields  like 
obesity  would  hurt  their  stock  price.  Oth- 
ers were  scared  off  because  pediatric 
drugs  are  viewed  as  hard  to  test  and  get 
through  the  Food  &  Drug  Administra- 
tion. Still  others  noted  that  SMA  mouse 
models  and  other  critical  resources  neces- 
sary to  begin  drug  testing  were  scattered 
among  universities,  some  of  which  were 
demanding  payments  to  share  them. 

Loren  jetted  off  to  Taiwan  and  per- 
suaded researchers  there  to  share  their 
SMA  mice  at  cost,  at  least  with  academics. 
The  SMA  Foundation  rented  a  ballroom  at 
a  big  neuroscience  conference  in  San 


Diego  in  October  2003  and  sponsored 
seminar,  "Progress  in  Motor  Neuron  Dis 
ease,"  flying  in  renowned  SMA  researcher 
to  give  lectures.  This  time  100  scientist, 
showed  up.  By  this  point  Ayra  was  losinj 
ability  to  control  her  neck  muscles;  the  hy 
droxyurea  wasn't  working  and  wai 
stopped.  Meanwhile,  Singh  quit  Goldmai 
in  July  2004  to  start  his  new  fund. 

A  few  daring  firms  eventually  agrcec 
to  help.  Curis,  a  firm  in  Cambridge 
Mass.,  has  accepted  a  three-year,  $5.' 
million  grant  from  the  SMA  Foundation 
to  use  its  unique  technology  for  growinj 
motor  neurons  in  test  tubes  to  identifi 
potential  SMA  drugs.  CombinatoRx  ii 
Boston  is  searching  for  combinations  o 
existing  drugs  that  may  work  in  a  syn 
ergistic  way  to  increase  levels  of  neuron 
nourishing  proteins.  Patient  groups  ar< 
sponsoring  drug  discovery  at  othe 
firms,  including  Iceland's  Decode 
Genetics  and  England's  Oxford  Bio 
Medica,  which  is  plying  a  gene-therap' 
approach. 

In  three  to  five  years  Eng  and  Singl 
hope  that  one  or  more  of  these  efforts  wil 
yield  a  drug  ready  for  clinical  trials.  "I  woul« 
put  every  penny  I  make  from  the  fund  inti 
this  [SMA  research]  if  I  thought  it  woul< 
help  the  odds  of  a  cure — in  fact,  I  suspec 
we  won't  be  far  from  that,"  says  Singh. 

Ever  so  gradually  Ayra  is  losin 
strength.  Now  5,  she  can  still  walk  a  fev 
yards  with  the  aid  of  leg  braces  by  lockin 
her  hips  and  knees  in  place  and  balancin 
her  weight  above  her  feet.  But  her  muscle 
are  so  weak  that  she  topples  over  like 
broomstick  when  she  gets  even  slightl 
off  balance,  which  happens  often.  She  ha 
so  little  muscle  left  in  her  arms  that  he 
pediatrician  must  give  her  shots  in  th 
legs.  "The  most  painful  question  is  whe: 
people  ask  how  Ayra  is  doing,"  say 
Loren,  who  recently  ordered  a  wheelchai 
for  her  daughter. 

Occasionally  at  bedtime  Ayra  sob 
over  her  plight.  She  is  starting  to  ask  he 
mom  and  dad  pointed  questions,  such  a 
whether  she  still  will  be  able  to  walk  whe 
she  grows  up.  Her  dad  tells  her  that  then 
are  no  guarantees  but  that  scientists  an 
doctors  are  working  as  hard  as  they  ca 
toward  creating  a  treatment  that  wi 
make  this  possible.  I 


'The  most  painful  question  is  when  people 
ask  how  Ayra  is  doing." 
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Spinetta's  Web 


The  Long  Haul 

How  does  the  biggest  carrier,  Air  France-KLM,  thrive  amid  a  global  airline 
slump?  Lots  of  connections  |  By  Michael  Freedman  and  Deborah  Orr 


FROM  HIS  OFFICE  OVERLOOKING 
Charles  de  Gaulle  Airport,  Jean- 
Cyril  Spinetta  can  nearly  see  the 
remains  of  Terminal  2E,  the 
$900  million  building  that  col- 
lapsed in  May  2004,  killing  four  people. 
The  terminal  handled  90  Air  France 
flights  a  day,  and  the  accident  left  hun- 
dreds of  confused  travelers  amid  broken 
glass,  screaming  ambulances,  police  and 
rescue  workers.  "What  was  exceptional," 


Spinetta  muses  months  later,  "was  that  it 
collapsed  at  7:30  in  the  morning,  and  we 
didn't  cancel  a  single  flight." 

Exceptional,  maybe.  But  hardly  sur- 
prising. In  his  eight-year  career  at  Air 
France  Spinetta  has  shown  a  knack  for 
turning  turbulent  situations  into  smooth 
landings.  In  the  1990s  he  transformed  a 
moneylosing  state-owned  airline  into  one 
of  Europe's  best.  After  Sept.  11,  when 
competitors  folded  or  slashed  fares  and 


flights,  Air  France  turned  a  profit  anc 
increased  the  number  of  passengers  com- 
ing through  Paris.  And  as  the  industr\ 
retrenched  to  stave  off  the  inevitable  wave 
of  bankruptcies,  Spinetta  did  what  man> 
thought  was  impossible:  He  merged  Aii 
France  with  the  Dutch  KLM  to  create  the 
world's  largest  airline  by  revenue. 

Now,  at  age  61,  Spinetta  has  emergec 
as  head  of  Air  France-KLM,  a  $24  billior 
(sales)  global  power  that  has  maintainec 
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[Is  how  one  CFO  described  financial  forecasting  &  reporting  from  Hyperion.] 
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HYPERION  APPLICATIONS  SUITE 


Get  a  360-degree  view  of  your  business  performance  with  Hyperion  dashboards.  Translate 
data  into  trends,  insights  into  actionable  strategies.  Execute  with  confidence  knowing  your 
numbers  are  in  order  and  your  resources  are  efficiently  allocated.  Hyperion  applications  and 
the  Hyperion  Business  Intelligence  Platform  make  it  possible.  See  it  at  www.hyperion.com 


Spineita'sWeb  

Recognizing  Air  France  s  virtual  monopoly  in  its  Own  COlintry, 

EasyJet's  founder  says,  "I  think  the  lesson  is  it's  good  to  be  king. 


the  trappings  of  two  individual  airlines — 
two  sets  of  planes  and  two  sets  of  mar- 
keting materials,  for  instance — but  has 
combined  routes  to  create  a  massive  net- 
work that  sells  225  worldwide  destina- 
tions to  70  million  passengers  per  year. 

The  new  company  gets  80%  of  its 
sales  from  long-haul  international  flights, 
which  largely  inoculates  it  against  compe- 
tition from  the  low-cost  carriers  that  have 
plagued  the  older  U.S.  airlines.  The 
merger  gives  the  company  greater  access 
to  high-traffic  hubs  like  Houston  and 
Atlanta.  Agreements  at  those  airports 
with  Continental  and  Delta  feed  traffic 


Runway  Wars 


Air  France  offers  far  more  connections 
each  week  than  European  competitors, 
thanks  largely  to  a  well-oiled  hub  at 
Paris'  Charles  de  Gaulle.  Yet  despite  the 
carrier's  complex  schedule,  connecting 
passengers  there  are  typically  on  their 
way  in  45  minutes. 


through  Air  France's  own  hubs  at  De 
Gaulle  in  Paris  and  Schiphol  in  Amster- 
dam. This  meganetwork  allows  Air 
France-KLM  to  sell  a  ticket  from  Madrid 
to  Hong  Kong,  say,  by  way  of  either 
Amsterdam  or  Paris.  "It's  like  offering 
two  daily  flights  where  the  competition  is 
more  in  the  range  of  one,"  says  Pierre- 
Henri  Gourgeon,  deputy  chief  executive. 

Spinetta  initially  estimated  the  merger 
would  cut  costs  and  increase  revenue  by 
as  much  as  $260  million  in  the  first  two 
and  a  half  years.  He  soon  upped  that 
estimate  to  $460  million.  Since  they 
joined  forces,  Air  France-KLM's  net 
income  has  jumped  42%  to  $443  million. 
Meanwhile  the  industry's  nine  next- 
largest  airlines  collectively  lost  $8  billion 
in  the  nine  months  ended  Dec.  31, 2004. 

Yet  the  company  prospers  largely  as  a 
result  of  its  relationship  with  the  French 
government,  which  created  Air  France  in 
the  1930s  when  it  merged  four  airlines. 


Staunchly  French,  the  company  modern 
ized  its  fleet  using  exclusively  French 
made  aircraft.  By  1938  it  had  the  world" 
third-largest  network  and,  not  to  be  out 
done  by  classy  TWA,  served  champagn 
and  hot  meals.  First-class  travelers  sat  ii 
private  cabins  on  "epicurean  flights."  Ii 
the  1960s  the  carrier  became  one  of  th 
first  to  show  movies. 

The  golden  age  of  air  travel  was  punc 
tuated  with  the  arrival  of  the  supersoni 
Concorde  in  1976.  But  like  the  Concorde 
put  out  of  commission  in  2003,  Ail 
France  was  largely  a  triumph  of  nations 
pride  over  business  sense.  Years  of  arcan 
procurement  procedures  left  the  airlin 
and  its  subsidiaries  with  ten  models  ply' 
ing  the  skies.  The  company  wasted  tim 
training  pilots  to  navigate  different  cock 
pits  or  making  them  wait  around  unti 
the  right  plane  became  available. 

It  fell  behind  U.S.  counterparts  b 
failing  to  develop  a  hub-and-spoke  rout 


Paris 

Charles  de  Gaulle 
Runways:  4 
Flights  per  day: 

1.4101 

Passengers  per  year: 
48  million 

Weekly  connections 
on  Air  France: 
16,602 


London 

Heathrow 
Runways:  3 

Flights  per  day: 
1,27c1 


All  figures  for  2003.  'A  dally  average  based  on  all  flights  in  and  01 
Sources.  Airports  Council  International:  IATA;  Air  France:  Charles  de  Gaulle  Airport,  Schiphol  Airport:  Heathrow  Airport:  Frankfurt  Airpoi 
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IMINATE  BLIND  SPOTS  IN  YOUR  ENTERPRISE  REPORTS 

[By  combining  financial  and  operational  data  with  Hyperion.] 


O  • 

ooo 
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Hyperion 


HYPERION  BUSINESS  INTELLIGENCE 


The  answers  you're  looking  for  are  inside  your  company.  You  just  haven't  been  able  to  see  them. 
Until  now.  Hyperion  Business  Intelligence  Platform  gives  you  true  performance  visibility  across 
both  financial  and  operational  data.  Answers  are  revealed.  So  are  next  steps.  See  what  happens  when 
you  transform  business  intelligence  into  Business  Performance  Management  at  www.hyperion.com 


Invest  your  IRA  in  funds  wit 


See  what  Morningstar  said  about  these  T.  Rowe  Price  funds. 

Visit  IRA.TROWEPRICE.COM  for  free  access  to  Morningstar  Fund  Analyst  Reports. 


Average  annual  total  returns 
as  of  12/31/04 

Overall 

Morningstar 

Rating™* 

1  Year 

5  Year 

10  Year 

Balanced  Fund 

Upper  Balanced  Funds  Average 

★  ★★★ 

10.32% 

7.93% 

3.78% 

2.01% 

10.11% 

9.09% 

Capital  Appreciation  Fund 

Lipper  Multi-Cap  Value  Funds  Average 

15.29% 

14.39% 

14.40% 

5.36% 

13.95% 

11.86% 

Dividend  Growth  Fund 

Lipper  Multi-Cap  Core  Funds  Average 

★  ★★★ 

11.90% 

11.05% 

3.90% 

0.38% 

11.33% 

11.16% 

Equity  Income  Fund 

Lipper  Equity  Income  Funds  Average 

★  ★★★ 

15.05% 

12.81% 

7.67% 

4.17% 

13.00% 

11.13% 

Growth  Stock  Fund 

Lipper  Large-Cap  Growth  Funds  Average 

★  ★★★★ 

10.24% 

7.18% 

0.15% 

-8.22% 

12.21% 

8.55% 

Current  performance  may  be  lower  or  higher  than  the  quoted  past  performance,  which  cannot 
guarantee  future  results.  Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  a  gain 
or  loss  when  you  sell  your  shares.  To  obtain  the  most  recent  month-end  performance,  call  us 
or  visit  our  Web  site.  Request  a  prospectus  or  a  briefer  profile;  each  includes  investment  objectives, 
risks,  fees,  expenses,  and  other  information  that  you  should  read  and  consider  carefully 
before  investing. 

Results  will  vary  for  other  periods,  and  all  funds  are  subject  to  market  risk. 
The  Overall  Morningstar  Rating™  is  derived  from  a  weighted  average  of  the  performance 
figures  associated  with  a  fund's  3-,  5-,  and  10-year  (if  applicable)  Morningstar  Rating™  metrics. 
Capital  Appreciation  and  Balanced  Funds  were  rated  among  647,  647,  511,  and  208  moderate 
allocation  funds;  Dividend  Growth  Fund  among  1,205;  1,205;  901;  and  317  large  blend  funds; 
Equity  Income  Fund  among  776,  776,  555,  and  243  large  value  funds;  and  Growth  Stock  Fund 
among  1,040;  1,040;  749;  and  261  large  growth  funds  for  the  overall  .rating  and  the  3-,  5-,  and 
10-year  (if  applicable)  periods  ended  1/31/05,  respectively.** 


*As  ol  1/31/05.  *  *For  lunds  with  at  least  a  3-year  history,  a  Morningstar  Rating7"  is  based  on  a  risk-adjusted  return  measure  (including  the  effects  ol  sales  charges,  loads,  and  redemption  lees)  with  emphas 
downward  variations  and  consistent  performance.  The  top  10%  ol  lunds  in  each  category  receive  5  stars,  the  next  22.5%  4  stars,  the  next  35%  3  stars,  the  next  22.5%  2  stars,  and  the  bottom  10%  I  star.  Each 
class  is  counted  as  a  fraction  ol  one  fund  within  this  scale  and  rated  separately.  Morningstar  Rating™  is  for  the  retail  share  class  only,  other  classes  may  have  different  performance  characteristics.  Ca 
Appreciation  and  Growth  Stock  received  5  stars  for  the  3-,  5-,  and  10-year  periods.  Balanced  and  Equity  Income  received  4  stars  lor  the  3-,  5-,  and  10-year  periods.  Dividend  Growth  received  4, 5,  and  4  stai 

the  3-,  5-,  and  10-year  periods,  respectively. 

;  2005  Morningstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1)  is  proprietary  to  Morningstar  and/or  its  content  providers;  12)  may  not  be  copied  or  distributed,  and  (3)  is  not  warranted 
accurate,  complete,  or  timely.  Neither  Morningstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use  of  this  information. 


100%  NO  LOAD 


eer-beating  performance 


Discover  why  more  and  more  investors 
are  switching  toT.  Rowe  Price. 

AtT.  Rowe  Price,  we  have  a  broad  selection  of  funds  with  proven  performance  for  your  IRA.  In  fact, 
75%  of  our  funds  beat  their  1-,  5-,  and  10-year  Lipper  averages  as  of  12/31/04.*  Our  solid  long-term 
performance  is  just  one  reason  to  chooseT.  Rowe  Price.  We  also  keep  costs  low  — all  our  funds  for 
individual  investors  have  expense  ratios  below  their  Lipper  category  averages,  and  we  offer  funds 
with  no  loads  or  commissions.**  No  wonder  more  and  more  people  are  switching  to  our  disciplined, 
active  management  approach  for  their  IRAs. 

Our  Investment  Guidance  Specialists  can  help  you  choose  a  fund  for  your  IRA  investment  that's  right  for 
your  goals  and  tolerance  for  risk.  If  you  want,  they  can  even  help  you  open  an  account  or  transfer  your 
current  IRA  right  over  the  phone  and  will  prepare  the  paperwork  for  you. 

Act  by  April  15  to  take  advantage  of  2004  tax  savings. 


IRA.TROWEPRICE.COM 


1-888-328-6285 


T.RoweRice 


® 


INVEST  WITH  CONFIDENCE 


|  Based  on  cumulative  total  returns,  1 04  of  1 28, 58  of  75,  and  45  of  60  T.  Rowe  Price  funds  (including  all  share  classes  and  excluding  funds  used  in  insurance  products)  outperformed  their 
ipper  averages  for  the  I-,  5-,  and  1 0-year  periods  ended  12/31/04,  respectively.  (Source  for  data:  Lipper  Inc. I  "Based  on  the  fiscal  year-end  dala  available  as  of  12/31/04.  All  funds, 
xcluding  institutional  and  bank  institutional  lunds  as  defined  by  Lipper,  more  than  six  months  old  are  included.  Average  annual  total  return  figures  include  changes  in  principal  value, 
invested  dividends,  and  capital  gain  distributions,  I.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  IRA07 1055 


Spinetta'sWeb  

Reflecting  on  the  collapse  at  De  Gaillle  Airport  in  2004,  Spinetta  says: 
"What  was  exceptional  was  that  we  didn't  cancel  a  single  flight 


map,  instead  flying  half-empty  planes 
between  small  airports.  It  eschewed  the 
American  concept  of  yield-management 
pricing,  which  would  have  allowed  it  to 
charge  different  fares  for  the  same  flight, 
based  on  demand.  It  even  lacked  a 
frequent-flier  program.  According  to  one 
report,  French  bureaucrats  couldn't 
decide  whether  awards  should  be  based 
on  miles  or  on  the  European  standard, 
kilometers.  (A  spokesman  denies  there 
was  serious  discussion  about  this;  miles 
ultimately  won  out.) 

In  September  1997  Air  France  turned 
to  Spinetta,  a  man  well  equipped  to  navi- 
gate the  French  bureaucracy.  He  had 
studied  at  the  Ecole  Nationale  d' Adminis- 
tration, a  university  for  would-be  bureau- 
crats and  the  French  elite,  and  had  moved 
into  government  jobs  at  the  ministries  of 
education,  labor  and  transportation. 

As  a  fellow  bureaucrat,  Spinetta  was 
more  ally  than  adversary  of  his  govern- 
ment shareholders  when  he  took  the  reins 
at  Air  France.  In  1 998  pilots  went  on  strike 
for  three  weeks  leading  up  to  the  World 
Cup  soccer  games  in  Paris.  Under  enor- 
mous pressure  to  avoid  French  embarrass- 
ment, Spinetta  negotiated  day  and  night, 
and  maintained  contact  with  the  trans- 


portation minister,  a  member  of  the  Com- 
munist Pdrty.  With  the  minister's  support 
Spinetta  managed  to  end  the  strike  by 
offering  pilots  an  1 1%  stake  in  the  com- 
pany in  exchange  for  a  wage  cut. 

After  Sept.  1 1  Spinetta  stayed  on  the 
French  government's  good  side.  While 
competitors  laid  off  tens  of  thousands  of 
employees,  the  French  carrier  froze  hiring 
and  wages  but  guaranteed  employees 
there  would  be  no  layoffs.  Yet  Spinetta 
kept  Air  France  profitable.  He  required 
every  plane  to  have  a  standard  layout,  sav- 
ing thousands  of  hours  in  training  and 
downtime  for  flight  crews  and  mainte- 
nance workers. 

Today,  as  a  result  of  the  2004  merger 
with  KLM,  the  French  government  owns 
only  18%  of  the  combined  company.  Yet 
competitors  continue  to  assert  that  the  deep 
relationship  allows  Air  France  to  maintain 
an  iron  grip  on  its  greatest  asset:  landing 
slots  at  Charles  de  Gaulle,  Europe's  third- 
busiest  airport,  and  at  Paris'  Orly  airport. 

Last  May  London's  low-cost  carrier 

Highfliers  

The  Air  France-KLM  merger  created  the 
world's  largest  airline  by  revenue.  And  it 
is  profitable,  unlike  many  U.S.  airlines. 

AF-KLM  Revenue  ($bil) 


$24 


Lufthansa 


$22 


AMR 
UAL 


$16 


Japan  Airlines 


$15 


Delta  Air  Lines 


$14 


British  Airways 


$13 


Northwest  Airlines 


$10 


Continental  Airlines 


$10 


US  Airways 


$7 


Air  France-KLM  pro  forma  trailing  12-monfh  revenue. 
Source:  Reuters  Fundamentals  via  FactSet  Research  Systems. 


Easyjet  filed  a  suit  against  the  French  bod 
that  allocates  airport  slots,  alleging  it  w; 
too  closely  linked  to  Air  France.  Air  Franc 
operates  86%  of  France's  domestic  flight 
and  62%  of  flights  to  the  rest  of  Europe.  A 
its  next-largest  competitor,  Easyjet  opet 
ates  only  4%  of  such  flights.  Recognizin 
Air  France's  virtual  monopoly  in  its  honi 
country,  Easy's  founder,  Stelios  Haji-Ioar 
nou,  puts  it  blundy:  "I  think  the  lesson 
it's  good  to  be  king."  Spinetta's  answer:  I 
the  past  two  years  Easyjet  has  managed  t 
secure  25,000  landing  slots  in  Paris. 

Air  France-KLM  faces  a  slew  of  cha 
lenges.  It  has  higher  debt  and  lower  mai 
gins  than  European  competitors  Britis 
Airways  and  Lufthansa.  High  oil  price 
and  a  strong  euro  that  keeps  Yanks  awa 
from  Europe  could  squeeze  profits.  Fui 
ther,  KLM  Chief  Leo  van  Wijk,  Spinetta 
number  two  in  the  new  arrangemen 
expects  to  eventually  see  competitio 
from  a  low-cost  transatlantic  carrier.  An 
UBS  analyst  Damien  Horth  notes  anotht 
challenge  is  coming  from  the  east,  by  wa 
of  Dubai's  Emirates  Airline,  which  plar 
to  buy  70  planes  over  the  next  five  year 
doubling  its  fleet. 

A  far  greater  challenge  will  be  dealin 
with  the  complexity  of  international  hut 
and-spoke  routes  in  an  era  of  tight  seci 
rity.  Last  year  the  Spanish  Iberia  Airline 
had  to  abandon  attempts  to  use  Miami  i 
a  hub  for  passengers  traveling  betwee 
Spain  and  Central  and  South  Americ 
Customers  missed  flights  as  they  stood  i 
line  to  clear  immigration  before  headir 
to  their  next  destination.  Spinetta  note 
however,  that  Air  France  improved  i" 
on-time  performance  from  81.7%  t 
83.4%  in  the  past  year  and  cut  the  lo. 
baggage  rate  from  8.3%  to  1.4%. 

Meantime  Alitalia  is  rumored  to  b 
hoping  Air  France-KLM  will  buy  it  out  c 
its  troubles,  too.  The  Italian  carrier  had  n 
comment,  but  an  Air  France-KLM  spoke: 
man  says  it  is  "ready  to  welcome  Alitalk 
in  discussions  after  the  Italian  carrit 
privatizes  later  this  year  and  improves  i 
financial  situation.  Says  Spinetta:  "Thei 
can  never  be  too  many  routes."  I 
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He's  relaxed.  He's  insured  by  Chubb. 


Worth  magazine  called  Chubb  "the  gold  standard  for  property-casualty 
insurance....  Chubb's  best  feature  is  a  three-decade  history  of  swiftly 
paying  claims  that  other  companies  might  balk  at." 

UwMi  r'tjftrt  lb'  Ibc  Imuran  of  ltd  Chulili  Grtiliii  ff(  iiisufaiirf-  CiiinrMnicv 
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<  CHUBB  COMMERCIAL  INSURANCE 


<  CHUBB  SPECIALTY  INSURANCE 


<  CHUBB  PERSONAL  INSURANCE 


CHUBB 


For  more  information,  consult  your  independent 
agent,  or  visit  us  at  www.chubb.com  and  click  on 
"Find  an  agent." 


Kathleen  Bader 
wants  to  save  the 
world  from  polluting 
oil  plastics  with  her 
healthy  corn  polymers. 
By  Elizabeth  MacDonald 
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RACKED  WITH  SLEEP-ROBBING  BACK  SPASMS,  KATH- 
leen  Bader  marches  across  a  wintry  parking  lot 
toward  a  plastics  factory  in  Blair,  Nebr.,  hard  hat 
perched  atop  her  red  hair,  protective  eyewear  on, 
her  panty-hosed  feet  slipping  and  sliding  in  blue 
flats  caked  with  snow.  "Wait  till  you  see  this  factory,  it's  so 
cool,"  Bader  shouts  behind  her  as  she  tramps  up  a  metal  stair- 
case sheathed  in  ice. 

Bader,  54  years  old,  cuts  quite  a  figure  in  the  male- 
dominated  plastics  industry,  much  as  she  did  in  her  32  years  at! 
Dow  Chemical,  becoming  the  only  woman  on  Dow's  executive 
management  team.  By  delivering  $2.5  billion  in  operating  effi- 
ciencies over  the  course  of  four  years  and  by  turning  around 
Dow's  hemorrhaging  polystyrene  business,  Bader  built  a  repu-j 


Corn  Plastics 


tation  as  a  cost-cutter  and  marketer  nonpareil. 

But  a  year  ago  Bader  left  a  prestigious,  cushy 
Dow  posting  in  Zurich  to  take  on  what  she  calls 
the  biggest  fight  of  her  life:  getting  the  world  to 
kick  its  habit  of  consuming  plastics  made  from  oil 
and  start  using  corn-based  plastic  instead. 

The  fruited  plains  of  Nebraska  are  where  the 
intervention  will  begin.  The  factory  in  Blair,  opened 
in  2002,  is  the  properly  of  NatureWorks,  a  joint  ven- 
ture initially  backed  with  a  $300  million  investment 
split  between  Dow,  the  world's  most  profitable 
chemical  company,  and  Cargill,  the  world's  largest 
private  company  and  largest  grain  merchant.  The 
factory  can  produce  300  million  pounds  of  a  poly- 
mer called  polylactic  acid,  derived  from  bacteria  that 
feed  on  corn  kernels.  Cargill  bought  out  Dow's 
interest  early  this  year  for  an  undisclosed  amount. 

Bader,  NatureWorks'  chief  executive,  is  on  a  mis- 
sion to  convince  companies  that  using  biodegrad- 
able corn  plastic  won't  cost  them  any  more  than 
using  petrochemicals  and  will  do  the  environment 
a  huge  favor.  Some  of  the  world's  trash  dumps  are 
so  big  they  can  be  seen  from  outer  space.  A  swirling 
reef  of  bottles,  bags  and  netting  already  spans 
hundreds  of  miles  in  a  windless  dead 
zone  of  the  Pacific  Ocean.  "Are  you 
going  to  be  a  litterer  or  a  leader?" 
asks  Bader. 

Victory  is  a  long,  long  way 
off.  Oil  is  the  bedrock  of  the 
world's  plastics  industry,  • 
which  uses  it  to  produce  450 
billion  pounds  of  plastics  "ifBff 
annually  for  everything  from 
houses  to  computers.  Nature- 
Works  currently  produces  100  mil 


dimples  after  eight  months. 

Nor  are  the  tree  huggers  won  over.  Green  clothier  Patagonia 
has  shunned  Bader's  corn  plastic  over  fears  that  the  corn  in 
question  might  be  genetically  modified. 

"Companies  just  don't  like  change,"  says  Bader.  "Inertia  is 
always  stronger  than  innovation,  and  environmental  issues  are 
not  the  exciting  thing  chief  executives  want  to  spend  time  on." 

While  packagers  don't  have  to  replace  their  equipment  to  han- 
dle corn  plastics,  they  still  need  persuasion  that  corn  plastic  is  re- 
liably cheaper  than  oil  plastic.  If  oil  prices  remain  above  $50,  Bader 
can  probably  persuade  them.  To  make  1,000  (16-ounce)  bottles, 
you  need  as  the  main  ingredient  either  82  pounds  of  corn  kernels 
(worth  $3)  or  55  pounds  of  oil  (worth  $10.41  if  oil  is  $53  a  barrel). 

Producers  prior  to  NatureWorks  were  spending  some  $200  to 
make  1  pound  of  PLA.  NatureWorks  has  gotten  production  costs 
below  $1,  thanks  to  continual  improvements  and  the  ability  to 
operate  on  the  scale  of  the  Blair  factory.  Bader  says  she  is  selling  PLA 
at  the  same  60  cents  to  90  cents  a  pound  that  PET  sells  for.  But  oil 
prices  could  collapse,  as  they  did  in  the  late  1990s.  "We  were  com- 
petitive with  PET  when  oil  was  at  33  bucks  a  barrel  last  April,"  says 
Bader.  "Bottom  line,  we  can  and  will  meet  PET  pricing." 

And  Bader  says  she  can  do  even  better.  The  Blair  plant  is  only 
3  years  old  versus  the  30  years  its  competitors  have  had  to 
upgrade  theirs.  "We're  operating  below  capacity,  and  we've 
been  evolving  our  bugs  to  spit  out  25%  more  lactic 
acid  than  they  were  a  year  ago,  so  that's  going  to 
raise  our  volume  over  the  next  few  years,  and  it 
will  not  matter  if  oil  falls  in  price,"  she  says. 
Bader's  stronger  selling  point  is  environ- 
mentalism.  According  to  an  analysis  by 
£8^,  Bruce  Dale,  a  chemical  engineering  profes- 
|p  sor  at  Michigan  State  University,  growing 
82  pounds  of  corn  and  making  it  into  1 ,000 
plastic  bottles  requires  36%  less  fossil  fuel 
energy  and  produces  44%  less  carbon  dioxide 
than  making  the  bottles  out  of  petroleum,  even  after 


Versace  clothes,  Del  Monte  fruit  cups,  Sony  Walkmans 
and  Faribault  Mills  blankets  HAVE  ALL  GONE  FOR 


on  pounds  a  year  of  polylactic  acid,  or  PLA.  Bader  is  going  up 
gainst  entrenched  companies  such  as  Eastman  Chemical,  Well- 
lan  and  her  corporate  alma  mater,  Dow. 

Bader  has  yet  to  land  a  big-volume  account  such  as  Wal- 
4art  or  Procter  &  Gamble.  "Everyone  who  hears  our  story  says 
I  makes  so  much  sense,"  Bader  sighs.  "The  most  frustrating 
jiing  is  corporate  caution;  that  yellow  light  bulb  blinks  red  faster 
Jian  you  can  blink  your  eyes." 

Customers  are  skeptical  that  corn  plastic,  which  degrades 
"ithin  weeks  into  water  and  carbon  dioxide  in  the  humid,  140- 
legree  heat  of  a  compressed  landfill,  can  handle  a  Houston 
ijmmer  in  a  7-Eleven  storeroom.  Even  in  benign  storage  condi- 
ons  bottles  made  from  oil-based  polyethylene  terephthalate,  or 
ET,  far  outlast  NatureWorks'  bottles,  which  start  to  exhibit  tiny 


you  factor  in  the  tractor  diesel  fuel  and  fertilizer  used  by  the  corn 
farmers  (see  chart,  p.  110). 

Bader  insists  she  won't  go  unnoticed  for  long.  In  the  past 
year  she  has  doubled  the  number  of  corporate  clients  to  120. 
Versace,  taken  by  corn  plastic's  ability  to  mimic  wool,  cotton  or 
silk,  has  begun  weaving  apparel  out  of  NatureWorks'  Ingeo 
fibers.  Families  are  now  eating  Del  Monte  fruits  and  vegetables 
from  corn  plastic  containers,  listening  to  Sony  Walkmans  made 
out  of  corn,  drinking  Biota  water  from  corn  plastic  bottles  and 
soda  at  McDonald's  out  of  corn  cups.  Sales  were  up  60%  last 
year  to  an  estimated  $30  million.  (Cargill  won't  release  precise 
sales  figures.)  Bader  targets  200  million  pounds  by  2008. 

NatureWorks  is  still  draining  cash  from  its  sponsor,  and 
Bader  won't  say  how  much  sales  the  business  needs  before  it's 
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Midwest  or  Mideast? 


Pellets  to  Bottles 


Corn  bottles  degrade  into  water 
and  CO2  in  landfills.  Oil  plastics 
are  with  us  virtually  forever. 


Fossil  resources 
used  /1.000  bottles 

Greenhouse  gases 
produced /1, 000  bottles 

|  Corn  plastics  (PLA) 

1,606  megajoules 

 62kg  

Petroleum  plastics  (PET) 

2,493  megajoules 

111kg 

PLA  uses  less  energy  and  emits  I 
pollution  than  PET.  Why?  Oil  is  itself 
PET's  raw  material,  and  cornfields 
soak  up  CO2.  One  megajoule  of  energy 
lights  a  IOO-watt  bulb  for  three  hours. 


self- funding.  But  given  that  Cargill  netted  $1.3  billion  last  year 
and  processes  more  corn  than  any  company  on  Earth,  it's  fair  to 
say  Cargill  has  the  will  and  the  way  to  afford  Nature  Works. 

Bader  says  her  plastic  salad  tubs  last  as  long  as  oil-based  ones, 
and  she's  getting  set  to  launch  a  new  plastic  that  holds  up  better 
under  heat  than  the  existing  polylactic.  "Who  wants  to  drink  out 
of  an  eight-month-old  bottle,  anyway?"  Bader  asks.  She  counters 
her  overly  green  critics  by  noting  that  modified  corn  genes  are 
obliterated  by  the  high  temperatures  involved  in  making  PLA. 

Bader  has  been  selling  since  kindergarten,  schooled  by  Ohio 
and  Michigan  nuns  whom  she  calls  the  unsung  heroes  molding 
tomorrow's  marketing  leaders.  The  Adrian  Dominicans  "had  me 
selling  everything  and  anything  to  raise  money  for  our  new 
Regina  High  School  in  Midland, 
Mich. — raffle  tickets,  candy,  fruit,  you 
name  it,"  she  says.  After  graduating 
from  St.  Mary's  of  Notre  Dame  in  1972 
and  spending  six  months  picking  grapes 
in  Bordeaux,  France,  Bader  headed  back 
to  the  States  and  asked  her  father  about 
getting  a  sales  job,  just  like  the  one  he 
had,  at  Dow  Chemical. 

But  Bader  says  he  chided  her: "  'Now 
Kathleen,  you'll  be  one  of  just  two 
women  out  of  1,800  salesmen  world- 
wide, plus  you've  got  a  degree  in  Eng- 
lish, when  we're  only  hiring  chemical  or 
engineering  degrees,  plus  we  have  a 
nepotism  policy.'"  But  after  Bader  stud- 


This  Is  Your  Brand  on  Oil 

Here  are  the  raw  material  costs  for  producing 
1,000  plastic  bottles.  Corn  has  been  gaining  a 
serious  price  advantage  over  oil. 


75       '80       '85       '90       '95       '00  05 

Figures  in  2005  dollars.  'Plastic  bottle  equivalents,  ingredients  only. 
Sources;  U.S.  Dept.  of  Energy:  U.S.  Dept.  of  Agriculture. 


ied  Dow's  annual  report  and  bugged  all  her  neighbors  who 
worked  for  Dow  for  information,  she  impressed  her  future  bosses 
with  her  intimate  knowledge  of  the  company.  She  got  the  job  the 
day  of  her  interview.  "I  have  been  running  uphill  in  high  heels  > 
ever  since,"  she  says. 

While  working  behind  the  scenes  to  establish  Nature  Works, 
Bader  attended  an  industry  dinner  in  Spain  in  1998.  "Seeing  that 
my  name  tag  read  'Dow,'  an  executive  of  Elf  Atochem,  a  French, 
plastics  company,  turned  to  me  and  said,  'Who  is  the  idiot  at  Dow 
who's  going  to  wreck  our  business  with  this  new  plant?' "  she 
recalls.  "I  replied,  'I'm  the  idiot.'"  His  face  went  ashen. 

By  2003  Bader  was  managing  a  $4  billion  portfolio  of  chem- 
ical businesses,  but  after  three  decades  selling  things  like  chlo- 
rine and  bromine,  she  had  a  "What  am 
I  doing  with  my  life?"  moment  over  a 
Christmas  dinner.  "There  was  my 
younger  sister,  a  special  investigator  for 
the  Indianapolis  police  department 
spending  her  days  and  nights  closing 
crack  houses;  my  brother,  who  is  a  pub- 
lic defender;  and  my  Dad,  who  raised 
eight  kids  on  a  $40,000  salesman's 
salary,"  she  says.  "I  realized  that  by  run- 
ning NatureWorks,  I  had  a  chance  to 
do  something  that  I  believe  will  change 
the  world." 

When  .Andrew  Liveris,  Dow's  chief 
executive,  offered  Bader  the  Nature- 
Works  job,  she  went  for  it.  Bader  soon 
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Keep  that  spark  alive. 
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nafil  citrate) tablets 


ra  can  improve  erections 
guys  with  ED.  Studies  show 
ra  can  also  improve  their 
sexual  relationship  satisfaction. 

Viagra  can  improve  the  ability  to 
achieve  and  maintain  an  erection 
for  guys  with  erectile  dysfunction. 
Discover  what  Viagra  can  do  for  you. 

Ask  your  doctor  if  VIAGRA 
is  right  for  you. 


b  learn  more, 


HIKE 


888-4 VI  AGRA  Xf^^^V* 

(sildenafil  citrate) tahkts 


1AGRA  is  prescribed  to  treat  erectile  dysfunction.  We  know  that  no  medicine  is  for 
veryone.  If  you  use  nitrate  drugs,  often  used  for  chest  pain  (known  as  angina),  don't 
ike  VIAGRA.  Taking  these  drugs  together  could  cause  your  blood  pressure  to  drop  to 
n  unsafe  level. 


he  most  common  side  effects  of  VIAGRA  are  headache,  facial  flushing,  and  upset 
;omach.  Less  common  are  bluish  or  blurred  vision,  or  being  sensitive  to  light.  These 
jtay  occur  for  a  brief  time.  Remember  to  protect  yourself  and  your  partner  from 
jBxually  transmitted  diseases. 

|alk  with  your  doctor  first.  Make  sure  you  are  healthy  enough  to  have  sex.  If  you  have 
jiest  pain,  nausea,  or  other  discomforts  during  sex,  seek  medical  help  right  away.  The 
lame  is  true  if  you  have  an  erection  that  lasts  more  than  4  hours.  Call  for  help  at  once. 

VIAGRA  is  covered  under  most  Managed  Care  Plans. 


Please  see  our  patient  summary  of  information  for  VIAGRA  (25  mg,  50  mg,  100  mg)  tablets  on 

the  following  page. 
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PATIENT  SUMMARY  OF 
INFORMATION  ABOUT 


This  summary  contains  important  information  about  VIAGRA".  It  is 

not  meant  to  take  the  place  of  your  doctor's  instructions.  Read  this 
information  carefully  before  you  start  taking  VIAGRA.  Ask  your 
doctor  or  pharmacist  if  you  do  not  understand  any  of  this  information 
or  if  you  want  to  know  moie  about  VIAGRA. 
This  medicine  can  help  many  men  when  it  is  used  as  prescribed  by 
their  doctors.  However,  VIAGRA  is  not  for  everyone  It  is  intended  for 
use  only  by  men  who  have  a  condition  called  erectile  dysfunction 
VIAGRA  must  never  be  used  by  men  who  are  taking  medicines  that 
contain  nitrates  ol  any  kind,  at  any  time.  This  includes  nitroglyc- 
erin. If  you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pres- 
sure could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

•  What  Is  VIAGRA? 

VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men. 
It  can  help  many  men  who  have  erectile  dysfunction  get  and  keep  an 
erection  when  they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA 
helps  a  man  with  erectile  dysfunction  get  an  erection  only  when  he  is 
sexually  excited 

•  How  Sex  Aftecls  the  Body 

When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood 
than  usual.  The  penis  then  expands  and  hardens  This  is  called  an 
erection  After  the  man  is  done  having  sex,  this  extra  blood  flows  out 
ot  the  penis  back  into  the  body.  The  erection  goes  away.  If  an  erection 
lasts  for  a  long  time  (more  than  6  hours),  it  can  permanently  damage 
your  penis  You  should  call  a  doctor  immediately  if  you  ever  have  a 
prolonged  erection  that  lasts  more  than  4  hours. 
Some  conditions  and  medicines  interfere  with  this  natural  erection 
process.  The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have 
an  erection.  This  is  called  erectile  dysfunction  if  if  becomes  a  freguent 
problem. 

During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may 
not  be  advisable  for  people  who  have  heart  problems.  Before  you  start 
any  treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is 
healthy  enough  to  handle  the  extra  strain  of  having  sex.  If  you  have 
chest  pains,  dizziness  or  nausea  during  sex,  stop  having  sex  and 
immediately  tell  your  doctor  you  have  had  this  problem. 

•  How  VIAGRA  Works 

VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to 
sexual  stimulation-  When  a  man  is  sexually  excited,  VIAGRA  helps  the 
penis  fill  with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the 
erection  goes  away. 

•  VIAGRA  Is  Not  lor  Everyone 

As  noted  above  {How  Sex  Affects  the  Body),  ask  your  doctor  if  your 
heart  is  healthy  enough  for  sexual  activity. 
If  you  take  any  medicines  that  contain  nitrates  -  either  regularly  or 
as  needed  -  you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your 
blood  pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get 
dizzy,  faint,  or  even  have  a  heart  attack  or  stroke  Nitrates  are  found 
in  many  prescription  medicines  that  are  used  to  treat  angina  (chest 
pain  due  to  heart  disease)  such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and 
tablets  that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that 
are  swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or 
nitrite  ("poppers").  II  you  are  not  sure  if  any  of  your  medicines  contain 
nitrates,  or  if  you  do  not  understand  what  nitrates  are,  ask  your  doctor 
or  pharmacist 

VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not 
for  newborns,  children,  or  women  Do  not  let  anyone  else  take  your 
VIAGRA  VIAGRA  must  be  used  only  under  a  doctor's  supervision. 

•  What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction.  It  is  a  treatment 
for  erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting 
sexually  transmitted  diseases,  including  HIV  —  the  virus  that 
causes  AIDS 

•  VIAGRA  is  not  a  hormone  or  an  aphrodisiac. 

•  What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 

Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you  VIAGRA  can 
cause  mild,  temporary  lowering  of  your  blood  pressure.  You  will  need 
to  have  a  thorough  medical  exam  to  diagnose  your  erectile  dysfunc- 
tion and  to  find  out  if  you  can  safely  take  VIAGRA  alone  or  with  your 
other  medicines.  Your  doctor  should  determine  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain, 
heart  failure,  irregular  heart  beats,  heart  attack  or  narrowing 
of  the  aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 

•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell 
anemia  or  leukemia 

•  are  allergic  to  sildenafil  or  any  ot  the  other  ingredients  of 
VIAGRA  tablets 

•  have  a  deformed  penis.  Peyronies  disease,  or  ever  had  an 
erection  that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 


VIAGRA 

(sildenafil  citrate)  tablets 


•  VIAGRA  and  Other  Medicines 

Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor 
about  any  medicines  you  are  taking  Do  not  start  or  stop  taking  any 
medicines  before  checking  with  your  doctor  or  pharmacist.  This 
includes  prescription  and  nonprescription  medicines  or  remedies: 

•  Remember.  VIAGRA  should  never  be  used  with  medicines 
that  contain  nitrates  (see  VIAGRA  Is  Not  lor  Eveiyone). 

•  If  you  are  taking  alpha-blocker  therapy  lor  the  treatment  of 
high  blood  pressure  or  prostate  problems,  you  should  not 
take  a  dose  of  greater  than  25  rng  of  VIAGRA  at  the  same  time 
(within  4  hours)  as  you  take  your  dose  ol  alpha-blocker 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be 
adjusted  (please  see  Finding  the  Right  Dose  for  You). 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments 
that  cause  erections.  These  treatments  include  pills,  medicines 
that  are  injected  or  inserted  into  the  penis,  implants  or  vacuum 
pumps. 

•  Finding  the  Right  Dose  lor  You 

VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  100  mg)  If  you 
do  not  get  the  results  you  expect,  talk  with  your  doctor  You  and  your 
doctor  can  determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

If  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems, 
your  doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you 
are  taking  protease  inhibitors,  such  as  for  the  treatment  of  HIV,  your 
doctor  may  recommend  a  25  mg  dose  and  may  limit  you  to  a  maxi- 
mum single  dose  of  25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are 
taking  alpha-blocker  therapy,  you  should  not  take  a  dose  of  greater  than 
25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  your  dose  of 
alpha-blocker. 

•  How  To  Take  VIAGRA 

Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning 
in  about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get 
an  erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high- 
fat  meal  (such  as  a  cheeseburger  and  french  fries),  the  medicine  may 
take  a  little  longer  to  start  working.  VIAGRA  can  help  you  get  an  erec- 
tion when  you  are  sexually  excited.  You  will  not  get  an  erection  just  by 
taking  the  pill. 

•  Possible  Side  Effects 

Like  all  medicines.  VIAGRA  can  cause  some  side  effects  These  effects 
are  usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few 
hours  Some  of  these  side  effects  are  more  likely  to  occur  with  higher 
doses  The  most  common  side  effects  of  VIAGRA  are  headache,  flush- 
ing of  the  face,  and  upset  stomach.  Less  common  side  effects  that 
may  occur  are  temporary  changes  in  color  vision  (such  as  trouble 
telling  the  difference  between  blue  and  green  objects  or  having  a  blue 
color  tinge  to  them),  eyes  being  more  sensitive  to  light,  or  blurred 
vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many 
hours  You  should  call  a  doctor  immediately  if  you  ever  have  an  erec- 
tion that  lasts  more  than  4  hours  If  not  treated  right  away,  permanent 
damage  to  your  penis  could  occur  (see  How  Sex  Affects  the  Body) 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been 
reported  rarely  in  men  taking  VIAGRA  Most,  but  not  all,  of  these  men 
had  heart  problems  before  taking  this  medicine  It  is  not  possible  to 
determine  whether  these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this 
sheet.  If  you  want  more  information  or  develop  any  side  effects  or 
symptoms  you  are  concerned  about,  call  your  doctor. 
•Accidental  Overdose 

In  case  of  accidental  overdose,  call  your  doctor  right  away 

•  Storing  VIAGRA 

Keep  VIAGRA  out  of  tne  reach  of  children  Keep  VIAGRA  in  its  origi- 
nal container.  Store  at  25°C  (77°F);  excursions  permitted  to  15-30°C 
(59-86°F)  [see  USP  Controlled  Room  Temperature] 

•  For  More  Information  on  VIAGRA 

VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction 
Only  your  doctor  can  decide  it  it  is  right  for  you.  This  sheet  is  only  a 
summary  If  you  have  any  questions  or  want  more  information  about 
VIAGRA,  talk  with  your  doctor  or  pharmacist,  visit  www  Viagra  com,  or 
call  1-838-4VIAGRA 
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Corn  Plastics 

discovered  that  the  startup's  79  scientists 
were  pursuing  projects  willy-nilly,  things 
like  corn  plastic  tea  hags,  body  bags  and 
golf  tees.  She  cut  the  number  of  R&D 
projects  from  16  to  2,  focusing  only  on 
packaging  and  fibers.  To  get  operating  costs 
down,  she  ordered  the  factory  to  make  just 
3  runs  of  PIA  at  full  tilt  around  the  clock  for 
a  month  each,  instead  of  12  runs  per  year, 
"We  went  into  a  fast  sprint,  which  cut  back 
on  expensive  startup  and  shutdown  costs," 
she  says. 

Fifty-dollar  oil  has  certainly  helped 
her  sales  pitch.  PET  prices  are  up  40% 
since  2003,  and  polystyrene  has  doubled 
since  2002,  to  88  cents  a  pound.  Switch- 
ing to  corn  plastic  a  year  ago  saved  Plastic 
Suppliers,  a  midsize  firm  in  Columbus. 
Ohio  that  sells  to  labelers  that  supply 
Nestle  and  Pillsbury.  It  had  lost  its  biggest 
customer,  a  client  good  for  16  million 
pounds  a  year,  in  July  2003.  "Nature- 
Works'  prices  didn't  rise  at  all,"  says  Chiel 
Executive  Theodore  Riegert.  "We  expecl 
to  save  a  half- million  dollars  a  year  with 
the  move." 

Eleanor  Newman,  daughter  of  Paul 
Newman  and  Joanne  Woodward  and  ar 
owner  of  Newman's  Own  Organics. 
signed  up  for  corn  plastic  "because  it's 
much  cleaner  than  petrochemical  plastic 
it's  biodegradable  and  potentially  recy- 
clable." Wild  Oats  also  increased  deli  sales 
12%  in  2004  after  it  put  "corn-tainers"  in 
80  of  its  stores  in  the  U.S.  and  Canada. 

Meanwhile,  Japan,  Taiwan  and  South 
Korea  have  passed  laws  restricting  the  use 
of  disposable,  noncompostable  packag- 
ing. "We're  offering  companies  a  chance 
to  preempt  embarrassing  demands  foi 
responsible  packaging,"  Bader  warns 
"Brands  that  wait  for  legislative  fiat  wil 
be  left  behind  and  exposed." 

The  Cargill  venture  has  attractec 
traditional  plasticsmakers  into  the  corr 
game.  German  giant  BASF  has  a  starch- 
based  polymer,  and  DuPont  has  brought! 
in  Britain's  Tate  &  Lyle  to  begin  produc- 
tion in  2006  of  a  partially  corn-basec 
polymer  called  Sorona. 

Bader  smiles  through  it  all.  She  hearc 
recently  that  the  coffin  industry  in  Hol- 
land plans  to  use  corn  plastic  because  it'; 
more  Earth-friendly  than  oil  resins.  Oui 
came  her  new  slogan:  "It's  the  ultimate 
package.  We  biodegrade  with  you."  1^ 


You  can  hope  you  don't  get  a  virus  or 
you  can  get  America  Online. 


America  Online  provides  the  protection  you  need  for  your  whole  computer.  Free. 


Viruses  are  always  lurking.  That's  why  you  need  a  better 
way  to  protect  your  computer.  And  that's  why  America  Online* 
now  gives  away  comprehensive  computer  virus  protection 
to  our  members  absolutely  free. 

While  you  might  assume  your  computer  has  virus 
protection  built  in,  that's  not  always  true. 


America  Online's  new  version  9.0  Security  Edition  helps 
protect  your  whole  computer,  not  just  e-mail.  And  it 
checks  for  updates  to  protect  against  new  known  viruses. 
It  even  scans  for  spyware  every  time  you  log  on  to  AOL! 

Find  out  if  you're  protected.  Call  1-866-NEED-AOL  or  go  to 
aol.com.  And  stop  hoping  and  start  getting  better  protection. 


want  a  better  internet?  you  belong  at  America  Online. 


America  fc^v  broadband 

«U*jjp  WIRELESS 

Online,  |^r^  dial-up 


Must  De  18  or  older  and  a  U.S.  resident  to  register  for  AOL.  A  maior  billing  method  is  required  Anti-virus  protection  available  to  members  using  AOL  9.0  software  on  Windows  operating  systems.  A  separate  download 
and/or  activation  may  be  required  See  AOL  Keyword:  Anti-virus  for  details.  Use  of  AOL  features  on  broadband  or  wireless  connections  may  require  purchase  of  additional  equipment  and  third  party  services. 
America  Online  and  AOL  are  registered  trademarks  of  America  Online,  Inc.  The  triangle  design  Is  a  trademark  of  America  Online,  Inc.  ©  2005  America  Online,  Inc.  All  rights  reserved. 


Creative  Ghana 


Fellow  Travelers 

Former  lawyer  Luke  O'Neill  started  an  expeditionary  boarding  school 


to  help  kids  become  leaders.  N 


By  Nicole  Ridgway 


e  tough 


Exeter  it's  not:  O'Neill  and  students  at  his  Shackleton  School  on  an  expedition  in  Key  West,  Fla.  The  bus  serves  as  both  transportation  and  librar 


|  N  THE  LATE  1980S  LUKE  O'NEILL  WAS 
I  on  his  way  to  the  comfortable  life: 
I  practicing  corporate  law  and  living 
I  in  tony  Greenwich,  Conn.  But  he 
I  couldn't  ignore  an  itch  to  help  kids. 
Bi  He  quit  the  law  firm,  took  a  few  jobs 
at  nonprofits  and  then  enrolled  at  Har- 
vard Business  School.  When  he  graduated 
in  1995,  he  had  $3,000  in  his  bank 
account,  an  ailing  6-year-old  Isuzu 
Trooper  and  $80,000  in  debt. 

Yet,  through  fundraising  savvy  and  a 
strong  dose  of  charm,  O'Neill  put  his  plan 
into  practice.  He  started  a  boarding  school 
in  1995  to  teach  leadership  skills  to  kids 
who  weren't  getting  the  education  they 
needed  in  traditional  classrooms.  O'Neill, 
45,  has  so  far  raised  $16  million,  secured  a 


70-acre  campus  in  Ashby,  Mass.  and  hired 
a  staff  of  30  to  get  the  school  off  the  ground. 

This  isn't  your  classic  coat-and-tie, 
yes-sir  boarding  school:  Students  spend 
12  of  32  weeks  traveling  to  places  like  the 
border  towns  of  Mexico  to  learn  about 
Nafta  and  the  lives  of  sweatshop  workers, 
while  improving  their  Spanish.  Other 
times  they  travel  to  the  barrier  islands  of 
Georgia  and  Florida  to  learn  about  con- 
servation and  the  science  behind  the  coral 
reefs,  while  navigating  sailboats  using 
trigonometry  and  the  stars. 

It's  hence  for  good  reason  that  O'Neill 
named  the  school  after  Sir  Ernest  Shack- 
leton, the  English  explorer  who  led  his 
crew  to  safety  in  August  1916  after  it  was 
stranded  for  a  harrowing  20  months  on 


Antarctica's  ice  cap.  The  analogy  appli- 
for  another  reason.  O'Neill  needs  to  woi 
constandy  to  ensure  the  school's  financi 
survival.  "I  work  longer  days  than  in  it 
lawyer  days,"  says  O'Neill,  who  is  pai 
$70,000.  "Everything  is  fundraisin 
Everybody  is  a  prospective  donor." 

Indeed,  the  huge  problem  O'Nei 
faces  is  making  the  school  affordable  ft 
the  various  types  of  kids  he  hopes 
reach.  Shackleton's  annual  tuition 
$30,500,  just  about  the  cost  of  a  typic 
boarding  school.  Almost  every  doll; 
O'Neill  raises  goes  toward  scholarship 
Of  the  37  kids  enrolled  this  year,  32  g 
financial  aid — an  average  of  $22,900 
year.  Half  the  students  are  minoritie 
which  compares  to  an  average  of  16% 
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Life  itself. 


eative  Giving 


boarding  schools  nationally. 

Lisa-Mae  Brown,  an  African-Ameri- 
can freshman  from  Jamaica,  Queens  is 
typical.  Her  parents,  who  are  immigrants 
from  the  West  Indies,  were  eager  to  get 
their  academically  gifted  daughter  out  of 
the  city  school  system  and  into  a  place 
where  her  talents  wouldn't  be  lost  among 
the  masses.  But  the  tuitions  at  the  other 
schools  they  looked  at  were  daunting. 

The  idea  for  Shackleton  was  planted 
when  O'Neill  was  an  undergrad  at  George- 
town in  the  late  1970s.  To  fulfill  a  course 


school.  "I  was  hoping  John  Whitehead 
would  foot  it,"  he  recalls.  Whitehead 
wrote  O'Neill  a  $5,000  check,  telling  him 
to  return  quarterly  with  a  status  report 
that  could  lead  to  another  $5,000.  Then 
pledges  to.taling  $225,000  came  in  from 
Arthur  Blank.  It  was  enough  to  get  Shack- 
leton off  the  ground.  (Four  years  later 
Whitehead  gave  O'Neill  $1  million  and 
the  regular  updates  ceased.) 

Shackleton  initially  operated  out  of  a 
warehouse  in  South  Boston.  Three  years 
later  the  school  enrolled  its  first  class  of 


so  tiny,  but  we  like  him." 

Cheryl  Kozlowski  and  her  father,  ex 
Tyco  boss  L.  Dennis  Kozlowski,  pledged  $1 
million  over  five  years.  When  Cheryl  latei 
visited  the  Ashby  campus  and  saw  that  the 
students  were  living  in  tents,  they  donatec 
another  $2  million  and  later  matchec 
$750,000  in  pledges.  (All  of  it  was  on  Tycc 
checks.)  The  money  paid  for  an  1 1,000 
square-foot  eco-friendly  building  tha 
houses,  among  other  things,  the  girls'  dorm 
classrooms,  a  library  and  a  computer  lab. 

Yet  the  campus  is  far  from  complete 
The  boys  live  in  portable  trailers,  educa 
tors  share  dwellings,  and  the  library 
resembles  a  used  bookstore. 

While  any  boarding  school  is  hard  tc 
get  off  the  ground,  O'Neill  faced  a  partic 
ular  challenge.  Most  boarding  schools  are 
seeded  with  a  large  donation  from  one  o) 
two  wealthy  benefactors  or  supported  b> 
a  religious  organization  until  tuition  anc 
alumni  donations  start  bankrolling  the, 
school.  For  instance,  Phillips  Exeterj 
founded  in  1781,  has  a  $639  millior 
endowment.  Shackleton  has  graduatec 
only  23  students,  most  of  whom  are  still 
in  college,  so  it  doesn't  have  a  base  oi 
alumni  to  pester  for  donations.  Evefl 


requirement,  he  volunteered  as 
a  Big  Brother  to  an  8-year-old 
boy  named  Robert  who  was 
often  left  to  fend  for  himself. 
The  experience  led  O'Neill  to 
sign  up  for  a  juvenile  justice  clinic  while  he 
was  a  student  at  Georgetown  Law  a  few 
years  later.  As  part  of  the  clinic  O'Neill  rep- 
resented kids  who  had  been  arrested  for 
drug  possession,  among  other  infractions, 
sometimes  wrongfully.  "I  knew  that  I 
couldn't  fix  the  system,  but  I  felt  that  I  could 
keep  kids  out  of  the  system,"  he  says. 

O'Neill  put  in  four  years  at  the  law 
firm  in  Greenwich  before  quitting  to 
work  for  the  Boys  8c  Girls  Club  in  Stam- 
ford, Conn.  O'Neill  learned  the  ropes  of 
raising  money  while  there  and  then  at 
Outward  Bound.  He  met  Home  Depot 
founder  Arthur  Blank  and  John  C.  White- 
head, the  former  Deputy  Secretary  of 
State  and  ex-Goldman  Sachs  cochairman 
who  was  a  fan  of  Outward  Bound. 

After  his  business  degree,  O'Neill 
needed  $250,000  to  start  planning  the 


"I  work  longer  than  in  my  lawyer  days.  Everything  is) 
fundraising  Everybody  is  a  prospective  donor." 


nine  students,  but  O'Neill  had  yet  to 
secure  a  campus  or  a  classroom.  So  for  six 
months  three  educators  taught  nine  stu- 
dents from  the  seats  of  two  vans  as  they 
traveled  to  places  like  Vermont's  North- 
east Kingdom  to  set  up  a  maple-sugaring 
business,  then  south  to  Lake  Champlain 
to  build  Eskimo-style  sea  kayaks  and  pad- 
dle 100  miles  down  the  Hudson  River. 

While  Shackleton's  first  class 
embarked  on  its  maiden  voyage,  O'Neill 
sought  more  money.  In  1997  O'Neill  met 
Nantucket  Nectars  founder  Tom  W.  Scott 
for  pizza  and  laid  out  his  business  plan. 
Scott  donated  $100,000  and  guaranteed  a 
$419,000  mortgage  on  the  70-acre  cam- 
pus in  Ashby,  a  small  town  tucked  into  a 
birch  forest.  "I  am  like  a  lot  of  other  peo- 
ple who  are  taking  bets  on  Luke,"  says 
Scott.  "The  odds  of  it  succeeding  are  just 


without  the  graduates  to  network  with 
the  school  has  an  impressive  record.  All  o 
its  graduates  have  gone  on  to  college  a 
schools  like  Amherst,  Antioch,  Browr 
and  Bucknell,  and  more  than  80%  oi 
them  have  full  four-year  scholarships.  In 
October  Shackleton  began  the  process  oi 
getting  accredited. 

O'Neill  hopes  to  raise  money  to  com 
struct  enough  buildings  so  the  school  car 
accommodate  100  to  120  students,  gain 
ing  economies  of  scale  that  should  pus! 
operating  costs  per  student  from  $50,00(1 
a  year  down  to  $23,000. 

O'Neill  likes  to  joke  that  naming  the 
school  after  Sir  Ernest  Shackleton  hai 
been  both  a  blessing  and  a  curse.  Shacklej 
ton  and  his  men  didn't  go  where  they 
planned,  but  they  survived,  and  that  was  8 
monumental  accomplishment.  R 
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Fan  Psychology 


Root,  Root  for  the  Home  Team 

At  last,  an  explanation  of  weird  and  irrational  behavior  manifested  by  a 
majority  of  American  males,  and  even  a  few  females  |  By  Dan  Seligman 


EVERY  YEAR  THE  ONSET  OF  THE 
baseball  season  triggers  a  child- 
hood memory.  It  centers  on  a 
summer  evening  in  New  York 
City  when  the  atmosphere  in  our 
home  was  thick  with  gloom.  Responding 
mainly  to  signals  emitted  by  my  father,  I 
had  a  devastating  sense  of  loss.  And 
indeed  there  had  been  a  loss  that  day.  The 
Giants  had  lost  to  the  Phillies. 

The  phenomenon  of 
rooting  has  never  (up  to 
now)  been  satisfactorily 
elucidated.  We  all  accept 
that  it  is  natural  to  prefer 
the  home  team  over  the 
visitors.  What  cries  out 
for  explanation  is  the 
emotional  investment 
made  by  millions  of  fans 
in  what  remains,  when  all 
is  said  and  done,  just  a 
game.  What  is  it  that 
causes  otherwise  rational 
men — they  are  almost 
always  men — to  experi- 
ence setbacks  for  their 
team  as  unspeakable 
tragedy?  Why  is  a  raise  at 
the  office  just  a  raise, 
while  victory  on  the  field 
is  deliverance? 

Many  books  have 
been  written  about  fan 
behavior,  which  in  the 
extreme  can  be  dangerous — as  in  the  case 
of  the  British  soccer  hooligans  who  get 
their  kicks  by  traveling  with  their  pre- 
ferred teams,  getting  drunk  during  the 
games  and  then  picking  murderous  fights 
with  the  other  team's  hooligans.  Alterna- 
tively, fan  behavior  can  be  amusing,  as 
you  will  rapidly  discover  in  reading  Ram- 
mer Jammer  Yellow  Hammer:  A  Journey 
into  the  Heart  of  Fan  Mania  by  Warren  St. 
John,  an  account  of  University  of 
Alabama  football  fans  who  live  and  die 
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with  the  Crimson  Tide  during  the  season, 
in  some  cases  owning  RVs  that  enable 
them  to  drive  to  all  away  games  and  hold 
pregame  parties  more  or  less  continually. 
A  legend  in  the  state  is  the  owner  of  a 
monster  RV  who  opted  to  attend  the  Ten- 
nessee game  instead  of  his  daughter's 
wedding.  St.  John  tracked  the  guy  down 
and  heard  for  himself  the  excuse  that  is 
itself  part  of  the  legend:  "You  know  we 


made  the  reception." 

But  none  of  this  literature  gets  to  the 
real  question:  Whence  the  passionate 
concern  about  who  wins  a  mere  game? 

A  clue  resides  in  the  very  fact  that  the 
rooting  experience  is  so  irrational.  This 
telling  detail  affords  a  hint  that  the  under- 
lying behavior  is  instinctive — something 
hardwired  into  the  male  nervous  system.  It 
is  almost  certainly  an  evolutionary  phe- 
nomenon, a  "fitness"  characteristic  in  the 
Darwinian  sense.  It  reflects  impulses  that 


helped  our  ancestors  survive  and  repro 
duce  in  Pleistocene  days  (roughly  10,001 
to  1.7  million  years  ago).  What  migh 
those  impulses  be? 

David  C.  Geary,  chairman  of  the  psy 
chology  department  at  the  University  o 
Missouri-Columbia  has  written  exten 
sively  on  evolutionary  biology.  On< 
theme  in  his  writings  is  competition 
among  males  for  physical  resources 
including  women.  Hi 
portrait  of  hunter-gath 
erer  societies  is  chilling  ii 
its  emphasis  on  organized 
male  violence,  with  end 
less  ambushes,  raids  ano 
occasional  large-seal! 
battles.  Throughout  hu 
man  history,  he  tells  us 
this  "coalition-based 
aggression"  was  associ|i 
ated  with  efforts  to  secur 
slaves,  more  wives,  and— 
the  name  of  the  game  h 
evolutionary  psychol 
ogy — "higher  reproduc 
tive  success." 

What  has  all  this  go 
to  do  with  rooting  foi|l 
sports  teams?  The  short 
answer  appears  to  be  tha 
boundless  coalition  war 
fare  produced  populai 
tions  with  fierce  loyalty  U 
I  "in-groups"  and  fear  an« 
hatred  of  "out-groups."  Geary's  own  boC 
torn  line:  "The  intensity  of  the  emotiona 
response  speaks  not  only  to  in-group  sol 
idarity  but  also  to  the  importance  tha 
group-level  competition  must  have  has 
during  evolutionary  history.  People  ar 
elated  when  their  team  wins  because  a 
some  point  in  our  past  that  signaled  the 
were  safe.  And  also  had  opportunities,  a 
the  expense  of  the  out-group." 

The  author  of  those  words  is  a  SI 
Louis  Cardinals  fan.  I 
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Free  Lunch 


Are  you  buying  shares  in  a  company  because 
of  its  hefty  free  cash  flow?  Better  take  a  close  look 
at  its  capital  leases  By  Elizabeth  MacDonald 
and  Michael  K.  Ozanian 


WHAT  MAKES  JACK  IN  THE 
Box,  a  chain  of  2,200 
hamburger  and  Mexican 
fast-food  restaurants, 
worth  $1.3  billion  on  Wall 
Street?  Perhaps  investors  are  awed  by  the 
company's  ability  to  grow  even  as  it's 
putting  its  capital  costs  on  a  diet. 

For  fiscal  2004  Jack's  capital  expendi- 
tures fell  to  $120  million  from  $143  mil- 
lion in  fiscal  2002.  But  Jack  in  the  Box 
grew,  along  with  its  customers'  cholesterol 
counts,  during  that  period.  Jack's  free  cash 
flow,  or  cash  from  operations  minus  cap- 
ital expenditures,  climbed  from  $29  mil- 
lion to  $80  million. 

Free  cash  flow  is  much  in  vogue  on 
Wall  Street  these  days.  It  is  supposed  to  re- 
flect how  much  cash  an  owner  can  pull 
out  of  a  business  and  thus  how  much  a 
new  owner  would  pay  for  it. 

Nearly  tripling  free  cash  flow  in  just 
two  years  is  an  impressive  accomplish- 
ment for  a  company  that's  essentially  a 
hamburger  joint,  but  there's  a  bit  of  lard  in 
this  bun.  Jack  in  the  Box  doesn't  subtract 
from  its  free  cash  flow  $10  million  that  it 
had  spent  on  restaurant  buildings  and 
equipment.  Doing  so  would  lower  its  free 
cash  flow  to  $70  million,  says  Charles 
Mulford,  an  accounting  expert  who  runs 


the  Georgia  Tech  Financial  Analysis  Lab. 
Jack  in  the  Box,  which  says  it  is  following 
the  rules  and  discloses  its  leases,  is  still  on 
the  hook  for  the  $10  million,  but  the  sum 
doesn't  show  up  as  part  of  the  company's 
capital  expenditures. 

Instead  the  costs  are  being  financed  with 
a  "capital  lease,"  a  perfectly  legit  account- 
ing move  which  delivers  all  the  effects  of  a 
heavily  mortgaged  asset  but  keeps  the  asset's 
cost  out  of  the  free  cash  flow  calculation. 

"Free  cash  flow  is  always  inflated  when 
capital  leases  are  used,  because  companies 
don't  have  to  subtract  these  very  real  costs 
of  doing  business  as  cap-ex  and  instead 
can  bury  them  in  the  financials,"  says  Mul- 
ford. That  makes  the  stock  look  cheaper 
than  it  really  is. 

Say  a  company  needs  to  acquire  $10 
million  worth  of  stoves  to  outfit  several  new 
restaurants  but  doesn't  have  the  cash.  So  it 
leases  the  assets  through  a  finance  company 
by  using  a  capital  lease  with  an  underlying 
interest  rate  of  8%.  Lease  payments  run  for 
five  years  and  total  $2.5  million  per  year.  In 
the  first  year  $800,000  of  this  sum  is  interest 
and  $1.7  million  a  repayment  of  principal. 

With  a  capita!  lease  the  equipment 
user  treats  the  transaction  more  or  less  as 
property  purchased  with  a  mortgage.  That 
is,  the  $10  million  of  equipment  gets 


booked  as  an  asset,  the  future  paymen 
obligations  get  booked  as  debt,  and  th 
company  reports  both  depreciation  am 
interest  expense.  So  far  this  is  how  th 
books  would  look  if  the  company  pur 
chased  the  equipment  for  cash  and  the 
took  out  a  bank  loan.  The  screwy  par 
comes  in  the  flow-of-funds  statemeni 
There  the  equipment  acquisition  in  a  cap 
ital  lease  simply  fails  to  show  up — either  i: 
the  first  year  or  in  later  ones — as  a  capita 
expenditure.  The  somewhat  tenuous  logi 
of  omitting  the  $10  million  cap-ex  fron 
the  cash  flow  statement  is  that  no  casl 
changed  hands  when  the  lease  was  signec 

Capitalized  leases  don't  affect  earning; 
Rather  they  boost  free  cash  flow.  Investor 
who  want  an  accurate  free  cash  flow  num 
ber  have  to  create  it  themselves  by  readin 
the  footnotes. 

Jack  in  the  Box  shares  appear  to  b 
trading  at  1 7  times  free  cash  flow.  But  if  yoi 
make  the  necessary  adjustment  to  the  latte 
figure,  the  ratio  pops  up  to  19. 

Flowers  Foods  makes  package< 
brand-name  bakery  goods  like  Nature' 
Own  and  BlueBird.  The  company  ha< 
free  cash  flow  of  $77  million  in  fisca 
2004.  Deduct  the  cost  of  its  capital  lease 
and  its  free  cash  flow  falls  to  $59  million 
Flowers  says  capital  leases  are  a  financin; 
tool  that  can  be  appropriately  used,  and  i 
discloses  them. 

Grocer  Safeway  boasted  free  cash  flov 
for  2003  (it  has  yet  to  release  fiscal  2004  fig 
ures)  of  $815  million,  giving  it  a  price/frei 
cash  flow  ratio  of  10.  Had  it  subtractec 
newly  signed  capital  leases  for  equipment 
free  cash  flow  would  have  been  $701  mil 
lion,  and  its  multiple  would  have  been  12 
Safeway  says  it's  following  the  rules.  B 


There's  Cash,  and  There's  Cash 


Companies  can  artificially  reduce  their  reported  cap-ex— and  thus  boost  their  free  cash  flow— by  financing  their  equipment 
purchases  and  calling  the  resulting  leases  "capital  leases." 


STOCK  PRICE 

FREE  CASH  FLOW 

PRICE/FREE  CASH  FLOW 

MARKET 

COMPANY/BUSINESS 

RECENT 

52-WEEK 
HIGH 

UNADJUSTED1 
(SMIL) 

ADJUSTED2 
($MIL) 

UNADJUSTED1 

ADJUSTED2 

VALUE 

($BIL) 

ALBERTSONS/supermarkets 

$21.85 

$27.07 

$523 

$461 

15 

17 

$7.9 

FLOWERS  FOODS/food  processing 

30.06 

32.17 

77 

59 

17 

22 

1.3 

JACK  IN  THE  BOX/fast -food  restaurants 

36.96 

39.00 

80 

70 

17 

19 

1.3 

SAFEWAY/supermarkets 

18.49 

25.64 

815 

701 

10 

12 

8.2 

'Operating  cash  flow  less  capital  expenditures  (net  ot  proceeds  from  disposals).  2Unadjusted  free  cash  flow  less  capital  assets  acquired  with  capital  leases. 
Prices  as  of  Mar.  2.  Sources:  Georgia  Tech  Financial  Analysis  Lab:  Reuters  Fundamentals  via  FactSet  Research  Systems. 
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ING  YOU  BEYOND  B 
ELLIGENCE  AS  YOU  K 

300DNIGHT,  CEO  OF  S 


SAS  gives  you 


TO  KNOW 


SAS"  software  gives  you  the  power  to  know  how  to  leverage  enterprise  data  to  maximize  value,  minimize  risk 
and  optimize  performance.  You'll  get  to  know  your  customers,  markets,  finances  —  your  entire  business  — 
in  a  whole  new  way.  And  gain  the  ability  to  look  forward  using  the  world's  best  business  intelligence  and 
analytics  software.  More  than  4  million  users  at  over  40,000  locations  —  including  94%  of  the  FORTUNE 
Global  500"—  rely  on  SAS  to  increase  profits,  reduce  costs  and  make  a  recognized  impact  on  business. 


www.sas.com/BeyondBI 


The  Power  to  Know, 


Looking  Forward  Virginia  Postre! 


I'm  Pro-Choice 


■  N  THE  EARLY  20TH  CENTURY  CRITICS  ATTACKED  PRODUCT 
I  variety  as  being  wasteful— a  sign  that  markets  were  less  effi- 
I  cient  than  central  planning.  Hence,  the  Chinese  wore  Mao 
I  suits,  Americans  got  uniformly  round  automobile  headlights 
I  and  British  authorities  "rationalized"  furniture  designs. 
A  famous  scene  in  the  film  Moscow  on  the  Hudson  has  Robin 
Williams  as  a  Soviet  immigrant  collapsing  at  the  sight  of  an 
American  coffee  aisle,  circa  1984.  Imagine  what  would  happen 
in  Starbucks. 

A  free  economy  multiplies  variety,  the  better  to  serve  buyers 
with  different  tastes  and  different  needs  and  to  give  people  the 
chance  to  experience  different  goods  at  different  times.  Arguing 
that  this  plenitude  is  inefficient  went  out  decades  ago.  The  problem 
with  markets,  the  detractors  now  say,  is  that  all  these  choices  make 
us  unhappy. 

"As  the  number  of  choices  grows  further,  the  negatives  esca- 
late until  we  become  overloaded,"  writes  psychologist  Barry 
Schwartz  in  The  Paradox  of  Choice,  published  last  year.  "At  this 
point,  choice  no  longer  liberates,  but  debilitates.  It  might  even 
be  said  to  tyrannize."  Schwartz  misses  the  good  old  days  when  he 
didn't  expect  his  jeans  to  fit  perfecdy  and  it  took  only  five  min- 
utes to  buy  a  new  pair. 

The  book  is  a  lucid  overview  of  the  psychological  literature, 
and  within  its  pages  Schwartz,  a  professor  at  Swarthmore,  sticks  to 
personal  advice.  He  urges  readers  not  to  fixate  on  finding  the  very 
best  alternative  but  rather  to  set  standards  and  accept  the  first 
choice  that  meets  those  criteria.  The  book  makes  no  public  policy 
recommendations.  Since  its  publication,  however,  Schwartz  has 
used  his  authority  to  opine  against  private  Social  Security  accounts 
and  for  returning  to  steeply  progressive  income  taxes,  with  a  top 
rate  of  90%.  Neither  policy  is  supported  by  the  research  he  cites — 
or  even  by  the  idea  that  we'd  be  happier  with  fewer  choices. 

"Whether  people  are  choosing  jam  in  a  grocery  store  or  essay 
topics  in  a  college  class,  the  more  options  people  have,  the  less  likely 
they  are  to  make  a  choice,"  he  writes  in  an  op-ed  on  Social  Security. 
But  the  jam-and-essay  study  included  a  third  experiment — the  only 
one  of  the  three  that  included  a  Social  Security-style  no- 
choice  alternative — which  he  conveniendy  omits. 

In  that  experiment,  subjects  were  shown  a  group  of 


Godiva  chocolates.  They  were  asked  which  chocolate  they  woulc 
buy  for  themselves,  based  on  the  name  and  look  of  each.  Hal 
chose  from  6  chocolates  and  half  chose  from  30.  Half  of  eacl 
group  was  then  given  the  chocolate  they'd  picked.  The  other  hal 
got  a  different  sample,  selected  by  the  experimenter. 

People  who  picked  from  6  chocolates  were  more  satisfied  thai 
those  who  selected  from  30.  A  bigger  group  seemed  to  make  peo 
pie  more  likely  to  worry  that  they  hadn't  picked  the  best  chocolate 
But  here's  the  Social  Security  angle:  Subjects  who  ate  ; 
chocolate  selected  by  the  experimenter,  rather  than  the  on 
they'd  picked,  were  much  less  satisfied  than  either  group.  Toe 
much  choice  may  cause  regret,  but  no  choice  is  worse. 

Nor  does  choice  research  support  a  steeply  graduated  incom 
tax  system.  That  system  wouldn't  reduce  choices.  It  would  com 
plicate  them.  Multiplying  the  number  of  tax  brackets  and  makinj 
them  steadily  more  punitive  would  force  people  to  make  comple 

tradeoffs  about  how  much  anc 
whether  to  work. 

Reducing  incomes  wouk 
increase  anxiety  and  regret 
When  money  is  tight,  each  pur 
chase  becomes  riskier.  If  you'n 
deciding  between  apples  an« 
oranges  and  you  make  a  mis 
take,  you  can't  correct  it  with  ; 
second  purchase.  And  you'r< 
much  more  likely  to  keep  shop 
ping  to  find  the  very  best  deal. 

The  fundamental  problen 
with  Schwartz's  critique,  how 
ever,  isn't  the  author's  leftis 
preferences.  It's  the  differeno 
between  understanding  tlv 
human  mind  and  understand 
ing  market  institutions.  Psy 
chology  experiments  oftei 
screen  out  the  adjustments  rea 
people  use  to  cope  witl 
choices,  from  brand  loyalty  t« 
expert  guidance.  Markets,  by  contrast,  produce  not  only  mor< 
choice  but  also  more  ways  to  choose  effectively. 

If  having  too  many  choices  is  overwhelming,  that  suggests 
new  round  of  entrepreneurial  opportunities.  Offer  customer 
abundant  choices,  but  also  help  them  search.  Amazon  does  tha 
with  its  many  recommendation  services.  So  does  TiVo.  So  d« 
Home  Depot's  Expo  Design  Centers,  which  offer  interior  desigi 
services  along  with  hundreds  of  faucets  and  floor  coverings. 

"Mediated  shopping" — experts  and  tools  that  narrow  dowi 
the  possibilities  to  a  manageable  number  of  likely  candidates- 
looks  like  the  wave  of  the  future.  It  wouldn't  be  the  first  tim 
businesses  used  social  criticism  as  market  research.  Where  d( 
you  think  Starbucks  got  its  strategy?  I 


Too  much  choice 
may  cause 
regret  but  no 
choice  is  worse. 
Subjects  who 
ate  a  chocolate 
selected  by  the 
experimenter, 
rather  than  the 
one  they'd 
picked,  were 
much  less 
satisfied. 


Forbes 


Virginia  Postrel's  most  recent  book  is  The  Substance  of  Style:  Ho* 
the  Rise  of  Aesthetic  Value  Is  Remaking  Commerce,  Culture,  an 
Consciousness.  Her  Web  site  is  www.dynamist.com. 
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Trust  Northern. 

And  give  wings  to  your  financial  future. 

Fulfilling  a  dream  to  educate  young  people  as  well  as 
honor  those  who  helped  preserve  the  freedom  we  have  today, 
Bob  has  learned  that  some  things  are  worth  keeping  for  a  very 
long  time.  Like  a  relationship  with  Northern  Trust.  For  more 
than  a  century,  our  clients  have  depended  on  us  for  a  quality 
of  personal  attention  most  people  consider  a  thing  of  the  past. 
A  sophisticated  array  of  trust,  investment  management  and 
banking  services.  And  a  creative,  energetic  approach  to  make 
the  most  of  financial  opportunities. 

Let  your  financial  future  take  flight.  Call  William  Morrison, 
President  —  Personal  Financial  Services,  at  800-468-2352. 


Northern  Trust 


Private  Banking  I  Investment  Management  I  Financial  Planning  I  Trust  Services  I  Estate  Planning  Services  I  Business  Banking 

northerntrust.com 


Northern  Trust  Corporation        Member  FDIC 


your 

business 


our 
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IOCUS 


Growth 
Financing 
for  the 

Middle  Market 


To  grow,  your  business  must  provide 
customers  with  a  valuable  product  or 
service  and  that  requires  creativity, 
execution  and  capital.  Our  experienced 
professionals  are  focused  on  providing 
innovative  financial  solutions  to  help 
companies  achieve  their  potential. 


Our  focus  has  provided  middle  market 
businesses  with  more  than  $6.3  Billion 
in  loan  commitments  from  CapitalSource, 
making  us  one  of  today's  leading 
commercial  finance  companies. 


•  Senior  Debt 

•  Mezzanine  Debt 

•  Asset-Based  Loans 

•  Equity  Co-Investments 


^     800  742  7027  •  www.capitalsource.com 
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Billion 

Dollar  Babies 


had  a  good  year.  The  collective  net  worth  of  the  691  billionaires  we  could 
find  is  $2.2  trillion,  up  $300  billion  from  the  combined  worth  of  the  587 
people  listed  last  year.  Every  region  saw  gains.  The  world's  richest  moguls 


now  hail  from  45  countries,  including,  for  the  first  time,  Kazakhstan,  Poland,  Ukraine  and  even  Iceland.  The  new- 
comers include  69  Americans  and  38  Europeans.  More  than  half  of  them  are  entirely  self-made.  American  gas 
pipeline  tycoon  Daniel  Duncan,  who  was  raised  by  his  grandmother  after  his  mother  died  when  he  was  7,  de- 
buts on  the  list  as  the  wealthiest  new  billionaire  with  a  net  worth  of  $5.1  billion.  Wong  Kwong  Hu,  35,  the 
youngest  new  billionaire,  runs  a  chain  of  100-plus  appliance  stores  catering  to  China's  burgeoning  middle  class. 
The  most  conspicuous  new  entrant:  Martha  Stewart,  who  was  freed  from  jail  earlier  this  month.  Seventeen 
people  found  their  way  back  onto  the  list,  including  Home  Depot  shareholder  Kenneth  Langone,  who  returns 
following  a  rebound  in  the  retailer's  stock.  The  gap  between  the  world's  two  richest  people,  Bill  Gates  and  War- 
ren Buffett,  narrowed  further  this  year,  though  Gates  hung  on  to  his  superlative  title  for  the  eleventh  year.  The 
third- richest  person  in  the  world,  steel  baron  Lakshmi  Mittal,  is  this  year's  biggest  gainer  in  dollars,  adding 
$  1 8.8  billion  to  his  net  worth.  Russia  delivered  mixed  results  this  year:  Mikhail  Khodorkovsky,  imprisoned  for 
18  months  and  counting,  saw  his  fortune  fall  $12.8  billion,  making  him  the  biggest  loser.  (Five  of  his  former  part- 
ners dropped  off  our  list  entirely.)  Controversy  surrounds  several  billionaires,  including  Poland's  Jan  Kulczyk, 
who  is  alleged  to  have  ties  with  a  Russian  spy.  Thirty  people  fell  off  the  list,  either  because  their  net  worth 
dropped  below  the  minimum  or  because  their  fortunes  were  reclassified  as  belonging  to  families.  Another  14 
died,  including  Canada's  french  fry  king  Harrison  McCain  and  Lebanon's  former  prime  minister  Rafik  Hariri. 
Our  rankings  represent  a  snapshot  of  wealth  taken  on  Feb.  11,  the  date  we  priced  publicly  held  stocks.  That's 
why  Jon  Huntsman's  net  worth  does  not  reflect  the  15%  run-up  in  the  stock  since  his  company  went  public  on 
Feb.  14.  For  bios  on  all  billionaires,  go  to  forbes.com/billionaires. 
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The  Soda 
With  Buzz 

Clever  marketing  helped  Dietrich  Mateschitz 

turn  a  so-so  beverage  into  a  billion-dollar  brand. 
By  Kerry  A.  Dolan 


the  "energy"  drink 
created  by  Austrian 
Dietrich  Mateschitz,  doesn't  taste  very  good.  Nor 
does  it  sound  very  appealing:  The  berry  flavored  bev- 
erage is  spiked  with  mysterious  additives  like  taurine 
and  glucuronolactone.  And  at  $2  for  an  8.3-ounce 
can,  Red  Bull's  retail  price  is  at  least  double  what 
you'd  pay  for  a  12-ounce  can  of  Coke.  But  it  does 
pack  some  energy.  Red  Bull,  with  80  milligrams  of 
caffeine,  has  more  than  double  the  dose  found  in  the 
larger  Coke  serving,  and  it  has  1 10  calories  per  serv- 
ing versus  Coke's  140. 

Consumers  downed  1.9  billion  cans  of 
Mateschitz's  potion  last  year,  generating  just  about 


$2  billion  in  revenue.  By  our  reckoning  Mateschitz's 
49%  share  of  the  business  is  worth  $2  billion. 

Mateschitz,  60,  typifies  a  new  class  of  billionaires 
who  got  rich  not  by  inventing  a  new  product  but  by 
selling  an  ordinary  one  inventively.  Donald  Trump 
gets  a  premium  for  his  Manhattan  apartments 
because  he  has  propagated  the  notion  that  a  Trump 
building  is  superior  to  comparable  property  across 
the  street.  Sidney  Frank  made  billions  by  selling  Grey 
Goose  vodka,  nearly  indistinguishable  from  bottom- 
shelf  brands,  at  a  rich  price. 

"When  we  first  started,  we  said  there  is  no  existing 
market  for  Red  Bull,"  Mateschitz  recalls,  in  a  thick 
Austrian  accent.  "But  Red  Bull  will  create  it.  And  this 
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is  what  finally  became  true." 

Since  introducing  Red  Bull  in  1987, 
Mateschitz  has  invested  heavily  in  build- 
ing the  brand.  Last  year  he  spent  $600 
million,  or  30%  of  revenue,  on  market- 
ing. (Coca-Cola  spends  9%.)  But  unlike 
rivals  who  pay  millions  of  dollars  for 
superstars  like  Britney  Spears,  Mateschitz 
relies  on  cheaper  talent:  hip  youngsters, 
students  and  a  legion  of  fringe  athletes. 
Red  Bull  sponsors  some  500  athletes 
around  the  world,  the  type  who  will  surf 
in  Nova  Scotia  in  January  or  jump  out  of 
a  plane  to  "fly"  across  the  English  Chan- 
nel. Every  year  the  company  stages  dozens 
of  extreme  sporting  events,  like  the 
climbing  of  iced-down  silos  in  Iowa  or 
kite  sailing  in  Hawaii,  as  well  as  cultural 
events  like  break-dancing  contests  and 
rock  music  jam  sessions.  Then  there  is 
Hangar-7,  an  eye-popping  structure  of 
glass  and  steel  that  Mateschitz  erected 
next  to  the  airport  in  Salzburg,  Austria. 
The  building  serves  as  a  chic  eatery  for 
club  crawlers  and  provides  shelter  for  the 
Flying  Bulls,  a  fleet  of  1 5  show  planes  that 
appear  at  air  shows  around  the  world. 
Mateschitz's  latest  indulgence:  the  pur- 
chase of  a  Formula  One  racing  team,  an 
extravagance  that  will  absorb  $100  mil- 
lion a  year  to  keep  on  the  track  while  gen- 
erating only  $70  million  in  revenue. 

All  these  activities  are  geared  to  one 
objective:  to  expand  Red  Bull's  presence 
amid  a  deluge  of  new  energy  drinks  being 
introduced  by  upstarts  and  beverage 
behemoths  like  Pepsi  and  Coke. 

So  far  the  results  have  been  spectacu- 
lar: In  some  countries  Red  Bull  com- 
mands an  80%  market  share.  In  the  U.S., 
where  Red  Bull  enjoys  a  47%  share  of  the 
energy  drink  market,  sales  are  growing 
annually  at  a  40%  clip.  Last  year  it  sold 
700  million  cans  in  the  U.S.;  this  year  it 
hopes  to  sell  1  billion. 

Impressive  results  for  any  go-getter, 
but  even  Mateschitz  would  admit  he 
didn't  exactly  grab  his  Red  Bull  fortune 
by  the  horns.  Raised  by  two  primary- 
school-teacher  parents  who  separated 
when  he  was  very  young,  the  convivial 
Mateschitz  took  ten  years  to  get  through 
college.  "Life  as  a  student  is  enjoyable," 
he  muses,  during  a  rare  interview  at 
Hangar-7.  After  graduating  with  a  mar- 


Driven  by  Drink 

These  new  billionaires  owe  their  fortunes  to  thirst  quenchers. 

Charoen  Sirivadhanabhakdi,  60,  Thai  Charoen  Corp.  Net  worth:  $3  billion. 

Son  of  a  fried-mussel-pancake  street  vendor  in  Bangkok  is  now 
Thailand's  richest  businessman,  thanks  to  his  near-monopoly 
on  whiskey.  A  decade  ago  he  jumped  into  the  beer  business 
and  chipped  away  at  rival  Singha's  dominating  market  share. 
Now  he's  ready  to  take  his  alcohol  empire  public  in  an  offering 
expected  to  take  place  by  this  summer.  He  plans  to  use  the 
proceeds  to  introduce  his  beer  brand  in  Thai  restaurants 
around  the  world.  Charoen  has  already  started  promoting  himself  abroad,  becoming 
the  official  sponsor  of  Liverpool's  Everton  soccer  club  last  year.  The  billionaire's  hotel 
collection  includes  the  Plaza  Athenees  in  New  York  and  Bangkok. 

Marcel  Telles,  55,  AmBev.  Net  worth:  $1.2  billion. 

Onetime  partner  at  Brazilian  investment  bank  Banco  Garantia 
helped  build  AmBev  into  the  world's  third-largest  brewer  by 
volume,  with  70%  of  the  Brazilian  beer  market.  Last  year 
Interbrew  of  the  Netherlands  merged  with  AmBev,  creating 
powerhouse  brewer  InBev.  Telles,  cochairman  of  AmBev,  was 
one  of  the  biggest  beneficiaries,  along  with  two  former 
Garantia  partners  and  AmBev  controlling  shareholders,  Jorge 
Paulo  Lemann  and  Carlos  Alberto  Sicupira.  Telles  is  a  keen  spearfisher  and 
spends  much  of  his  time  in  Monaco. 

Harvey  Chaplin,  76,  Southern  Wine  &  Spirits.  Net  worth:  $1  billion. 

I  v  Brooklyn-born  wine  and  liquor  distributor  got  start  in  mailroom 

I  r '  °*  Schenley  Distillers;  promoted  to  assistant  director  of 

I   marketing,  reported  to  company  president  Sidney  Frank  (see 
below).  Joined  Southern  Wine  &  Spirits  of  America  in  1969, 
became  chief  in  1994.  Today  owns  70%  of  the  company. 
Estimated  sales:  $5.5  billion.  Controls  distribution  channels  in 
key  states,  including  California,  Florida,  Nevada. 


Sidney  Frank,  85,  Grey  Goose.  Net  worth:  $1.6  billion. 

Connecticut  farmer's  boy  grew  up  poor,  milking  cows  and 
churning  butter.  Enrolled  at  Brown  University;  couldn't  afford 
tuition,  dropped  out  after  one  year.  Married  Skippy 
Rosenstiel,  heiress  to  Schenley  Distillers  fortune.  Started 
Sidney  Frank  Importing  in  1972.  Lost  money  first  six  years, 
sold  beachfront  property  on  Antigua  for  $500,000  to  meet 
payroll.  Tapped  into  first  fortune  by  importing  Jagermeister 
liquor  from  Germany  and  marketing  it  with  scantily  clad  Jagerettes  pitching  to 
college  kids.  Created  ultrapremium  vodka  Grey  Goose  at  age  77;  sold  to  Bacardi  in 
April  for  $2  billion.  Now  focusing  on  wine,  tequila. 


keting  degree  from  the  University  of 
Commerce  in  Vienna  at  the  age  of  28, 
Mateschitz  worked  various  marketing 
jobs,  including  stints  at  Unilever  and 
Germany's  Jacobs  Coffee.  In  1979  he 
became  the  international  marketing 
director  for  Germany's  Blendax  (later 


acquired  by  Procter  &  Gamble),  wher 
he  pushed  products  like  toothpaste,  skii 
creams  and  shampoo. 

It  was  a  job  that  took  him  all  over  th 
world.  In  Thailand  he  discovered  the  ben 
efits  of  a  syrupy  tonic  drink  sold  in  phar 
macies  as  a  revitalizing  agent.  After  th 
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Our  Values  Are  Passed  From  Generation  To  Generation. 


e  tradition  of  being  a  New  York  Life  agent  is  passed  from  generation  to  generation, 
ese  promises  we  make  to  you,  to  protect  a  family,  to  pay  a  policy  when  needed,  are 
iranteed  not  only  by  our  values  of  financial  strength,  integrity  and  humanity,  but  also  by 
derations  to  come.  Promises  that  last  are  why  New  York  Life  is  The  Company  You  Keep? 
contact  a  New  York  Life  agent,  call  888-963-7946  or  go  to  newyorklife.com/promise 

©  2005  NEW  YORK  LIFE  INSURANCE  COMPANY,  51  MADISON  AVENUE,  NEW  YORK.  NY  10010 


Billionaires 


long  flights  from  Europe  to  Bangkok, 
Mateschitz  would  down  the  tonic  over  ice. 
His  jet  lag  all  but  disappeared.  He  decided 
to  study  up  on  the  market.  "I  realized  that 
these  little  syrups  developed  in  Japan  did 
extremely  well  all  over  Asia,"  he  recalls. 

By  happenstance,  a  Blendax  licensee 
in  Thailand  named  Chaleo  Yoovidhya 
also  owned  a  tonic  drink  company. 
Mateschitz  floated  the  notion  of  intro- 
ducing a  tonic  drink  in  the  West.  Yoovid- 
hya loved  the  idea.  In  1984  Mateschitz 
quit  his  job  to  partner  with  Yoovidhya. 
Each  invested  $500,000  of  savings  and 
took  a  49%  stake  in  the  fledgling  outfit. 


They  gave  the  remaining  2%  to  Yoovid- 
hya's  son  Chalerm,  but  it  was  agreed  that 
Mateschitz  would  run  the  company. 

For  the  next  three  years  Mateschitz  tin- 
kered with  the  drink  formula  and  devel- 
oped a  marketing  strategy.  The  Thai  drink 
is  called  Krating  Daeng  (translation:  "red 
water  buffalo").  But  for  Western  markets 
Mateschitz  preferred  the  name  Red  Bull. 
He  decided  to  carbonate  the  drink  to  make 
it  more  familiar  to  Western  palates  and  to 
package  it  in  a  slim  blue-and-silver  can. 
But  he  left  in  place  three  key  ingredients 
found  in  the  Thai  drink:  an  amino  acid 
called  taurine,  the  caffeine,  and  glucurono- 
lactone,  a  carbohydrate.  A  friend  of 
Mateschitz's  came  up  with  the  slogan  "Red 
Bull  gives  you  wings." 

Before  launching,  Mateschitz  hired  a 
market  research  firm  to  test  Red  Bull's 
acceptance.  The  result  was  a  catastrophe. 
"People  didn't  believe  the  taste,  the  logo, 
the  brand  name,"  he  recalls  now  with  a 
smile.  "I'd  never  before  experienced  such 
a  disaster." 

Convinced  he  was  armed  with  a  win- 
ner, Mateschitz  ignored  the  research  and 
set  up  offices  in  Fuschl,  a  town  just  out- 
side Salzburg. 

Passing  the  taste  police  was  only  one 
of  the  obstacles.  Mateschitz  needed  the 
approval  of  the  ministries  of  health  in 
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most  European  countries  because  some 
of  Red  Bull's  ingredients  hadn't  been 
used  in  anything  else  on  the  market.  The 
Austrian  health  ministry  was  the  first  to 
grant  the  okay,  in  1987.  Powered  by  a  sec- 
retary and  a  six-person  sales  force,  Red 
Bull  began  to  show  up  in  retail  outlets 
and  bars  across  Austria. 

Approval  to  distribute  Red  Bull  in 
Hungary  and  the  U.K.  soon  followed.  In 
1994  Red  Bull  entered  Germany,  where  the 
drink  became  so  popular  that  the  com- 
pany couldn't  meet  the  demand  of  nearly 
1  million  cans  a  day.  Halfway  through  the 
first  year  Red  Bull  disappeared  from  the 


shelves.  It  was  back  in  stock  the  next  year, 
but  Mateschitz  believes  the  hiccup  hurt  his 
market  share,  even  though  Red  Bull  now 
has  a  50%  share  of  the  German  energy 
drink  market. 

From  the  outset  Mateschitz  dispensed 
with  TV  ads  in  favor  of  guerrilla  market- 
ing, a  tactic  that  would  ultimately  become 
Red  Bull's  trademark.  "We  were  always 
looking  for  a  more  creative,  different 
point  of  view,"  explains  Mateschitz.  What 
could  be  more  wacky  than  Red  Bull's 
Flugtag  (flying  day)  contest,  in  which 
people  compete  to  fly  the  farthest  over 
water  in  homemade  flying  machines.  He 
targeted  students  by  paying  the  trend- 
setting  types  to  throw  Red  Bull  parties 
and  supplied  them  with  the  drink.  The 
company  also  marketed  the  drink  to  bars, 
which  took  to  using  it  as  a  mixer  with 
alcohol.  Today  Red  Bull  and  vodka  is  a 
staple  for  clubgoers  hoping  to  dance  and 
party  till  the  wee  hours. 

The  marketing  gimmicks  fueled  sales 
of  1  million  cans  the  first  year.  But  they  also 
piled  up  a  $  1  million  deficit,  financed  90% 
by  the  partners'  initial  capital  and  10%  by 
a  bank  loan  guaranteed  by  a  friend.  Sales 
doubled  to  2  million  cans  the  second  year 
and  doubled  again  the  third  year,  enabling 
the  company  to  recoup  all  of  its  losses. 

Some  European  countries  still  haven't 


approved  sales  of  Red  Bull.  Denmark  an 
France  claim  that  the  drink  violates  the 
food  regulations.  Mateschitz  says  hi 
executives  meet  with  French  authority 
ten  times  a  year — so  far  to  no  avail.  "The 
can  survive  without  Red  Bull,  and  we  ca| 
survive  without  France,"  he  sighs. 

Can  the  cult  of  Red  Bull  continue 
Since  Red  Bull  entered  the  U.S.  in  199! 
launching  energy  drinks  as  a  categor 
the  market  has  become  a  $1.7  billio 
business.  Coca-Cola,  PepsiCo  an 
Anheuser-Busch  have  all  jumped  in,  i 
well  as  a  number  of  upstart  brands  lik 
Rockstar,  Monster  and  Crunk,  the  latt€ 
being  peddled  by  Grey  Goose  entreprc 
neur  Sidney  Frank. 

Declares  Mateschitz:  "We  created  th 
market.  If  you  appreciate  the  produc 
you  want  the  real  one,  the  origina 
Nobody  wants  to  have  a  Rolex  made  i 
Taiwan  or  Hong  Kong."  Yet  Red  Bull 
U.S.  market  share  has  fallen  from  75(? 
in  1998  to  roughly  47%  today,  a  smalk 
piece  of  a  fast-growing  pie.  "Coke  an 
Pepsi  came  from  nowhere  in  the  wat« 
business  to  having  the  top  two  brandl 
They  could  easily  become  major  facton 
in  the  energy  drink  category,  too: 
warns  John  Sicher,  editor  of  the  new: 
letter  Beverage  Digest. 

So  far  Mateschitz  has  been  cautioi 
about  extending  the  Red  Bull  brand.  I 
Los  Angeles  the  company  is  test-marketir 
an  herbal  tea  drink  called  Carpe  Diei 
that's  supposed  to  boost  the  immune  sy: 
tern  and  improve  metabolism.  It's  bee 
sold  in  several  European  countries  for 
few  years  but  so  far  doesn't  look  set  { 
repeat  Red  Bull's  success.  Mateschitz  als 
intends  to  employ  the  Carpe  Diem  bannt 
for  a  chain  of  fast  food  outlets  offerin 
Austrian  and  international  food  package 
in  edible  "crunchy  containers"  made  oil 
of  potato.  And  he  plans  to  launch  a  qua: 
terjy  magazine  in  Europe  filled  with  stori« 
and  pictures  evoking  the  Red  Bull  work 
music,  extreme  sports,  night  life,  soci. 
trends.  He  bought  an  island  in  Fiji  froi 
the  Forbes  family  for  an  undisclosed  sui 
and  plans  to  turn  part  of  it  into  a  resort. 

In  the  future  he  imagines  further  lir 
extensions.  Mateschitz  intends  to  mat 
Red  Bull  a  brand  that  lasts:  "We  have  tr 
next  hundred  years  in  front  of  us."  F 


"When  we  first  started  we 

said  there  is  no  existing  market  for 
Red  Bull.  But  Red  Bull  will  create  it." 
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ry  as  they  say  is  in  the  details.  It  is  so  often  the  little  details  that  make  all  the 
rence.  And  on  a  Crystal  cruise,  the  differences  are  many. 

\jsively  on  Crystal:  World's  Best  Service  from  award-winning  European  dining 
Cuisine  by  Nobu  and  Piero  Selvaggio.  Over  200  vintages  served  in  Reidel 
al.  24-hour  concierges,  all  members  of  the  prestigious  "les  Clefs  d'Or" 


Always  included  in  your  fare:  Dining  at  all  specialty  restaurants.  Specialty 
coffees  and  pastries  in  the  Bistro.  All  non-alcoholic  beverages  throughout  the  ship. 
Penthouse  butler  service  with  personal  bar.  All  port  charges. 

To  experience  the  Crystal  difference,  contact  your  travel  agent, 
visit  www.crystalcruises.com  or  call  1  866  569  6200. 
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Billionaires 


Man  of  Steel 

Alex  Shnaider  became  a  billionaire  in  the 
dimly  lit  steel  mills  of  eastern  Europe.  How  will 
he  handle  the  glare  of  the  Western  world? 
Heidi  Brown  and  Nathan  Vardi 


Shnaider  was 
relaxing  on  a  re- 
ceipt winter  morning  with  his  wife  and  three  young 
daughters  on  his  170-foot  Benetti  yacht  in  a  Miami 
harbor.  Within  a  couple  of  months,  he  daydreamed 
aloud  in  accented  but  fluent  English,  he  would  unveil 
the  first  Russian  Formula  One  team,  in  Moscow's  Red 
Square.  President  Vladimir  Putin  would  be  there. 
So  would  Moscow's  mayor,  Yuri  Luzhkov.  Thousands 
of  racing  fans  would  gather  under  a  30,000-square- 
foot  heated  tent  with  the  spires  of  St.  Basil's  Cathe- 
dral as  a  backdrop. 

Russian  by  birth,  Canadian  by  upbringing, 
Shnaider  was  in  a  rare  expansive  mood.  His  12 -per- 
son staff  served  him  and  his  guests  as  they  settled 
down  to  a  lunch  that  included  a  roast  chicken,  pasta 
with  clams  and  sauteed  beef.  "I'm  building  some- 
thing," says  Shnaider,  36. 

He  has  already  built  a  $4  billion  (sales)  empire 
sprawling  from  Yerevan  to  Toronto.  Much  of  that  busi- 
ness— and  his  $1.4  billion  in  net  worth — comes  from 
trading  Ukrainian  steel  and  grabbing  control  of  that 
country's  fourth-largest  steel  mill,  Zaporizhstal.  There 
is  also  a  power  grid  in  Armenia;  two  hotels,  a  bakery 
chain  and  a  meat-packing  company  in  Serbia;  small  in- 
terests in  Turkey  and  Israel;  a  Russian  steel  mill  in 
Volgograd;  and  an  ornate  office  building  and  casino  in 
Moscow's  Arbat  pedestrian  mall.  They're  all  under  his 
holding  company,  Midland  Resources,  registered  in  the 
British  tax  haven  of  Guernsey. 

So  what  does  a  newly  minted  billionaire  do  for  a  sec- 
ond act?  He  works  on  his  image.  In  Canada  Shnaider  is 
bankrolling  the  nation's  tallest  building,  fronted  by  Don- 


ald Trump.  And  in  January  he  spent  $50  million  to  buy 
the  Jordan  Formula  One  team,  with  the  idea  of  turning 
it  into  a  Russian  franchise  next  year.  After  years  of  doing 
business  in  dangerous  places  and  cutting  fast  deals  with 
strongmen,  Shnaider  is  stepping  into  the  unaccustomed 
glare  of  public  scrutiny.  Even  his  Ukrainian  holdings  are 
now  subject  to  prying  eyes,  as  the  new  president,  Victor 
Yushchenko,  calls  for  a  reexamination  of  how  state  jew- 
els like  the  large  steel  mills  were  sold  off.  "I  don't  know 
if  I  am  ready  for  all  this  attention,"  says  Shnaider,  a  com- 
pact 5  foot  8.  But  given  how  far  he  has  come,  this  tough, 
if  low-key,  player  can  probably  handle  anything. 

Born  in  St.  Petersburg,  Shnaider  and  his  family  got 
to  Israel  via  Ukraine  when  he  was  4  years  old  and 
wound  up  in  Toronto  nine  years  later.  His  parents  ran 
a  deli  in  a  Russian  enclave  of  north  Toronto.  Shnaider 
stocked  shelves  and  mopped  floors.  Tapping  family 
friends,  he  began  trading  textiles  and  electronics  with 
crumbling  Soviet  factories  while  living  with  his  parents 
and  finishing  a  degree  in  economics  at  York  University. 
As  the  Soviet  Union  collapsed,  he  left  to  work  for  a 
steel-trading  house  in  Zurich  before  setting  up  his  own 
in  Belgium,  competing  at  times  with  Marc  Rich. 

Knowing  nothing  about  how  to  move  steel,  Shnaider 
hung  out  at  Ukrainian  mills  and  made  deals  with  des- 
perate managers,  providing  everything  from  VCRs  to 
dining  room  sets  in  exchange  for  hot-rolled  steel.  His 
margins  were  huge,  swapping,  say,  a  $40  microwave  for 
$150  worth  of  coil  steel,  which  he  sold  to  Asian  traders,  s 

o 

One  of  Shnaider's  favorite  customers  was  the  Zaporizh-  g 
stal  plant  in  eastern  Ukraine,  built  in  the  1930s.  There  he  § 
often  bumped  into  Eduard  Shifrin,  who  worked  for  a  " 
competing  Hong  Kong  trader  and  had  once  run  a  £ 


132     FORBES*  March  28,  2005 


Billionaires- 


nearby  specialty  steel  mill  for  a  decade. 
Shifrin  seemed  to  know  everybody. 

The  two  became  partners  and  set  up 
Midland  Resources  in  1994.  Paying  for  elec- 
tricity with  coal  brought  in  from  Russia, 
they  started  financing  steel  production  at 
the  factory.  The  company's  directors  grate- 
fully handed  off  finished  steel  as  payment. 

It  was  a  shadowy  business.  As  in  Russia, 
disputes  among  steel  traders  sometimes 
ended  violendy;  at  least  seven  steel  execu- 
tives were  assassinated  in  Ukraine  in  the 
1990s.  But  Shnaider  quickly  learned  how 
to  keep  people  happy— a  hallmark  of  his 
business.  "You  had  to  be  nice  to  a  general 
director  and  do  things  like  taking  him  on 
tours  in  foreign  countries,"  he  recalls.  "We 
would  hire  their  relatives,  give  them  gifts — 
whatever  could  be  done." 

In  Ukraine,  the  world's  third-largest 
steel  exporter,  easy  profits  lasted  only  as 
long  as  the  government  owned  the  mills. 
When  privatizations  began  in  the  mid- 
1990s,  shares  in  state-owned  factories  were 
sold  off  in  murky  auctions,  often  to  the 
well-connected.  It  soon  became  Zaporizh- 
stal's  turn,  thanks  in  part  to  the  efforts  of 
Vasily  Khmelnytsky,  an  ambitious  busi- 
nessman-turned-politician. A  parliament 
deputy,  Khmelnytsky  was  a  leading  mem- 
ber of  the  Green  Party,  which  supported 
the  prime  minister's  coalition,  and  got  him- 
self named  manager  of  the  government's 
stake  in  Zaporizhstal.  When  the  auctions 
started,  Khmelnytsky  and  his  investment 
group  started  snapping  up  the  shares. 

From  the  sidelines  Shnaider  saw  that 
his  livelihood  was  at  stake.  "If  we  didn't  buy 
the  steel  mill  our  business  would  be  fin- 
ished because  nobody  was  going  to  let  us 
keep  making  [those]  absurd  margins,"  he 
explains.  But  few  had  the  stomach  for  get- 
ting involved.  "We  thought  it  was  too  hot  to 
handle  and  could  have  been  dangerous 
physically,"  says  Michael  Bleyzer,  who  runs 
a  Houston  private  equity  fund  with 
$200  million  under  management,  special- 
izing in  Ukraine.  He  once  owned  2%  of  Za- 
porizhstal, but  he  didn't  dare  buy  more. 

Shnaider  and  Shifrin  were  willing  to 
take  the  risk,  and  they  started  acquiring  big 
stakes  in  the  mill  when  the  government 
began  offering  shares  in  cash  auctions  in 
1999.  Sources  close  to  the  company  say  it 
also  started  sharing  trading  profits  with 


Rich  Company 

Ukraine's  billionaires  are  all  in  the  same  business.  Coincidence? 

Rinat  Akhmetov,  38,  System  Capital  Management.  Net  worth:  $2.4  billion. 

A  practicing  Muslim,  Ukraine's  richest  man  comes  from 
humble  origins  (his  father  and  brother  were  coal  miners). 
But  he  had  powerful  patrons— Victor  Yanukovych,  regional 
governor  and  later  failed  presidential  candidate,  and  strong- 
man Akhat  Bragin  (a.k.a.  Alek  the  Greek),  whose  assets  went 
to  Akhmetov  after  he  was  murdered.  Today  Akhmetov's 
company  owns  Ukraine's  third-largest  steel  producer, 
Azovstal,  has  coal  interests  worth  $400  million  and  holds 
shares  in  a  brewery,  a  newspaper  and  a  mobile  phone  company.  A  Kiev  court 
recently  reversed  his  winning  $800  million  bid,  made  along  with  Victor  Pinchuk, 
for  the  country's  leading  steel  company,  Kryvorizhstal.  Akhmetov  &  Co.  may  be 
allowed  to  keep  it  if  they  come  up  with  an  extra  $500  million  or  so. 

Victor  Pinchuk,  44,  Interpipe.  Net  worth:  $1.3  billion. 

Raised  by  Jewish  parents  in  Ukraine's  resource-rich  east, 
Pinchuk  got  a  doctorate  in  "technical  science"  from  the 
Dniepropetrovsk  Metallurgical  Institute  and  received 
patents  on  pipe  designs.  He  claims  he  used  cash  from 
Interpipe,  a  producer  of  steel  pipes  and  railway  wheels,  to 
buy  assets  of  steel  companies  as  they  privatized.  He  also 
cultivated  Ukraine's  former  president,  Leonid  Kuchma, 
whose  daughter  he  married  in  2002.  These  days  he  is  busy 
spiffing  up  his  image,  playing  host  to  George  H.W.  Bush  and  dining  with  digni- 
taries at  Davos  (even  meeting  his  onetime  political  foe,  Ukraine  President  Victor 
Yushchenko).  Pinchuk  has  hired  Ernst  &  Young  to  legitimize  his  holdings,  includ- 
ing expansion  into  banks  and  media.  He  is  also  co-producing  a  Steven  Spielberg 
documentary  on  the  Nazi  massacre  of  Jews  at  Babi  Yar,  near  Kiev,  in  1941. 

Serhiy  Taruta,  50,  Industrial  Union  of  Donbas.  Net  worth:  $1  billion. 

A  Soviet-era  apparatchik,  Taruta  used  his  position  as  a 
director  of  steel  company  Azovstal  and,  later,  of  the 
Industrial  Union  of  Donbas  to  claim  shares  during 
privatization.  There's  not  much  on  paper,  but  Taruta 
worked  hand-in-hand  with  Rinat  Akhmetov  to  create  what 
is  today  a  coal,  steel  and  energy  conglomerate.  Taruta's 
company  swapped  assets  in  2003  and  2004  with 
Akhmetov's  System  Capital  Management,  creating  a  cash 
windfall  sufficient  to  invest  in  a  Hungarian  metallurgical  plant,  an  Uzbeki  oil-and- 
gas  processing  company  and  a  Russian  engineering  firm.  Recently  he  made 
offers  for  Vitkovice,  the  Czech  Republic's  third-largest  steel  producer,  and 
Poland's  Huta  Czestochowa  steel  mill— bidding  against  Indian  steel  baron 
Lakshmi  Mittal.  —Tatiana  Serafin 


Khmelnytsky's  group;  Midland  has  an  ex- 
clusive contract  to  export  steel  from 
Zaporizhstal.  (In  an  e-mailed  response, 
Khmelnytsky  denies  being  part  of  a  con- 
sortium that  owns  the  steel  plant  or  of 
sharing  in  export  trading  profits.) 

The  way  Shnaider  tells  it,  by  2001  con- 


trol of  the  company  passed  to  him  an< 
Shifrin,  as  well  as  to  the  Khmelnytsk 
group.  The  government  still  held  a  quarte 
of  the  shares,  a  voting  bloc  large  enough  t< 
thwart  board  decisions.  At  that  poin 
Shnaider  showed  his  quiet  steelines.' 
threatening  to  initiate  capital  calls  an< 
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Feel  like  a  small  fish  in  a  big  pond? 
Switch  to  TD  Waterhouse. 


FREE  TRADES  FOR  A  MONTH 

Open  an  account  online  at 
tdwaterhouse.com/freetrades 
and  enter  offer  code  MRAFBF. 

CONTACT  US  AT: 
1.800.td  waterhouse 
tdwaterhouse.com 

Online  trades  as  low  as  $9.95 


At  TD  Waterhouse,  you'll  get  the 
attention  you  deserve,  no  matter  what 
the  size  of  your  portfolio. 

Got  a  question  about  your  account? 
Looking  for  guidance  in  retirement 
planning?  TD  Waterhouse  Investment 
Consultants  are  there  for  you  on  the 
phone  or  in  person  at  any  of  their  more 
than  1 40  branch  offices. 

They  can  even  make  switching 
to  TD  Waterhouse  hassle-free.  New 
customers  have  praised  TD  Waterhouse 
Investment  Consultants  for  making  the 
transition  fast  and  easy. 


It's  just  the  kind  of  friendly, 
professional  service  you  may  not  be 
getting  from  your  current  broker.  So  isn't 
it  time  you  start  investing  for  yourself  at 
TD  Waterhouse? 

You  can  do  this.  Switch  today  to 
TD  Waterhouse.  The  alternative  to 
higher-priced  brokers. 


Waterhouse 

You're  in  Control. 
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Billionaires 

thereby  dilute  the  government's  stake.  The 
political  elite  relented  and  held  a  final  ten- 
der auction  with  some  sweetheart  terms 
that  effectively  excluded  any  other  potential 
bidders.  Whoever  bought  the  final  stake 
had  to  have  delivered  700,000  tons  of  iron 
ore  or  400  tons  of  scrap  metal  to  Zapor- 
izhstal  within  the  last  year. 

The  cozy  little  deal  prevailed — even 
after  Tekt,  a  Kiev  investment  bank,  sued  to 
stop  the  auction,  charging  unfairness  and 
claiming  it  was  willing  to  pay  $37  million 
for  the  25%  stake;  Shnaider  &  Co.  offered 
$13  million,  says  Tekt.  After  the  case  was 


thrown  out  and  the  auction  proceeded,  Tekt 
tried  to  appeal,  to  no  avail:  In  a  curious  de- 
cision the  judge  ruled  that  the  company 
could  not  do  so  because  it  had  not  qualified 
to  participate  in  the  auction.  In  total 
Shnaider's  consortium  managed  to  buy 
93%  of  Zaporizhstal  for  $70  million.  The 
group  recendy  turned  down  a  $1.2  billion 
offer  from  a  Western  steel  company. 

Will  Shnaider  get  to  keep  such  cheaply 
bought  assets?  The  betting  cuts  both  ways. 
Steel  is  Ukraine's  largest  industry,  generat- 
ing more  than  25%  of  GDP.  At  the  World 
Economic  Forum  in  January,  Yushchenko 
announced  that  a  Ukrainian  court  had 
frozen  the  assets  of  Kryvorizhstal,  the  coun- 
try's largest  steel  producer,  which  was  sold 
to  oligarchs  Rinat  Akhmetov,  Ukraine's 
richest  man,  and  Victor  Pinchuk,  the  son- 
in-law  of  former  President  Kuchma  (see 
box,  p.  134)  for  $800  million.  In  February  a 
Kiev  court  ruled  that  the  privatization  of 
Kryvorizhstal  was  illegal.  Yushchenko 
hasn't  specifically  mentioned  Zaporizhstal, 
but  some  private  investors  say  that  it  may 
be  only  a  matter  of  time. 

Shnaider  insists  he  bought  the  mill  fair 
and  square.  But,  perhaps  to  take  some  of 
the  heat  off,  Khmelnytsky  recendy  reduced 
his  ownership  to  10%  from  25%,  says 
Renaissance  Capital,  a  Moscow  investment 
bank,  citing  local  sources.  In  any  event 
Shnaider  is  behaving  like  a  long-term 


player,  having  reinvested  $500  million  to 
date  to  upgrade  Zaporizhstal,  picking  up 
new  blast  furnaces  and  railcars  to  reduce 
freight  rates.  Last  year  the  plant  earned 
$129  million  on  $1.3  billion  in  sales. 

The  mill  has  also  won  praise  for  its  rel- 
ative transparency,  still  rare  in  Ukraine.  It 
releases  financial  statements  to  banks  and 
brokerages  (7%  of  Zaporizhstal  trades  on 
the  Ukrainian  stock  exchange)  and  grants 
investors  meetings  with  management.  Such 
glasnost  has  helped  the  company  obtain 
key  financing,  like  a  $30  million  credit  line 
from  Fortis,  Belgium's  biggest  financial  ser- 


vices firm,  and  a  pending  $300  million 
bond  offering  underwritten  by  J.R  Morgan 
Chase  and  Deutsche  Bank. 

Shnaider's  first  missteps  occurred  when 
he  ventured  out  of  Ukraine  and  steel.  While 
looking  into  a  grain  investment  in 
Armenia,  he  discovered  that  the  nation's 
electricity  grid  was  up  for  sale.  On  a  lark 
Shnaider  paid  $15  million  and  assumed 
$25  million  of  debt  for  a  company  that  was 
losing  $40  million  a  year — and  for  a  busi- 
ness he  knew  nothing  about.  He  was  im- 
mediately denounced  by  opposition  polit- 
ical parties,  the  World  Bank  and  the 
European  Bank  for  Reconstruction  & 
Development.  "I  learned  in  Armenia  what 
happens  when  I  don't  do  p.r.,"  he  admits. 

Concerned  that  Shnaider  had  no  expe- 
rience running  critical  infrastructure,  the 
European  bank  gave  up  its  option  to  buy 
20%  of  the  grid.  The  World  Bank  threat- 
ened to  cut  off  $20  million  in  loans  to  Ar- 
menia unless  Shnaider  agreed  to  bring  in 
(of  all  things)  a  unit  of  Korea's  Daewoo  to 
consult.  Shnaider  later  replaced  Daewoo 
with  his  own  Russian  engineers — and 
raised  another  ruckus  by  shutting  off 
power  to  any  deadbeats,  including  the  pub- 
lic areas  of  Yerevan,  which  went  dark  for  a 
day  over  a  weekend.  The  grid  earned  $20 
million  last  year,  and  Shnaider  is  negotiat- 
ing to  sell  it  for  $100  million  to  one  of  sev- 
eral bidders.  The  World  Bank  is  now  so 


happy  that  it's  shooting  a  movie  that  de 
picts  the  Armenian  grid  as  a  model  for  fu 
ture  privatizations. 

Shnaider  is  still  venturing  into  un 
known  territories,  p.r.  lesson  or  no,  throw 
ing  money  around  and  staring  down  rival 
In  Serbia,  "Alex  had  no  strategy,"  says  a 
investment  banker  in  eastern  Europe.  "On 
day  he's  in  meat,  next  day  he's  in  metal. 
Six  months  after  Shnaider  bought  a  ste< 
mill  in  Montenegro  last  June  for  $1,00( 
plus  $500,000  for  social  programs  and 
promise  to  invest  $46  million  more,  the  a 
of  his  handpicked  general  director  w<: 
blown  up.  Authorities  are  investigating,  bu 
Shnaider  says,  there  are  many  suspects.  Th 
mill  had  stopped  doing  business  with  suy 
pliers  who  were  price-gouging,  he  adds. 

Even  the  First  World  has  presente 
pratfalls,  as  Shnaider  grapples  with  h 
more  public  image.  In  Canada  he  can 
seem  to  escape  the  stigma  of  having  mac 
his  fortune  in  eastern  Europe.  The  Torom 
Star  calls  its  adopted  son  "the  man  in  th 
shadows."  The  tower  project  has  bee 
scandal-laced  since  its  origin  in  2000.  Th 
Trump  International  Hotel  &  Tower  starte 
out  as  the  Ritz-Carlton  Hotel  and  Cond< 
minium  Residences,  backed  by  a  develops 
named  Leib  Waldman,  who  had  fled  Penr 
sylvania  years  earlier  to  avoid  serving  tin" 
there  for  embezzlement.  When  his  past  w; 
uncovered  by  the  media  in  2002,  the  Ri 
pulled  out  and  Waldman  disappeare 
again.  (Extradited  last  June,  he  is  awaitir 
sentencing  on  related  charges  in  a  Nc 
York  federal  prison.) 

Brought  into  the  deal  by  Waldman 's  fo:  3t 
mer  Toronto  partner,  Shnaider  bought  th 
downtown  site  for  $28  million  in  cash  la1 
last  year,  assuming  majority  control  of  tr 
equity  in  a  putative  $500  million,  70-stot 
tower  that,  so  far,  exists  only  on  paper.  Wit 
the  exception  of  some  interest  from  Asi 
sales  have  been  slow — few  Torontoniar 
care  to  spend  $484,000  for  a  studio  apar 
ment — and  Shnaider  is  waiting  for  50%  o< 
cupancy  before  breaking  ground.  Trump 
licensing  his  name  and  will  manage  tr 
property.  No  equity  yet;  no  profit  particip; 
tion.  The  two  barely  know  each  other.  "VI 
heard  fantastic  things  about  [Shnaider] 
Trump  said  by  phone  from  his  honeymooi 
"But  sometimes  people  say  wonderfi 
things  whether  they  mean  them  or  not."  I 


"We  heard  fantastic  things  about 

him.  Sometimes  people  say  wonderful 
things  whether  they  mean  them  or  not.53 
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Claremont  Rug  Company 

The  Financial  Times  called  us- 

"One  of  the  world's  best  sources  of  antique  carpets" 


e  company  prides  itself 
being  able  to  'act  like  a 
store  anywhere'  using  its 
met  site,  digital  pictures, 
at-home  sampling  to  show  |§| 


u  what  the  options  are." 


Ferahan  Sarouk,  13ft  9in  x  16ft  8in,  c.1850,  a  world-class  carpet  destinec 


enterpiece  of  an  important  room. 


Visit  our  award-winning  Website— www.claremontrug.com 

Click  on  "The  Gallery"  to  view  this  &  250  other  art-level  carpets  that  remain  crystal-clear  to  400%. 
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Thor  s  Saga 

After  his  father  was  felled  by  a  business  scandal, 
Thor  Bjorgolfsson  went  off  to  find  his  fortune 
and  redeem  the  family  name.  He's  now  Iceland's 
first  billionaire.  By  Luisa  Kroll 

worth:  $1.4  billion),  with  stakes  in  four  of  the  nation's 
ten  largest  public  companies  and  in  Bulgarian  and 
Czech  telecom  outfits. 

Entrepreneurship  is  in  Thor's  blood.  His  great- 
grandfather, Thor  Jensen,  left  Denmark  at  15  in  1878, 
went  on  to  control  half  a  dozen  or  more  businesses, 
survived  bankruptcy  twice  and  ended  up  as  one  of  Ice- 
land's largest  landowners.  One  son  became  prime 
minister;  another  ambassador  to  the  U.S.  A  son-in-law 
ran  the  country's  largest  shipping  line,  and  a  second, 
Thor's  grandfather,  headed  Shell  Iceland. 

Thor's  father,  Bjorgolfur  Gudmundsson,  also 
enjoyed  success  in  business  before  Hafskip's  collapse. 
Faced  with  tough  competition,  Hafskip  fell  deep  into 
debt.  The  firm  might  have  sunk  quietly  had  it  not  been 
for  its  ties  to  Iceland's  finance  minister,  who  was  its 
former  chairman  and  still  a  shareholder.  Instead,  its 
insolvency  in  late  1985  became  a  battleground  for  rival 
politicians,  who  pushed  for  a  criminal  investigation. 
That  dragged  on  for  six  years.  Thor's  dad  was  finally 
found  guilty  on  five  counts  of  minor  bookkeeping 
offenses  and  sentenced  to  1 2  months'  probation. 

Thor  headed  off  to  New  York  University  for  a 
degree  in  finance.  After  graduating  in  1991  he 
returned  to  Iceland  to  pay  off  student  loans,  working 
for  his  father,  who  oversaw  the  brewery  and  soft  drink 
units  of  Pharmaco,  a  drugmaker.  But  he  was  itching 
to  leave  again  and  did  so  after  Pharmaco  sold  the 


die  hard  in  Iceland — even 
after  19  years.  Bjorgolfur 
Thor  Bjorgolfsson  still  remembers  the  morning  the 
police  arrived  at  his  home  and  took  away  his  father  for 
questioning.  By  8  p.m.,  when  there  was  no  sign  of  his 
dad,  Bjorgolfsson  turned  on  the  TV  and  discovered 
that  his  father  and  other  executives  from  Hafskip,  Ice- 
land's second-largest  shipping  line,  had  been  detained. 
They  were  later  charged  with  450  criminal  counts, 
from  embezzlement  to  fraud.  Word  tore  through  the 
tiny  country — it  has  fewer  than  300,000  residents — as 
Hafskip's  collapse  became  a  national  scandal. 

Ever  since  that  night  in  1986,  Bjorgolfsson  has 
been  on  a  quest  to  redeem  his  family's  reputation. 
"Respect  is  the  number  one  thing  that  occupies  rny 
mind,"  says  Thor  (pronounced  "tore"),  as  he  is  uni- 
versally known.  "Power,  money,  that's  just  the  road  to 
respect,"  he  explains,  before  paraphrasing  a  well- 
known  Icelandic  verse:  "After  all,  money  disappears, 
friends  die,  and  you  die  yourself,  but  your  reputation 
remains."  That  pursuit  has  led  him  to  the  U.S.,  Rus- 
sia, Bulgaria  and  eventually  back  to  Iceland  for  a  tri- 
umphant homecoming,  when  he  seized  control  of 
the  nation's  oldest  bank  and  installed  his  father  as  its 
chairman. 

Like  his  Viking  ancestors,  Thor  got  mad,  got 
even — and  got  very  rich.  It  took  the  38-year-old  less 
than  a  decade  to  become  Iceland's  first  billionaire  (net 
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Iceland's  estimated 


The  number  of  Icelanders 
between  the  ages  of  18  and  65. 

The  performance  of  the  Iceland 
Stock  Exchange  since  2002. 


rights  to  its  beverage  brands  and  asked 
Thor's  dad  to  dispose  of  the  assets.  His 
father  contacted  a  fellow  Icelander,  Ingi- 
mar  Haukur  Ingimarsson,  then  a  consul- 
tant in  Russia,  who  agreed  to  take  the  old 
equipment  to  start  a  plant  there. 

With  his  friend  Magnus  Thorsteinsson, 
Thor  signed  up  for  the  adventure,  expect- 
ing a  year-long  sojourn.  He  ended  up  stay- 
ing much  longer.  Constant  devaluations  of 
the  ruble,  power  surges,  shortages  of  sugar 
and  a  bad  water  supply  conspired  to  make 
this  quite  an  ordeal — "like  ten  years  in  pur- 
gatory," he  recalls.  Getting  around  the  St. 
Petersburg  suburbs,  an  area  with  few  taxis, 
was  a  harrowing  gamble  of  flagging  down 
strangers  in  cars.  Not  to  mention  the  ever- 


changing  cast  of  bureaucrats  they 
had  to  deal  with. 

Worst  of  all  was  the  nasty  fight 
within  the  company.  Claiming  that 
some  of  the  bottling  equipment  had 
arrived  late  and  didn't  work  as 
promised,  Ingimarsson  and  his 
British  partner  tried  to  renegotiate 
with  Pharmaco  for  a  lower  sale  price. 
That  failed.  They  accused  Thor's 
dad,  representing  Pharmaco's  inter- 
I  ests,  of  trying  to  cut  a  side  deal  to 
grab  a  stake  in  the  company  and  later 
of  forging  shareholder  agreements  to  trans- 
fer the  entire  company  to  Thor  and  him- 
self. Thor  and  his  father  denied  the  charges 
and  insisted  that  they  had  legitimately 
bought  the  company  from  Ingimarsson 
and  assumed  its  debts,  which  they  paid  off. 
The  fight  dragged  on  in  Russian  and  Ice- 
landic courts  for  three  years.  Finally,  in 
1999,  a  Reykjavik  judge  ruled  that  the  sale 
was  invalid  because  Ingimarsson  did  not 
have  the  authority  to  sell  the  company.  No 
damages  were  awarded. 

By  then  Thor  and  his  associates  had 
moved  on.  A  second  Russian  venture, 
Bravo,  started  out  making  "alcopops," 
premixed  cocktails  in  a  can,  with  such 
partners  as  Johnnie  Walker  and  Gordon's 


Gin,  racking  up  $20  million  ir 
1998  sales.  Why  not  think  big 
ger?  With  a  $25  million  invest 
ment  from  Capital  Group  o 
Los  Angeles,  for  a  30%  stake 
Thor  and  Magnus  pourec 
themselves  into  creating 
Botchkarov  (literally,  "the  Barre 
family"),  a  premium  beer  for  th 
middle-class  masses.  To  kick  i 
off,  Bravo  invited  10,000  guest 
to  the  center  of  St.  Petersburg 
for  a  launch  party  and  followe 
up  with  a  big  ad  campaign. 

Things  began  breaking 
Thor's  way.  Just  as  the  beer  wa 
rolling  out,  Deutsche  Bank  in 
vited  him  to  invest  in  a  tin} 
Bulgarian  drug  company 
Balkanpharma  needed  cash  tc 
acquire  several  generics  maker 
in  an  upcoming  privatization 
Thor  scrounged  up  $5.3  millioi 
by  partnering  with  Pharmacc 
and  his  father,  selling  sorm 
stock  and  borrowing  the  rest.  A  year  later 
when  Deutsche  Bank  cashed  out,  Tho 
helped  merge  Balkanpharma  and  Phar 
maco,  took  over  as  chairman  and  boostec 
his  family's  stake. 

Back  in  Russia  Botchkarov  was  takinj 
off.  By  2002  the  beer  had  a  3%  share  of  Rus 
sia's  then  $2.5  billion-a-year  market  fo 
suds.  In  February  2002  Heineken  bough 
Bravo  for  $330  million  in  cash;  $110  mil 
lion  went  straight  into  Thor's  pocket. 

Now,  at  last,  he  felt  ready  to  go  horn 
Thor's  investment  company,  Samsoi 
Holding,  in  which  his  father  and  Magnu 
are  partners,  made  an  audacious  offer  U 
buy  a  45%  stake  in  the  National  Bank  o 
Iceland,  Landsbanki.  The  oldest  bank  ii 
the  nation  (opened  in  1886)  and  the  sec 
ond  largest  (2004  assets:  $9  billion) 
Landsbanki  had  once  operated  as  Iceland' 
central  bank;  one-third  of  the  country  stil 
does  its  banking  there. 

Egalitarian  Iceland  still  had  dee] 
ambivalence  about  capitalism,  but  makin 
a  pile  of  money  abroad  was  okay.  More 
over,  much  of  the  country  felt  that  Thor' 
dad  had  been  unfairly  targeted  in  the  Hat 
skip  scandal,  so  his  redemption  seemei  - 
like  poetic  justice.  Still,  their  bid  to  bu  | 
Landsbanki  put  in  play  a  rival,  Bunadar 
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banki,  as  well.  What  followed  was  a  lot  of 
jockeying  among  politicians  to  get  a  piece 
oi  the  action  for  their  own  supporters.  The 
process  dragged  on.  Privatizing  in  Bul- 
garia, Thor  thought,  was  a  lot  easier.  In  the 
end  Samson  won  a  45%  share  of  Lands- 
banki  for  $150  million  in  late  2002,  even 
though  it  was  not  the  highest  bidder; 
Bunadarbanki  went  to  a  group  of  Iceland 
companies  for  a  similar  amount. 

Thor  was  by  no  means  through. 
Within  a  month  of  bidding  for  Lands- 
banki,  he  engineered  the  merger  of  Phar- 
tnaco  and  its  chief  competitor,  Delta. 
Renamed  Actavis,  the  $600  million  (sales) 
generic  pharmaceutical  maker  is  today  the 
iecond-most-valuable  company  on  the 
Iceland  Stock  Exchange,  and  Thor's  36% 
itake  is  worth  $700  million.  In  Septem- 
ber 2003  he  and  his  partners  started  buy- 
ng  up  shares  in  Eimskip,  Iceland's  oldest 
shipping  line,  eventually  paying  $35  mil- 
lion for  a  9%  stake.  At  the  same  time, 
.andsbanki  was  also  buying,  eventually 
raying  $74  million  for  19%.  Within  six 
•nonths,  with  Thor  now  as  chairman,  they 
dumped  the  fishing  assets  for  $300  mil- 
ion  and  restructured  the  firm  into  a 
financial  holding  company  called  Bur- 
naras,  which  plans  a  public  offering  of 
fiimskip  this  year.  Such  deals,  made  at 
home,  offended  some  Icelandic  sensibili- 
Pies.  Now  there  were  public  rumblings 
hat  Landsbanki's  share  of  Burdaras  was  a 

onflict  of  interest. 

Still,  it's  hard  to  exaggerate  the  effect 
Ihat  Thor  and  a  growing  band  of  capital- 

sts  have  had  on  their  countryfolk.  "Five 
rears  ago  everyone  wanted  to  become  a 
jock  star  because  of  Bjork,"  says  Andri 

veinsson,  33,  a  former  singer  in  a  band 
|/ho  is  now  finance  director  of  Thor's 
famson.   "Now  everyone  wants  to 

ecome  an  entrepreneur."  A  crop  of 
lycoons,  all  40  and  under,  has  emerged. 
Imong  them:  Jon  Asgeir  Johannesson, 
who  controls  45%  of  Iceland's  retailers 

nd  has  pieces  of  12  U.K.  retailers;  broth- 

rs  Agust  and  Lydur  Gudmundsson,  who 
pfounded  and  run  Bakkavor,  a  supplier 
jf  refrigerated  foods  to  U.K.  chains;  and 
jlannes  Smarason,  chairman  of  Ice- 

indair,  which  recently  bought  10%  of 

ritain's  Easyjet. 
Thor  has  no  interest  in  making  ene- 


mies, particularly  in  a  country  that  he  is 
outgrowing.  "I  don't  want  to  be  seen  as 
too  powerful  in  Iceland,"  he  says.  He 
bought  out  his  father  in  Actavis  and 
reduced  his  own  share  in  Samson  from 
52%  to  43%.  He  is  pushing  for  Actavis  to 
list  on  the  London  Stock  Exchange  and  is 
helping  Landsbanki  and  Burdaras  look  for 
overseas  deals.  He  spends  a  lot  of  time  at 
home  in  London  or  traveling  in  Europe, 
where  he  owns  large  stakes  in  telecom 


companies  in  the  Czech  Republic  and  in 
Bulgaria. 

There  are  extracurricular  activities, 
too.  Thor  is  backing  an  Icelandic  produc- 
tion of  Romeo  and  Juliet,  which  he  helped 
produce  in  London  and  hopes  to  bring  to 
New  York.  He  and  his  girlfriend  of  14 
years  are  expecting  their  first  child  this 
month.  "I  got  the  respect  I  wanted,"  says 
Thor.  "Now  I  can  begin  the  second  half  of 
my  life."  F 
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The  Gambler 

Sheldon  Adelson  built  a  billion-dollar  fortune  in  Las 
Vegas.  His  next  act:  building  Macau,  China  into 
something  even  bigger  than  Vegas.  By  Matthew  Miller 


-  midafternoon  on  a  holiday  in  the  peninsular 
city  of  Macau,  China,  and  throngs  of  low  rollers, 
many  in  windbreakers  and  fanny  packs,  crowd  the  bac- 
carat tables  at  billionaire  Sheldon  Adelson's  new  Sands 
casino.  Packed  three  deep,  they  ignore  the  festive  dis- 


tractions just  outside — the  five  puppeteers  clad  in  gold-  | 

trimmed  lion  costumes,  the  crash  of  cymbals  and  S 

gongs  from  a  ceremonial  quartet — and  bet  $40  a  hand  \ 

or  more  on  whether  players  at  the  table  will  win  or  | 

lose.  Instead  of  getting  loose  on  free  liquor,  they  sip  hot  % 
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The  House  That  Shelly  Built 

The  Sands  Macau  sits  on  the  edge  of  the  South  China  Sea, 
luring  throngs  of  low  rollers  who  come  not  for  entertainment  but 
to  confront  the  house.  More  than  30,000  gamblers  visited 
on  opening  day,  amid  rumors  the  casino  was  handing  out 
free  chips.  A  total  of  17  million  tourists  visit  Macau  each 
year,  and  it  could  eclipse  the  Las  Vegas  Strip  this  year  in 
total  winnings— for  the  casinos,  that  is. 


it  12  it  it  Mjig 
•  I  I  I  I  It 


tea  or  warm  milk,  taking  notes  on  the  re- 
sults of  each  hand. 

Let  visitors  to  Las  Vegas  content  them- 
selves with  silly  games  of  chance  and  pla- 
toons of  video  slot  machines  programmed 
to  pay  out  only  so  much  every  so  often.  In 
Asia  the  gamblers  prefer  baccarat  and  other 
confrontational  table  games  so  they  can 
fight  the  house  head-on.  Accordingly,  the 
Sands  Macau,  owned  by  Adelson's  Las 
Vegas  Sands  Corp.,  boasts  360  betting  ta- 
bles, almost  triple  the  number  at  the  com- 
pany's only  other  casino,  the  Venetian  in 
Las  Vegas.  At  the  Sands  only  850  slots  are 
on  hand,  tucked  into  a  corner;  in  Vegas  the 
Venetian  has  2,000  slots,  and  they  hold  cen- 
ter stage. 

A  table  at  the  Sands  in  Macau  brings 
in  an  average  of  $6,100  a  day — 50%  more 
than  at  the  Venetian.  The  typical  Chinese 
gambler  bets  $85  a  hand,  compared  with 
$25  for  a  gambler  in  Las  Vegas,  even 
though  per  capita  income  in  America  is  34 
times  as  high.  Chinese  customers  also  play 
more  hands  per  hour;  at  their  insistence 
the  decks  arrive  already  shuffled  to  leave 


more  time  for  betting.  "The  customer  in 
Las  Vegas  comes  into  the  casino  to  be  en- 
tertained," says  a  Sands  manager,  surveying 
the  scene.  "The  Chinese  customer  walks 
into  the  casino  to  face  destiny.  They  are 
here  to  do  battle— and  strike  it  rich." 

So  is  Sheldon  Adelson,  71,  the  scrappy 
bantamweight  who  runs  Las  Vegas  Sands, 
which  went  public  in  December.  Its  stock 
price  has  risen  72%  since  then,  and  the 
company  now  boasts  a  market  cap  of 
$17.5  billion.  Adelson's  86%  stake  is  worth 
$15  billion,  helping  to  make  him  the 
1  lth-richest  person  in  the  U.S.  and  the 
19th-richest  person  in  the  world. 

That  lofty  rise  is  due  in  large  part  to 
Adelson's  bet  on  Macau,  an  exotic  outpost 
that  has  hosted  gambling  since  1847  but, 
suddenly,  is  the  fastest-growing  casino 
market  in  the  world.  Macau  had  $5.2  bil- 
lion in  casino  revenue  last  year,  and  busi- 
ness is  growing  40%  a  year.  This  year  it  is 
poised  to  unseat  the  mighty  Las  Vegas  Strip 
(2004  winnings:  $5.3  billion)  as  the  world's 
biggest  market.  Adelson  spent  $265  mil- 
lion building  the  casino-only  Sands  on  a 


newly  created  strip  of  waterfront  proper! 
and  opened  it  only  last  May.  It  ahead 
brings  in  more  than  $400  million  in  garr 
bler  losses  annually,  and  he  says  its  profi 
will  let  him  recoup  his  entire  investmei 
by  the  end  of  the  first  year. 

Now  Adelson  is  doubling  down.  In  La 
Vegas  he  is  building  the  $1.8  billio 
Palazzo  next  door  to  the  Venetian.  I 
Macau  construction  has  begun  on  an  est 
mated  $6  billion  project  with  partners  t 
erect  seven  new  hotel-casinos,  a  megama 
and  a  cavernous  convention  center  on  ft 
Cotai  Strip,  a  man-made  ribbon  of  lan 
linking  Macau's  two  islands,  Taipa  an 
Coloane.  Las  Vegas  Sands  will  own  one  sii 
and  run  the  casinos  in  all  seven,  givin 
Adelson  a  powerful  base  in  a  boomin 
market  with  few  real  competitors. 

Macau,  settled  by  the  Portuguese  as 
trading  outpost  in  1553,  stayed  in  ft 
hands  of  Portugal  until  it  transferred  cor 
trol  to  China  in  1999.  A  single  player  ha 
held  a  monopoly  on  legal  gambling  sine 
1962:  Stanley  Ho,  whose  company,  no 
known  as  Sociedade  de  Jogos  de  Macai 


ONTARIO,  CALIFORNIA,  IS  THE  LEADING  ECONOMIC  ENGINE  FOR  SOUTHERN  CALIFORNIA, 
ONE  OF  THE  FASTEST-GROWING  REGIONS  IN  THE  U.S. 


jated  35  miles  east  of  Los  Angeles  and 
the  hub  of  San  Bernardino,  Riverside 
i  Los  Angeles  counties,  Ontario's  com- 
:itive  advantages  and  premier  location 
i  luring  business  professionals  and 
ndreds  of  professional,  transportation, 
nufacturing  and  retail  companies  to 
;  area.  Organizations  such  as  the 
Iken  Institute  continue  to  contribute  to 
area's  ranking  as  one  of  the  10  best 
■formers  in  the  country.  The  reason: 
npetitively  priced  land  and  steady  job 
iwth.  In  addition,  Ontario's  air,  highway 
p  rail  infrastructures  make  it  accessible 
cities  throughout  Southern  California, 
oss  the  nation  and  around  the  world. 


Strong  population  and  job  growth  have 
hed  down  office  and  industrial  vacancy 
is.  Class-A  office  development  in  Ontario 
.become  the  new  model  for  businesses 
(king  to  relocate  or  expand  and  now 
ounts  for  2.4  million  square  feet  of 
ce  under  development.  Wise  corporate 
|  ision  makers  —  like  those  at  IndyMac 
lk,  Fulcrum  Group,  Chicago  Title  and 
University  of  Phoenix  —  have  opened 
jonal  offices  in  Ontario,  where  so  many 
[ilified  workforce  candidates  live. 
With  continued  growth  in  cargo 
p  passenger  volume,   L. A. -Ontario 


International  Airport  (ONT)  is  on  track  to 
become  California's  second  international 
gateway.  Boasting  Southern  California's 
newest,  most  convenient  terminals,  ONT 
serviced  7  million  passengers  in  2004, 
making  the  airport  the  preferred  alternative 
for  business  travel  in  this  five-airport  region. 

ONT  is  currently  the  twelfth-largest 
cargo  airport  (in  volume),  housing  11 
cargo  carriers,  including  UPS  and  FedEx. 
To  ensure  that  the  airport  will  be  able  to 
handle  the  coming  expansion,  ONT's 
operator,  Los  Angeles  World  Airports 
(LAWA),  has  selected  private  third-party 
developer  Aeroterm  to  construct  approxi- 
mately 1  million  square  feet  of  space  with 
immediate  apron  access  on  100  acres  of 
on-airport  land. 

With  Ontario's  multimodal  transporta- 
tion infrastructure,  ONT  is  an  air  and 
trucking  hub  for  integrated  logistics  giant 
UPS,  which  includes  service  to  China. 
ONT  is  gaining  a  reputation  as  a  leader  in 
international  trade  due  to  its  position  as 
the  gateway  to  the  Pacific  Rim  as  well  as 
its  economic  development  initiatives. 

While  the  proximity  of  the  1 0  and  1 5 
freeways  and  cargo  capacity  of  ONT 
encourages  significant  industrial  and 
warehouse  development,  already  totaling 
more  than  84  million  square  feet,  it  is 
the  airport's  proximity  to  the  Ontario 
business  center  that  drives  demand  by 
high-end  manufacturers  that  need  imme- 
diate access  to  overnight  delivery  of 
time-sensitive  shipments. 

To  meet  the  challenges  of  a  growing 
business  and  residential  population,  as 
well  as  providing  the  retail  and  services 
that  come  with  positive  growth,  the  city  is 
encouraging  a  number  of  new  develop- 
ments and  revitalization  projects. 


Panattoni  Development  has  announced 
plans  to  develop  a  more  than  1  million- 
square-foot,  mixed-use,  open-air  urban 
village  called  Piemonte.  In  the  center  of 
Ontario's  business  and  retail  area, 
Piemonte  will  include  309,000  square  feet 
of  retail  space  and  a  200-room,  high-end 
business/headquarters  hotel  that  will 
complement  the  400,000  square  feet  of 
Class-A  office  space  on  site.  The  heart  of 
this  urban  village  will  be  an  8,500-seat 
Community  Events  Center. 

Over  the  next  1 5  years,  the  8,200-acre 
master-planned  New  Model  Colony  will 
provide  30,000  executive-level  homes 
for  100,000  residents,  almost  doubling 
the  current  city  population.  To  help  meet 
the  needs  of  a  highly  skilled  workforce, 
New  Model  Colony  will  provide  a  com- 
mon fiber-optic  telecommunications 
network  called  OntarioNet  that  links  all 
housing  with  neighborhood  services, 
public  services  and  business  centers.  It 
will  be  the  largest  employment  of  fiber  to 
the  home  in  the  world. 

Looking  ahead,  Southern  California's 
white-collar  workforce  will  continue  to 
migrate  inland  as  more  and  more  eco- 
nomic drivers  emerge  to  make  their 
migration  possible  and  profitable. 


For  more  information  or  to  learn  about 
business  opportunities  and  economic 
development  in  the  City  of  Ontario,  visit 
www.ontariocalifornia.us. 
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Land  of  Opportunity 

Macau  was  settled  by  Portugese  traders  in  the  16th  century 
and  legalized  gambling  in  1847.  China  regained  control  in 
1999  and  has  cracked  open  a  four-decade-old  monopoly.- 
Chinese  citizens  needed  a  visa  to  go  there,  but  the 
government  has  loosened  the  law  to  let  200  million  people  in 
nearby  regions  freely  travel  to  and  from  the  exotic  playland. 
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still  controls  15  of  the  17  casinos  in  Macau. 
Chinese  officials  broke  Ho's  hold  in  2002 
and  picked  two  other  major  players:  Adel- 
son's  Las  Vegas  Sands  and  his  archrival  on 
the  Vegas  Strip,  Steve  Wynn,  who  created 
the  Mirage  and  the  Bellagio  and  now  is 
building  the  $2.7  billion  Wynn  Las  Vegas 
on  the  Vegas  Strip,  next  door  to  the  Venet- 
ian. His  company,  Wynn  Resorts,  is  build- 
ing the  Wynn  Macau  and  aims  to  open  it 
in  fall  2006. 

The  best  part  for  Adelson:  He  is  up  and 
running  in  Macau  more  than  two  years 
ahead  of  Wynn,  the  rival  he  most  resents. 
The  two  men,  who  detest  each  other,  have 
knocked  heads  for  a  decade,  often  over 
petty  disputes — noise  from  the  Mirage's 
fake  volcano;  whether  the  Venetian  had  the 
required  amount  of  parking;  even  whose 
new  Vegas  tower  will  be  taller. 

Adelson  calls  Wynn  "a  liar"  and  "an 
egomaniac"  who  dismisses  other  people's 
ideas  and  gets  too  much  credit  for  rein- 
venting Las  Vegas  as  a  family  attraction  and 
convention  mecca.  "He's  just  demeaning," 
Adelson  says.  When  he  offered  Wynn  a 
chance  to  join  him  in  the  Cotai  project,  he 
says,  Wynn  told  him,  "That's  the  stupidest 
idea  I've  ever  heard."  Wynn  says  that  sim- 
ply isn't  true — Adelson  "has  got  animosity 
toward  a  lot  of  people."  He  adds,  "Sheldon 
has  an  inferiority  complex.  He  gets  very 


upset  when  someone  is  standing  in  his  way. 
And  when  Sheldon  gets  angry,  he  attacks." 

Indeed  he  does.  So  what's  eating  at 
him?  "Steve  Wynn  tried  to  push  him 
around,"  says  Irwin  Chafetz,  a  boyhood 
friend  of  Adelson's  and  a  past  business 
partner.  "Sheldon  is  a  bulldog — he 
doesn't  let  anyone  push  him  around." 

Adelson  (he  pronounces  it  Addle-son) 
always  has  felt  like  an  outsider,  and  he  har- 
bors a  Rodney  Dangerfield  feeling  that  he 
doesn't  get  enough  respect.  "I've  been  met 
with  ridicule  in  every  industry  I've  en- 
tered," he  says.  "It's  been  that  way  all  my 
life."  Steve  Wynn  is  6  feet  tall,  fit  and  pho- 
togenic and  gets  great  press;  he  attended 
the  University  of  Pennsylvania  and  his  fa- 
ther ran  bingo  parlors.  Sheldon  Adelson  is 
5  foot  7,  not  so  fit,  press-shy  and  without  a 
college  degree;  his  dad  drove  a  taxi.  He 
grew  up  poor  in  Dorchester,  Mass.,  the  son 
of  Jewish  Ukrainian  immigrants  .  "All  the 
Irish  boys  from  South  Boston  used  to  beat 
up  all  of  the  Jewish  kids,"  he  says. 

He  sold  newspapers  at  the  age  of  12, 
borrowing  $200  from  his  uncle  to  lease  two 
city  corners.  In  his  30s  he  moved  to  New 
York,  where  he  sold  ads  for  financial  trade 
publications  and  consulted  for  companies 
looking  to  go  public,  then  returned  to 
Boston  to  run  his  own  tour  business.  By 
the  mid-1980s  he  had  built  the  computer 


industry's  premiere  trad< 
show,  Comdex,  and  hac 
mastered  the  gift  of  gouge 
He  rented  floor  space  at  1! 
cents  a  square  foot,  thet 
leased  it  to  exhibitors  fo 
up  to  $40  a  square  foot 
He  charged  extra  for  on 
site  ads,  additional  electri 
cal  outlets,  flowers,  phone 
and  loading.  Half  the  fee 
were  paid  almost  a  year  ii 
advance,  and  profit  mar 
gins  hit  70%.  "I'm  not  ii 
business  to  make  mone 
for  the  other  guy.  I'm  i: 
business  to  make  mone 
for  myself." 

Adelson's  move  int 
the  hotel-casino  busines 
came  in  1989,  whe 
Comdex  was  thriving  an 
^—  he  bought  the  old  Sand 
for  $128  million.  He  then  built  a  conven 
tion  center  on  the  site,  1.2  million  squar 
feet  of  floor  space  for  the  trade  show.  Ol 
Vegas  hands  were  dubious.  Adelson,  afte 
all,  had  always  fed  customers  to  th 
hotels,  not  competed  with  them.  By  199 
he  had  clashed  with  the  King  of  the  Strir, 
Steve  Wynn. 

Wynn  says  their  first  meeting  involve 
a  spat  over  how  much  Adelson  should  pa 
for  ballroom  space  in  the  Mirage.  Adelso 
says  it  was  over  Wynn's  desire  to  raise  th 
volume  on  the  jungle  noises  and  fake  e> 
plosions  coming  from  the  ersatz  volcan 
that  erupts  in  front  of  the  Mirage.  In 
frightening  moment,  Adelson  says,  Wyn 
himself  suddenly  erupted,  smacking  a  M 
rage  executive  with  a  notebook.  "I  w; 
shocked.  Who  hits  their  own  people?"  Y 
says.  Wynn  denies  having  done  this  bi 
says  he  chased  Adelson  out  of  his  offic 
when  things  got  nasty.  With  this,  Adelso 
concurs. 

In  1 995  he  cashed  out,  selling  Comde 
and  16  smaller  shows  to  Masayoshi  Son 
Softbank  for  $862  million  in  cash  (Ade 
son's  59%  stake  earned  him  $510  million 
A  year  later  he  razed  the  moneylosin 
Sands  and  built  the  $1.5  billion  Venetia 
on  the  site,  tailoring  it  to  business  travele 
and  conventioneers.  "The  old  way  was  t 
make  the  customer  trip  over  the  casin 
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twice  before  they  got  to  their  room,"  he 
says.  "I  knew  the  business  traveler  and 
gave  them  what  they  wanted."  He  threw 
in  faxes  and  minibars,  high-end  retailers,  a 
spa,  celebrity-chef  restaurants  and  $50 
gondola  rides. 

Las  Vegas'  old  guard  laughed  at  him 
again,  saying  the  town  already  was  glutted 
with  capacity  and  that  the  Venetian  would 
never  fill  its  4,000  rooms.  When  Adelson 
went  nonunion,  he  got  picketed  by  labor 
and  received  death  threats;  someone  broke 
into  his  home  and  scrawled  a  message  on 
his  bathroom  mirror:  "Dead  Jew."  (He 
hasn't  had  a  death  threat  in  two  years  but 


employs  a  full-time  contingent  of  body- 
guards, primarily  to  protect  the  two  sons 
he  fathered  in  his  60s  with  a  second  wife; 
they  are  6  and  8.) 

To  finance  the  Venetian  Adelson  con- 
tributed $450  million  in  land  and  cash  and 
sold  half  a  billion  dollars  in  bonds  under- 
written by  Goldman  Sachs.  Wynn  was 
building  the  Bellagio  at  the  time,  and  his 
chief  financial  officer  at  the  Mirage  pressed 
Goldman  to  refuse  the  Venetian  under- 
writing; he  was  rebuffed.  The  meddling  still 
angers  Adelson,  who  blames  Wynn;  Wynn 
says  the  finance  guy  acted  on  his  own  and 
was  ordered  to  apologize. 

Overall,  though,  Adelson  relished  the 
adversity.  "I  loved  being  an  outsider,"  he 
says.  "I  didn't  care  what  those  guys  said." 
And  those  guys  were  wrong:  The  Venet- 
ian now  has  the  highest  occupancy 
(98.3%)  and  the  highest  average  daily 
room  rate  ($219)  on  the  Strip.  Its  rev- 
enues are  growing  19%  a  year  and  hit 
$607  million  in  the  first  nine  months  of 
2004,  turning  a  profit  of  $227  million,  up 
32%  in  a  year.  Today  the  Venetian  earns 
the  second -highest  profit  of  any  casino  on 
the  Strip.  (Number  one:  Wynn's  Bellagio, 
now  owned  by  Kirk  Kerkorian's  MGM 
Mirage.)  Adelson  calls  the  Venetian  "the 
most  successful  hotel  in  the  history  of 
hotels"  and  says  the  old  guard  is  "copying 
my  model  now." 


Example:  Mandalay  Bay  opened  its 
own  convention  center  in  early  2003;  never 
mind  that  its  chief,  when  he  ran  another 
casino  company,  had  publicly  derided  the 
Venetian  plan. 

By  this-time,  however,  Adelson  was  set- 
ting up  in  the  next  booming  market, 
Macau.  To  compete  with  the  monopoly 
held  by  83-year-old  Stanley  Ho,  Adelson 
and  Wynn  were  picked  from  a  field  of  21 
bidders  in  early  2002.  But  Wynn  took  a 
wait-and-see  approach  to  Macau,  spend- 
ing months  petitioning  the  government  for 
new  laws  that  would  allow  him  to  extend 
credit  to  players. 


Adelson  moved  quickly  to  trump  his 
rival,  drawing  up  plans  for  the  Sands  and 
jetting  to  China  once  a  month  on  his  Boe- 
ing 737.  He  met  with  politicians  to  ensure 
he  could  secure  a  piece  of  land  on  the  wa- 
terfront, several  hundred  yards  from  the 
ferry  terminal.  He  dined  regularly  with  the 
de  facto  governor  of  Macau  (whose  tide  is 
chief  executive).  Construction  began  in 
February  2003,  and  the  Sands  opened  14 
months  later  to  moblike  crowds  stoked  by 
rumors  that  it  was  handing  out  free  gam- 
bling chips  (it  wasn't). 

"The  Sands  has  changed  the  face  of 
Macau,"  Adelson  says.  It  has  all  the  ameni- 
ties of  a  Vegas  casino:  clean  tables,  com- 
fortable chairs,  security  to  ward  off  prosti- 
tutes and  pickpockets,  a  buffet  and  a  steak 
house,  and  a  sophisticated  ventilation  sys- 
tem to  purge  the  air  of  cigarette  smoke. 
One  difference:  A  jackpot  on  the  slots  pays 
on  "8-8-8"  instead  of  "7-7-7,"  because  8  is 
a  lucky  number  in  China. 

The  Sands  went  down  market  to  lure 
China's  new  middle  class.  The  local  in- 
cumbent, Stanley  Ho,  focused  on  high- 
spending  "whales"  brought  in  by  some- 
times shady  junketeers;  his  Lisboa  is  one 
of  the  world's  top-grossing  casinos,  and  his 
company  rings  up  $3.5  billion  in  annual 
revenue. 

Some  17  million  tourists  visited  Macau 
last  year,  most  of  them  from  the  southern 


China  province  of  Guangdong  (pop.  lOCl 
million).  The  visitors  to  the  Sands  are  locals! 
and  day-trippers;  it  lacks  a  hotel  but  boasts! 
50  plush  suites,  which  it  gives  to  the  biggest 
spenders  free  of  charge. 

It  is  questionable,  however,  how  long 
Ho,  who  still  controls  over  90%  of  the 
Macau  market,  will  leave  the  low  rollers  tc 
the  Sands.  Ho  recently  opened  the  Colder 
Dragon  casino  and  tarted  up  another  on« 
to  relaunch  it  as  Greek  Mythology,  aimim 
both  at  the  mass  market.  In  addition,  con 
struction  is  under  way  on  the  $250  millior 
Grand  Lisboa,  near  the  original,  and  on  ; 
project  on  Cotai.  Ho's  daughter,  mean 
while,  is  in  a  deal  with  MGM  Mirage  of  tb 
U.S.  to  construct  a  resort  and  casino.  (Stan 
ley  Ho's  handlers  deny  this,  but  MGM  Mi 
rage  issued  a  press  release  on  the  deal. 
Elsewhere  Ho's  son  has  proposed  a  projec 
in  partnership  with  Australian  billionair 
broadcaster  Kerry  Packer.  (Ho's  reps  den 
this,  too — despite  the  fact  that  Ho  pose« 
for  a  picture  with  his  son  and  Packer  at 
groundbreaking  ceremony,  all  of  ther  IB 
holding  shovels.) 

No  problem,  Adelson  says.  "We'll  ge  1 
the  high  rollers.  Right  now  we're  conter 
going  after  the  mass  market.  We've  cap  to 
tured  40%  of  that,  and  we  thought  we'  i 
have  only  20%  at  this  point." 

Adelson  calls  the  Cotai  Strip  "the  be: 
business  idea  I've  ever  had."  The  Strip  «s 
flagship  resort,  the  $1.8  billion  Venetia 
Macau,  will  feature  1.8  million  square  fe» 
of  convention  space,  a  million-square-foc  ftl 
shopping  mall  and  3,000  rooms.  Six  oth«  K 1 
hotel  resorts  will  go  up,  each  with  1,5C  i 
rooms  or  more,  fancy  restaurants,  shop  p 
and  spas — and  each  one  will  be  paid  fc  fit 
by  a  hotel  company,  limiting  Adelson  {1 
exposure  even  as  his  company  runs  the  r  i 
casinos  and  pays  them  rent.  Adelson  sa-  id< 
he  has  signed  letters  of  intent  with  s  "< 
hotel  companies,  rumored  to  incluc  a 
Marriott  and  Starwood;  both  declined  Bi 
comment. 

In  Cotai,  Adelson  is  bringing  the  coi  c. 
vention-hawking  approach  that  worked  I 
well  in  Las  Vegas.  During  the  week  tl  >  \ 
Venetian  Macau  will  host  trade  shows  f  ■ 
Chinese  industries  at  its  convention  centi  I  ?i 
filling  the  rooms  and  casinos.  On  tl  t 
weekends  a  tour  operation  Adelson  pla 
to  start  will  bring  'em  in.  Back  in  Veg  ; 


"I  loved  being  an  outsider. 
I  didn't  care  what  those  guys  said. 


In  China,  find  your  Shangri-La  at 
16  superb  locations 

Wherever  your  travels  take  you  in  China, 
Shangri-La's  legendary  hospitality  is  never  far  away. 
You  can  find  it  now  at  16  superb  hotels  throughout  China. 
www.shangri-la.com 


Vanguard-  VIPERs  give  you 

«S£ne  new  places  to  apprec.ate. 

^  cxr    miorA  VIPERs®  covers  a  wide  range 

Our  recently  expanded  suite  of  Vauguard  VI 

»  TV,ev  offer  you  an  array  or  b  1  h  that  are 
of  major  market  segments.  ,     tooted  in  the  values 

Vanguard  has  been 
known  for  since 
we  introduced 
indexing,  almost 
thirty  years  ago. 
So  you  can  enjoy 
the  flexibility  of 
|ETFs  along  with 
I  the  confidence  that 
;  comes  when  you 

invest  with  an  indexing  Elder  whose  reputation  for  competitive  performance, 
low  costs,  and  long-term  thinking  is  well  known.  Indeed,  Vanguard  VIPERs 
give  you  what  any  ETF  should:  an  investment  that's  likely  to  track  its 
underlying  benchmark.  And  that's  something  any  investor  can  appreciate. 
To  learn  more,  call  your  financial  advisor  or  call  us  at  1-877-817-7331. 
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VIPER  shams  are  available  through  brokers  (who  may  charge  a  commission).  Vanguard  VIPER  shar 

cannot  be  redeemed  with  the  issuing  fund.  The  market  price  of  VIPER  Shares  may  be  more  or  less  than  net  ass 
value.  Call  Vanguard  or  your  broker  to  obtain  a  product  description  and  prospectus,  which  includes  investmei 
objectives,  risks,  charges,  expenses,  and  other  information;  read  and  consider  it  carefully  before  investim 

•VIPER  shares  are  nox  mutt  lal  funds.  Sector  VIPER  products  are  subject  to  sector  risks  and  non-diversification  risks,  which  may  result  in  ^*™«"US 
that  are  more  exne1,1,J.nuctua.,ons  in  the  overall  stock  market. 
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HOW  EXCHANGE-TRADED  FUNDS  CONTINUE 
TO  AMAZE  THE  INVESTING  PUBLIC 


Written  by  Marsha  Zapson 
Produced  by  Nuala  Byrne 

I  ust  when  investors  had  gotten  used  to  exchange-traded 
I  funds  (ETFs)  carving  up  every  conceivable  corner  of  the 
J  equity  and  fixed-income  markets,  these  infinitely  adaptable 
oducts  muscled  their  way  into  a  new  asset  class,  refined  some 
isting  sectors,  and  gave  investors  more  choices  than  ever  before. 


Is  there  a  MidCap 

Predicting  the  market  isn't  an  exact  science.  But  some  opportunities  are  crystal  clear.  MidCap  Spiders  (MDY)  re| 
can  help  balance  your  portfolio  with  companies  that  have  moved  beyond  the  uncertainties  of  start-ups,  yet  s' 
Spiders  have  low  management  feesT  Ask  your  advisor  for  details.  And  see  how  the  middle  can  play  a  part 


An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  c 
1-800-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  Past  performance  is  no  guarantee  of  future 

use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  MidCap  SPDRs  are  not  sponsored,  endorsed,  sold  or  promoted  by  Standard  &.  Poor'! 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 


ider  in  your  future? 

>ad  spectrum  of  mid-size  companies  that  comprise  the  S&P  MidCap  400.  Investing  in  mid-size  stocks  like  these 
unities  for  growth.  Of  course,  mid-caps  are  subject  to  greater  risk  than  large-cap  stocks.  Like  all  ETFs,  MidCap 
io's  future.  www.MidCapSPDR.com.  Ticker  symbol  Amex:MDY.  The  entire  S&P  MidCap  400  in  every  share. 
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i  nvesting.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.MidCapSPDR.com  or  call 

brokerage  commission  applies.  S&P  MidCap  400*  and  MidCap  SPDR*are  trademarks  of  The  McGraw-Hill  Companies,  Inc.,  licensed  for 
representation  regarding  the  advisahility  of  investing  in  MidCap  SPDRs.  ©2005  American  Stock  Exchange  LLC 


POWERSHARES 

Offering  Investors  Value 

PowerShares  XTF  has  introduced  the 
first  family  of  ETFs  based  on  enhanced 
indexes,  which  are  unlike  any  previously 
in  the  market.  While  these  ETFs  passively 
replicate  rules-based  indexes,  before 
fees  and  expenses,  many  of  the  indexes 
incorporate  some  of  the  more  technically 
advanced  investment  research  available 
in  the  marketplace  today. 

There  are  currently  II  ETFs  in  the 
PowerShares  palette,  all  of  which  trade 
on  the  American  Stock  Exchange,  and 
the  company  has  plans  to  launch  an 
additional  17  by  year-end.  The  two  oldest 
PowerShares  are  also  the  broadest:  the 
Dynamic  Market  Portfolio  (PWC)  and 
the  Dynamic  OTC  Portfolio  (PWO)  offer 
exposure  to  NYSE,  Amex  and  NASDAQ- 
listed  companies.  In  addition,  Power- 
Shares  offers  six  investment-style  ETFs, 
a  China  ETF,  a  high-yield  equity  dividend 
ETF  and  a  clean-energy  ETF. 

"Our  goal  is  to  provide  investors  with  a 
high-quality  investment  alternative  to 
traditional  mutual  funds  and  managed 
money,"  says  Bruce  Bond,  president  of 
PowerShares  Capital  Management.  "We 
intend  to  base  PowerShares  ETFs  on 
what  we  believe  are  compelling  invest- 
ment opportunities  rather  than  mere 
benchmarks." 

An  investor  should  consider  invest- 
ment objectives,  risks,  charges  and 
expenses  carefully  before  investing.  For 
a  copy  of  the  prospectus,  which  contains 
this  and  other  information  about  the 
Funds,  call  800.THE.AMEX  or  visit  our 
web  site  at  powershares.com.  Please 
read  the  prospectus  carefully  before 
investing.  There  are  risks  involved  with 
investing  in  ETFs,  including  possible  loss 
of  money.  PowerShares  funds  are  not 
actively  managed.  ALPS  Distributors, 
Inc.  is  the  distributor  of  the  PowerShares 
Exchange-Traded  Fund  Trust. 
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ETF  investors  may,  over  the  next  12 
months,  see  what  amounts  to  a  second 
wave  of  innovative  investment  opportu- 
nities. Initiatives  launched  in  2004  — 
some  more  immediately  successful  than 
others  —  are  beginning  to  propel  the 
industry  in  new  directions. 

U.S.  investors  got  their  first  commodity- 
based  ETF  late  last  year  when  street- 
Tracks  launched  the  first  domestic  ETF 
composed  of  physical  gold  (NYSE:GLD). 
It  has  already  attracted  more  than  $2  bil- 
lion in  assets,  making  this  product  one  of 
the  most  successful  ETF  launches  ever. 
Followed  quickly  in  January  2005  by  the 
Comex  Gold  Trust  (AMEX:  IAU),  that  prod- 
uct had,  despite  iShares'  strong  position 
in  the  ETF  market,  less  than  $15  million 
in  assets  in  mid-February. 

Even  though  the  gold  ETFs  were  allur- 
ing products,  other  ETF  developments 
attracted  recent  attention.  These  include 
ETFs  based  on  relatively  new  indexes 
covering  China  and  niche  areas  (such  as 
socially  responsible  investing),  and  even 
the  arcane,  such  as  alternative  energy 
sources.  The  industry  is  also  developing 
new  channels  —  such  as  401  (k)  and  stock 
reinvestment  plans  —  for  investors  to 
access  the  products,  as  well  as  strength- 
ening some  established  ones  such  as 
ETFs  that  can  be  bought  as  share  class- 
es of  larger  index  funds. 


Since  the  launch  of  the  Spider  (AM 
SPY)  in  1993,  the  ETF  that  tracks  the 
formance  of  the  S&P  500  index,  E" 
have  grown  to  a  business  with  well  c 
$300  billion  in  assets  on  some  30  st 
exchanges  worldwide.  While  more  tl 
two-thirds  of  those  assets  are  investei 
over  170  products  trading  in  the  U.S., 
industry  remains  a  relatively  small  par 
the  U.S.  investment  complex.  Its  ass 
are  just  a  fraction  of  the  more  than  $7 
lion  invested  in  U.S.  mutual  funds. 

At  the  end  of  2004,  U.S.  ETFs 
$236.6  billion  in  their  collective  cofff 
according  to  Deborah  Fuhr,  Morgan  Si 
ley's  London-based  ETF  strategist.  Ne 
45%  of  those  assets  were  directed 
ETFs  tracking  large-cap  indexes,  wl 
14.6%  were  earmarked  for  internatic 
ETFs.  Of  the  remaining  styles  and  as 
classes,  9.3%  went  to  sectors,  7%  w 
to  value,  5%  each  went  to  growth 
small  cap,  and  4%  went  to  fixed  incoti 

.The  ETFs  tracking  MSCI  country 
international  indexes  saw  the  great 
percentage  increase  in  assets  last  y> 
as  the  U.S.  dollar  lost  ground  amo 
world  currencies  and  U.S.  investors  u 
those  instruments  to  both  diver 
their  holdings  and  benefit  from  the  inl 
ent  currency  plays  they  offered.  I 
investors  invested  more  than  $62.1  bil 
in  foreign  stocks  between  January 


The  side  effects  of  affordable  health  care  may  include:  diversification,  intra-day  liquidity  and  total  transparency. 

With  only  0.27%*  of  total  expenses,  the  Health  Care  SPDR  (XLV)  gives  you  the  potential  benefits  of  owning  a  diverse  mix 
of  health  care,  biotechnology  and  pharmaceutical  companies  -  without  the  high  costs  traditionally  associated  with  the 
health  care  sector.  Ordinary  brokerage  commissions  apply.  To  learn  more,  contact  your  Financial  Advisor,  call  us,  or  visit 
us-on.the  web.  An  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing. 
To  obtain  a  prospectus,  which  contains  this  and  other  information,  visit  sectorspdrs.com  or  call  1-800-THE-AMEX.  Please 
read  the  prospectus  carefully  before  investing. 

*  Expenses  include  a  fee  waiver.  Before  fee  waiver,  expenses  would  be  0.30% 


1-800-THE-AMEX 


State  Street  Gipdal  advisors  I  S  SgA 


SELECT* -SECTOR 


WWW.SECTORSPDRS.COM 


Select  Sector  SPDRs  are  subject  to  risks  similar  to  those  of  stocks,  including  short-selling  and  margin  account  maintenance. 
Select^Sector  SPDR  Funds  bear  a  higher  level  of  risk  than  more  broadly  diversified  funds.  The  S&P  500,  SPDRs  and  Select  Sector 
SPDRs  are  trademarks  of  The  McGraw-Hill  Companies,  Inc.  arid  have  been  licensed  for  use.  The  stocks  included  in  each 
Select  Sector  Index  were  selected  by  the  compilation  agent.  Their  composition  and  weighting  can  be  expected  to  differ  to  that 
in  any  similar  index  that  is  published  by  S&P  LAPS  Distributors,  Inc.,  distributor  for  the  Select  Sector  SPDR  Trust. 


EXPAND  YOUR  IRA  RETIREMENT 
PORTFOLIO  WITH  QQQ  > 

Microsoft  •  QUALCOMM  •  eBay  •  Intel  •  Cisco 
Systems  •  Nextel  Communications  »  Dell  •  Amgen 

•  Apple  Computer  •  Starbucks  ■  Oracle  •  Comcast 

•  Yahoo!  •  BTogen  Idee  •  Maxim  Integrated 
Products  •  Symantec  •  lAC/lnterActiveCorp  • 
Electronic  Arts  •  Genzyme  •  Research  in  Motion 

•  Bed  Bath  &  Beyond  •  Linear  Technology  • 
Biomet  •  PACCAR  •  Apollo  Group  •  Gilead 
Sciences  •  Applied  Materials  •  Adobe  Systems  • 
PeopleSoft  •  Teva  Pharmaceutical  Industries  • 
Xilinx  •  Network  Appliance  ■  VERITAS  Software  . 

•  Paychex  •  Costco  Wholesale  •  Staples  • 
KLA-Tencor  •  Sirius  Satellite  Radio  •  Amazon.com 

•  Altera  •  Intuit  •  Fiserv  •  Juniper  Networks  • 
Kmart  Holding  •  Cintas  •  Marvell  Technology 
Group  •  Autodesk  •  Flextronics  International 

•  XM  Satellite  Radio  Holdings  •  Liberty  Media 
International  •  Chiron  •  VeriSign  •  Broadcom  • 
Sun  Microsystems  •  Wynn  Resorts  •  EchoStar 
Communications  •  Medlmmune  •  MCI  • 
NTL  •  Check  Point  Software  Technologies 

•  Siebel  Systems  •  Garmin  •  Whole  Foods 
Market  •  CDW  •  LM  Ericsson  Telephone  • 
Expeditors  International  of  Washington 

•  Patterson  Companies  •  Citrix  Systems  • 
Express  Scripts  •  PETsMART  •  JDS  Uniphase 

•  Comverse  Technology  •  Pixar  •  ATI 
Technologies  •  Smurfit-Stone  Container 

•  C.H.  Ro.binson  Worldwide  ••  Fastenal  • 
Sanmina-SCI  •  Microchip  Technology  • 
DENTSPLY  •  Lincare  Holdings  •  Sigma-Aldrich 

•  Lam  Research  •  Ross  Stores  •  Mercury 
Interactive  •  American  Power  Conversion  • 
Novellus  Systems  •  Millennium  Pharmaceuticals 

•  Career  Education  •  Lamar  Advertising  • 
SanDisk  •  QLogic  •  BEA  Systems  •  Invitrogen 

•  Dollar  Tree  Stores  •  Molex  •  Synopsys  • 
Intersil  •  Level  3  Communications  •  Tellabs 

QQQ  NASDAQ -IOO 

SYMBOL:  C5QQO 


An  investor  should  consider  investment 
objectives,  risks,  charges  and  expenses 
carefully  before  investing.  To  obtain  a 
prospectus,  which  contains  this  and  other 
information  about  QQQ,  a  unit  investment 
trust,  please  call  888.627.3837.  Read  the 
prospectus  carefully  before  investing. 
ALPS  Distributors,  Inc.,  a  registered 
broker-dealer,  is  distributor  for  QQQ. 
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October  2004,  according  to  the  U.S.  Trea- 
sury Department,  and,  in  line  with  that 
performance,  the  MSCI  EAFE  (AMEX: 
EFA),  Japan  (AMEX:  EWJ)  and  Emerging 
Markets  ETFs  (AMEX:  EEM)  all  saw  sub- 
stantial net  inflows. 

"Investors  have  begun  using  low-cost 
index  products  like  ETFs  to  gain  exposure 
to  international  markets,"  says  Fuhr, 
"while  picking  individual  stocks  in  their 
home  country  where  they  know  the 
company  and  the  language  and  feel 
they  can  add  value."  U.S. -based  ETFs 
tracking  international  indexes  saw 
their  assets  grow  by  143%  last  year, 
whereas  ETFs  tracking  U.S.  indexes  grew 
by  40.3%,  she  says. 

ETFs  Offer  Investors  Diversity 

In  their  short  but  happy  life,  ETFs  have 
so  far  focused  on  products  tracking  well- 
known  market  indexes,  such  as  the  S&P 
500,  the  NASDAQ-100  and  the  Russell 
2000,  and  their  respective  style  and 
sector  families.  As  a  result,  investors  can 
now  use  ETFs  to  buy  or  sell  short  diver- 


The  availability  of  listed 
options  on  about  60  of  the 
most  liquid  ETFs  in  the  U.S. 
has  enhanced  investors'  abil- 
ity to  hedge  their  portfolios. 


sified  exposure  to  just  about  eve 
market  segment,  including  broad 
narrow  cuts  of  U.S.  or  international  ec 
ties,  fixed  income,  sectors  from  rj 
estate  to  health  care,  and  styles  frd 
large-cap  value  to  small-cap  growth. 

More  recently,  options  have  beg 
trading  on  about  60  of  the  most  liqi 
ETFs  in  the  U.S.,  and  investors  seek 
to  buy  puts  or  calls  on  these  ETFs  can 


The  basic  ETF  structur 
that  launched  an  industry  i 
now  a  template  to  trad 
other  market  segments. 


so  on  the  American  Stock  Exchange 
early  January,  ETF  and  derivative  mark 
were  abuzz  with  the  news  that  S 
options  began  trading.  These  options 
1  /10th  the  size  of  the  S&P  500  ind 
making  the  price  for  Spider  options  mi 
lower  than  for  S&P  options.  Invest 
already  holding  SPY  options  can  hec 
market  exposure  by  selling  covered  c 
or  buying  protective  puts. 

One  result  of  this  product  evolution 
been  to  confront  investors  with  sor 
times  confusing  choices  between  sinr 
products  with  similar  performance  cr 
acteristics.  Investors  seeking  access 
financial  institutions,  for  example, 


FROM  > 


MOTHER  NATURE 


UNCLE  SAM 

Expand  your  IRA  retirement  portfolio  with  100  of  NASDAQ's  largest  nonfinancial 
companies,*  all  in  one  stock.  Investing  in  QQQ®  gives  investors  both  diversity 
and  liquidity.  No  wonder  it's  the  most  actively  traded  ETF  in  the  world.  While 
QQQ  is  subject  to  risks  similar  to  stocks,  including  those  regarding  short  selling 
and  margin  account  maintenance,  it  is  both  tax-efficient  and  low-cost,  though 
ordinary  brokerage  commissions  apply.  To  learn  more,  call  888.627.3837  or 
visit  NASDAQ-100.com. 

QQQ  NASDAQ  -  IOO 

^■^Tl  ISYMBOL:  QQQQ 


QQ  tracks  the  NASDAQ-100  Index'.'  The  NASDAQ-100  Index  is  comprised  of  100  of  NASDAQ's  largest  nonfinancial  companies  based  on  their  market  capitalization. 

n  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  To  obtain  a 
rospectus,  which  contains  this  and  other  information  about  QQQ,  a  unit  investment  trust,  please  call  888.627,3837.  Read  the 
rospectus  carefully  before  investing, 

<\SDAQ;  NASDAQ-100  Index,  NASDAQ-100  Index  Tracking  Stock  and  QQQ  are  trade/service  marks  of  The  Nasdaq  Stock  Market,  Inc.  and  have  been  licensed  for  use  by 
<\SDAQ  financial  Products  Services,  Inc.,  QQQ's  sponsor.  NASDAQ  makes  no  representation  regarding  the  advisability  of  investing  in  QQQ  and  makes  no  warranty  and 
iars  no  liability  with  respect  to  QQQ,  the  NASDAQ-100  Index,  its  use  or  any  data  included  therein. 

LPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  QQQ.  ©2005  Tbe  Nasdaq  Stock  Market,  Inc.  All  Rights  Reserved. 
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Sum  of  the  Parts 
>  the  S&P  500? 

Select  Sector  SPDRs  are  unique  ETFs 
that  divide  the  S&P  500  into  nine  sector 
index  funds,  thereby  allowing  you  to  cus- 
tomize your  investments  by  picking  and 
weighting  these  sectors  to  meet  your 
specific  investment  goal.  You  can  buy  or 
sell  Sector  SPDR  shares  on  the  American 
Stock  Exchange  throughout  the  trading 
day,  just  like  shares  of  stock. 

Together,  the  nine  Sector  SPDRs  repre- 
sent the  S&P  500  as  a  whole.  However, 
each  Sector  SPDR  can  be  bought  individ- 
ually, providing  you  with  undiluted  expo- 
sure to  a  particular  sector. 


Select  Sector  SPDR 

Symbol 

#Stocks 

S&P 
Weighting 

Consumer 
Discretionary 

XLY 

87 

11% 

Consumer 
Staples 

XLP 

36 

11% 

Energy 

XLE 

28 

8% 

Financial 

XLF 

82 

21% 

Healthcare 

XLV 

55 

13% 

Industrial 

XLI 

57 

12% 

Materials 

XLB 

32 

3% 

Technology 

XLK 

90 

18% 

Utilities 

XLU 

33 

3% 

S&P  500 

500 

100% 

As  of  2/10/05 


Sector  SPDRs  are  designed  to  be  cost- 
efficient  investments  and  are  managed 
with  the  objective  of  matching  the  price 
and  yield  performance  of  the  underlying 
sector  index.  The  average  expense  ratio 
for  Sector  SPDRs  is  0.27%.  Ordinary 
brokerage  commissions  apply  when  buy- 
ing or  selling  shares  of  Sector  SPDRs. 


choose  among  five  different  financial 
ETFs,  including  the  Select  Sector  Finan- 
cial SPDR  (AMEX:  XLF),  up  10.9%  in 
2004;  and  Vanguard's  Financials  VIPER 
(AMEX:  VFH),  which  is  less  than  a  year 
old  but  was  up  76%  last  quarter  (a 
period  in  which  its  competitors  also 
made  most  of  their  profits). 

Having  multiple  funds  tracking  similar 
benchmarks  —  or  even  the  same  bench- 
mark —  is  evident  globally.  But  product 
duplication  may  be  less  common  in  the 
future  as  fund  designers  look  for  new 
opportunities  and  some  products  are 
taken  off  the  market. 

Breaking  Barriers 

"ETFs  have  evolved  from  a  product  to 
a  family,"  says  Cliff  Weber,  senior  vice 
president  of  the  American  Stock 
Exchange's  ETF  marketplace.  "Initially, 
ETFs  expanded  into  sectors,  countries, 
regions  and  styles  —  the  way  you  would 
expect  an  equity  market  to  be  sliced  and 
diced."  More  recently,  fixed-income 
ETFs  offering  exposure  to  corporate 
bonds  and  Treasury  instruments  of  vary- 
ing duration  have  attracted  more  than  $9 
billion  in  assets. 

The  basic  ETF  structure  that  launched 
an  industry  is  now  a  template  to  trade 
other  market  segments,  says  Gus 
Fleites,  president  of  SSgA  Funds  Man- 
agement Inc.,  the  State  Street  affiliate 
that  manages  the  streetTracks  family. 

"The  ability  to  bring  what  is  essentially 
an  equity  wrapper  to  market  segments 
that  are  over-the-counter  or  that  lack  the 
transparency,  efficient  trading  and  set- 
tlement systems  of  equities,  such  as 
commodities,  has  been  a  tremendous 
boon  to  investors,"  he  says. 

In  the  case  of  the  streetTracks  Gold 
Trust,  that  equity  wrapper  concept  has 
been  hugely  successful.  It  and  its 
iShares  equivalent  have  succeeded  in 
tracking  the  gold  market  to  very  close 
tolerances.  Unlike  gold  mutual  funds, 
which  normally  invest  much  of  their 


assets  in  the  stock  of  gold  and  otH 
mining  companies,  these  ETFs  allj 
investors  a  "pure"  gold  position,  wit™ 
the  risks,  costs  and  complexity  of  tak| 
physical  or  futures  market  positioi 
Shares  of  both  ETFs  represent  holdin 
of  one-tenth  of  an  ounce  of  gold  bullii 
and  trade  within  pennies  of  each  otH 
and  the  actual  price  of  gold. 

The  structure  on  which  the  gold  E 
was  built  can  be  taken  and  applied! 
other  commodities,  remarked  Fleites 
a  comment  acknowledging  widespre 
speculation  in  ETF  circles  about  t 
possible  emergence  of  similar  produ< 
tracking  silver  (and  other  metals)  or 
(and  other  commodities.)  This  structu 
also  suggests  the  potential  for  ETFs) 
track  broad-based  commodity  index* 
such  as  Goldman  Sachs  or  CRB,  tit 
are  so  far  available  only  to  futud 
market  investors. 

Each  commodity  faces  its  own  set) 
hurdles,  including  storage,  transf 
liquidity  and  regulatory  issues,  wh 
is  why  it  took  the  U.S.  Securit 
and  Exchange  Commission  well  on 
a  year  to  approve  the  gold-back 
ETFs.  "But  one  thing  is  for  sure,"  sa 
Weber,  "when  there  are  a  lot  of  smi 
people  trying  to  figure  something  o 
they  eventually  will." 

Additional  New  Options 

New  investment  options  are  a 
emerging  among  equity-based  ETI 
with  some  of  the  most  innovative  wt 
being  done  by  PowerShares  Capi 
Management  LLC,  a  privately  held  cc 
pany  based  in  Wheaton,  III.  Its  two  in ii 
products,  Dynamic  Market  Portfc 
(AMEX:  PWC)  and  Dynamic  OTC  Port 
1 1 o  (AMEX:  PWO),  introduced  the  cc 
cept  of  enhanced  indexing  when  th 
were  launched  in  2003  and  rem 
unique  in  the  ETF  world. 

The  products  have  certainly  achie\- 
their  stated  goal  of  outperforming  ci 
ventional  benchmarks,  despite  holdi 


TATE  STREET  GLOBAL  ADVISORS 

long  the  world's  largest  asset  managers,  with  approximately  $1.3  trillion  in  assets  under  management1,  State  Street  Global 
visors  (SSgA)  is  the  investment  management  arm  of  State  Street  Corporation.  SSgA  is  focused  on  designing  and  delivering 
mpetitive  investment  strategies  and  integrated  solutions  to  its  clients  worldwide,  across  virtually  every  asset  class,  capitali- 
Non  range,  investment  approach,  region  and  style.  SSgA  commands  a  truly  international  presence,  with  28  offices  and  II 
restment  centers  across  4  continents. 


CHANGE  TRADED  FUNDS 


A  global  force  to  be  reckoned  with,  SSgA  is  a  pioneering  leader  in  the  development  and  management  of  exchange 
traded  funds  (ETFs).  Back  in  1993,  together  with  the  American  Stock  Exchange,  SSgA  introduced  the  first  ETF-the 
SPDR.  Now  the  world's  largest  ETF  with  more  than  $54  billion2  in  assets,  the  SPDR  embodied  a  vision  and  purpose:  To 
offer  investors  a  well-diversified  array  of  investment  products  that  will  enable  them  to  flexibly  achieve  their  invest- 
ment objectives. 

Today,  SSgA  continues  to  fulfill  that  vision  as  one  of  the  world's  largest  ETF  managers,  representing  23  domestic  and 
21  international  ETFs  with  approximately  $82  billion  in  total  assets.3  Leveraging  its  immense  resources,  including 
decades  of  experience  and  advanced  capabilities  with  passively  managed  products,  SSgA  will  continue  to  expand  its 
ETF  offerings,  support  and  knowledge  capital  in  this  core  business. 


JTUAL  FUNDS 


In  addition  to  ETFs,  SSgA  offers  an  array  of  very  attractive  active,  quantitative,  passive  and  lifestyle  mutual  funds. 
SSgA's  expertise  in  global,  international  and  emerging  market  strategies  translates  into  world-class  mutual  funds  that 
seek  to  enhance  a  client's  investment  over  time.  The  SSgA®  Funds  family  comprises  28  funds  with  more  than  $31  bil- 
lion in  assets.4 


PARATELY  MANAGED  ACCOUNT  STRATEGIES 


Finally,  SSgA  offers  a  broad  range  of  innovative  active  and  passive  separately  managed  account  (SMA)  strategies, 
including  customized  and  tax-aware  solutions.  Through  SMA  strategies,  SSgA  offers  its  clients  straightforward 
access  to  the  exclusive  investment  management  expertise  of  one  of  the  world's  leading  asset  managers. 


For  more  detailed  information  about  SSgA  and 
its  products  and  services— or  to  contact 
SSgA  directly— visit  http://www.streettracks.com 
or  call  877.521.4083. 


As  of  December  31,  2004 

2  As  of  January  31,  2005 

3  Ibid 

4  As  of  December  31,  2004 
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NASDAQ  Global  Funds 

The  NASDAQ-I00  Index  Tracking  Stock 
is  known  worldwide  by  its  QQQQ  ticker, 
yet  how  many  people  know  that  it  was 
designed  and  launched  by  NASDAQ, 
queries  John  Jacobs,  NASDAQ's  execu- 
tive vice  president.  One  of  the  best-kept 
secrets  of  index  funds  is  about  to 
change. 

Earlier  this  year,  NASDAQ  gave  its  fund 
business  a  new  name:  NASDAQ  Global 
Funds.  The  decision  was  made,  says 
Jacobs,  to  reinforce  NASDAQ's  place  as 
the  third-largest  sponsor  of  ETFs  in  the 
U.S. 

NASDAQ  Global  Funds  sponsors  five 
ETFs  in  the  U.S.  and  one  in  Europe,  it 
licenses  two  of  its  indexes  to  other  fund 
companies  for  ETFs,  and  it  trades  just 
about  any  U.S.  ETF  investors  want  to 
buy.  "We're  a  stock  market,  but  we're 
also  an  index  provider  as  well  as  a  fund 
family  just  like  Fidelity,  Vanguard,  BGI,  or 
State  Street,"  says  Jacobs.  "Our  new 
name  reflects  that,  and  we  can  bring  a 
UIT  ETF  product  to  market  very  quickly." 

An  investor  should  consider  invest- 
ment objectives,  risks,  charges  and 
expenses  carefully  before  investing.  To 
obtain  a  prospectus,  which  contains  this 
and  other  information  about  QQQ,  a  unit 
investment  trust,  please  call  888.627. 
3837.  Read  the  prospectus  carefully 
before  investing. 

ALPS  Distributors,  Inc.,  a  registered 
broker-dealer,  is  distributor  for  QQQ. 


just  100  stocks.  In 
2004,  the  Dynamic 
Market  Portfolio  re- 
turned 18.1%,  and  the 
Dynamic  OTC  Portfolio 
12.6%,  while  other 
broad-based  ETFs  re- 
turned between  10% 
and  13%. 

PWC's  outperfor- 
mance  is  due  to  the 
design  of  the  index  it 
mirrors,  says  Bruce 
Bond,  PowerShares' 
president.  These  index- 
es, which  are  called 
Intellidexes,  are  de- 
signed and  calculated 
by  the  American  Stock 
Exchange  and  are  "the 
first  of  their  kind 
to  have  ETFs  based 
on  them,"  he  says. 
"Regardless  of  market  conditions,  Intel- 
lidexes seek  to  select  stocks  in  any  given 
size  and  style  universe  that  have  the 
greatest  capital  appreciation  potential  of 
the  group."  In  comparison,  other  bench- 
mark ETF  indexes  select  stocks  without 
regard  for  their  investment  merit. 

PowerShares  has  big  ambitions.  It 
added  two  funds  in  late  2004  —  the  High 
Yield  Equity  Dividend  Achievers  Portfolio 


ETFs  allow  individuals  to 
quickly  and  cost  efficiently 
get  exposure  to  a  very 
broad  segment  of  the 
marketplace  and  thereby 
avoid  single-stock  risk. 


(AMEX:  PEY)  and  the  Golden  Dragon 
Halter  USX  China  Portfolio  (AMEX:  PGJ) 
—  and  plans  to  introduce  six  value  and 
growth  products  and  17  narrowly  based 
sector  products,  all  using  the  Intellidexes, 
in  the  first  half  of  2005. 
The  China  fund,  addressing  one  of  the 


hottest  investment  themes  of  20 
shares  six  of  its  top  ten  holdings  with 
much  larger  iShares  FTSE/Xinhua  Cft 
25  Index  Fund  (NYSE:  FXI),  which  v 
launched  in  November  2004.  But  wr 
the  FTSE/Xinhua  fund  —  the  first  iSha 
country  offering  not  based  on  an  M! 
index  —  seeks  to  match  the  price  a 
yield  of  the  underlying  index,  the  Ha 
portfolio  holds  U.S.  exchange-listed  se 
rities  of  companies  that  derive  a  majo 
of  their  revenues  from  China. 

Many  of  the  narrow-based  Pow 
Shares  products  offer  investment  opp 
tunities  so  far  not  available  among  U 
based  ETFs,  such  as  aerospace 
defense,  media,  leisure  and  entertc 
ment,  and  clean  energy. 

Further  illustrating  the  trend  to  nic 
products,  another  new  PowerSha 
tracks  the  WilderHill  Clean  Energy  Inc 
(AMEX:  ECO),  which  the  American  St 
Exchange  began  publishing  in  Aug 
2004.  Comprised  of  publicly  traded  cc 
panies  focusing  on  greener  and  gener 


ewable  sources  of  energy,  the  new 
(AM EX:  PBW)  offers  investors  a  diver- 
id  basket  of  companies  operating  in  a 
xiously  volatile  sector.  In  mid-February, 
index's  five  largest  holdings  account- 
or  less  than  20%  of  the  portfolio. 

Avoiding  Meitdowns 

ne  developments  in  the  ETF  market 
not  changing  the  fundamental  appli- 
3n  of  these  instruments  to  investors' 


nlike  traditional  mutual 
nds,  ETFs  are  cost  and 
x  efficient,  rarely  passing 
i  capital  gains  until  the 
lares  are  sold. This  saves 
vestors  a  big  headache  at 
x  time. 


'folios:  "ETFs  allow  individuals  to 
:kly  and  cost-efficiently  get  exposure 
very  broad  segment  of  the  market- 
e  and  thereby  avoid  single-stock  risk," 
5  SSgA's  Fleites. 

vestors  who  want  exposure  to  broad 
.  indexes,  like  the  Dow  Jones  Indus- 
Average,  the  S&P  500  or  the 
5DAQ  100,  can  obtain  it  by  buying 
■nonds  (AMEX:  DIA),  Spiders  or 
DQs  (NASDAQ:  QQQQ),  respective- 
ince  ETFs  mirror  the  composition  and 
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weightings  of  the  indexes  they  track,  a 
share  of  the  SPDR  (which  is  known  col- 
loquially as  the  Spider,  and  stands  for 
Standard  &  Poor's  Depositary  Receipts) 
offers  instant  exposure  to  the  500  stocks 
in  the  S&P  500. 

The  benefits  are  immediately  obvious 
in  meltdown  moments.  Investors  who 
bought  their  exposure  to  the  pharma- 
ceutical industry  by  holding  Merck  &  Co 
took  a  significant  hit  last  September 
when  the  blue-chip,  Dow  30  component 
was  forced  to  withdraw  Vioxx  from  the 
market,  wiping  about  40%  off  the 
stock's  value  and  $30  billion  from  its 
market  capitalization. 

Holding  that  pharmaceutical  exposure 
in  a  health-care  ETF,  such  as  the  Select 
Sector  Health  Care  SPDR  (AMEX:  XLV), 
would  have  cushioned  the  fall.  While 
pharmaceuticals  account  for  around 
55%  of  the  portfolio,  its  Merck  holding 
was  just  5%  and  the  ETF  returned  1.3% 
in  2004,  sparing  investors  the  worst  of 
the  Vioxx  debacle. 

ETFs  offer  other  benefits,  says  Weber. 
"They're  transparent,  flexible,  and  tax 
and  cost  efficient."  Investors  know  exact- 
ly what  they're  buying,  since  ETF  con- 
stituents and  their  weightings  are  widely 
available  on  many  web  sites.  (Most  U.S. 
ETFs  are  listed  on  the  American  Stock 


SSgA 


State  Street 
Global  Advisors 

State  Street  Global  Advisors  (SSgA), 
the  investment  management  arm  of 
State  Street  Corporation,  is  one  of  the 
world's  largest  asset  managers  with  over 
$1.3  trillion1  in  assets  under  management. 
SSgA  is  focused  on  designing  and  deliv- 
ering competitive  investment  strategies 
and  integrated  solutions  to  its  clients 
worldwide,  across  virtually  every  asset 
class,  capitalization  range,  investment 
approach,  region  and  style.  It  com- 
mands a  truly  global  presence,  with  28 
offices  and  II  investment  centers  across 
4  continents. 

A  pioneer  in  the  development  and  man- 
agement of  ETFs,  SSgA,  in  partnership 
with  the  American  Stock  Exchange, 
introduced  the  SPDR  -  the  first  and  still 
largest  ETF  -  in  1993.  Today,  SSgA  rep- 
resents 23  domestic  and  21  international 
exchange  traded  funds  with  approxi- 
mately $82  billion2  in  total  assets. 

For  more  detailed  information  about 
SSgA,  its  products  and  services  — 
or  to  contact  SSgA  directly  —  visit 
http://www.streettracks.com  or  call  877. 
521.4083. 
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Exchange,  and  price,  performance  and 
other  details  can  be  found  by  searching 
www.amex.com  under  the  ETF  symbol.) 

ETFs,  which  are  baskets  of  stock, 
are  flexible  because  they  act  like 
stock,  he  says.  They  can  be  bought 
and  sold  all  day  long  through  a  broker 
for  a  commission,  and  can  be  sold 
short  in  the  U.S.  (and  a  few  other 
countries)  without  having  to  wait  for  a 
downtick.  Investors  can  use  tradition- 
al stock  orders,  such  as  limit  orders, 
market  orders,  stop  orders,  market  on 
open,  and  market  on  close.  These  buy 
and  sell  techniques  allow  investors  to 
hedge  long-term  positions  in  specific 
sectors  —  even  in  a  falling  market. 

And,  unlike  traditional  mutual  funds, 
ETFs  are  cost  and  tax  efficient,  rarely 
passing  on  capital  gains  until  the 
shares  are  sold.  This  saves  investors  a 
big  headache  at  tax  time.  Ongoing 
expenses  are  low  because  ETFs  are 
index  based,  which  limits  turnover  to 
the  underlying  holdings. 

ETFs  are  also  tax-swap  candidates 
for  investors  who  have  racked  up 
losses  in  other  mutual  funds,  ETFs  or 
stocks.  Those  losses  can  be  the  basis 
for  year-end  tax-harvesting  strategies 


for  the  current  year  as  well  as  realized 
or  future  capital  gains. 

If  a  portfolio  is,  for  example,  tech 
heavy,  swaps  can  be  made  between 
individual  stocks  and  ETFs  in  that  sector. 
A  large  Intel  (NASDAQ:  INTO  holding  can 
be  replaced,  and  the  semiconductor 
exposure  maintained,  by  substituting 
ETFs,  such  as  the  Select  Sector  Technol- 
ogy SPDR  (AMEX:  XLK)  with  its  6.6% 
Intel  stake  or  the  streetTracks  Morgan 
Stanley  High  Tech  35  (AMEX:  MTK)  with 
its  2.9%  Intel  stake. 

In  addition  to  using  sector  ETFs  at  year- 
end  for  tax  purposes  or  to  hedge  a  port- 
folio, sector  ETFs  can  also  be  used  to 
tailor  exposure  to  major  market  indexes. 
Last  year,  not  surprisingly,  ETFs  tracking 
the  energy,  health  care  and  real  estate 
sectors  saw  the  largest  inflows.  While 
investors  continue  to  express  their  opin- 
ions about  sectors  by  underweighting  or 
overweighting  market  segments,  Dan 
Dolan,  director  of  wealth  management 
strategies  for  the  Select  Sector  SPDRs, 
says  he  sees  another  trend. 

Portfolio  Building 

"Many  investors  today  are  buying  all 
nine  sector  SPDRs  for  their  U.S.  expo- 


sure, and  then  weighting  each  SPDR  » 
ferently  to  meet  different  investing 
objectives,"  he  says.  For  example,  c\ 
servative  investors  can  fine-tune  the  U 
portion  of  their  portfolio  by  overweig 
ing  lower-volatility  sectors  such  as  u| 
ties  (AMEX:  XLU),  energy  (AMEX:  XL 
and  materials  (AMEX:  XLB),  while  una 
weighting  —  or  omitting  —  more  vola 
sectors,  such  as  technology. 


As  awareness  of  ETF1 
grows,  the  market  is  busi 
developing  new  ways  U 
use  them  and  new  char 
nels  through  which  thei 
can  be  accessed. 


One  of  the  appeals  of  using  this  fam 
of  sector  ETFs  is  that  the  nine  sec 
SPDRs  are  carved  out  of,  and  when  cc 
bined  equal,  the  S&P  500,  an  inc 
against  which  so  many  investors  i 
benchmarked.  More  than  $1  trillion 
directly  invested  in  funds  tracking  1 
S&P  500,  of  which  the  Spider  accoul 
for  $55.8  billion.  Over  the  last  couple 
years,  the  Sector  SPDRs  have  tripl 
their  collective  assets,  going  from  ji 
over  $3  billion  in  assets  in  January  2C 
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USD  Millions 
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Worldwide  ETF  Growth 


1993      1994      1995      1996      1997      1998      1999      2000      2001      2002      2003  2004 
$811     $1,121     $2,302     $5,258    $8234    $17,596   $39,605   $74,337  $104,800  $141,621  $212,016  $309,796 
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Number  of  ETFs 


Source:  Morgan  Stanley  InvestmenlStrategies,  Bloomberg 
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The  Power  of  Selection 


ETFs  based  on  intelligent  indexes 
designed  to  select  only  the  finest. 


^  PowerShares  Exchange  Traded  Funds 

Xchange  your  perspective. 


w.powershares.com 


powersHARES 


800  983.0903 


isks  involved  with  investing  in  ETFs  including  possible  loss  of  money.  PowerShares  are  not  actively  managed  and  are  subject  to  risk  similar  to  stocks, 

hose  related  to  short  selling  and  margin  maintenance.  PowerShares  are  not  FDIC  insured,  may  lose  value  and  have  no  bank  guarantee. 

I  anticipate  that  the  value  of  the  fund's  shares  will  increase  or  decline,  more  or  less,  in  correlation  with  the  value  of  the  underlying  Index. The  portfolio's 

i  not  match  the  return  of  the  underlying  Index  for  a  number  of  reasons.  For  example,  the  portfolio  incurs  expenses  not  applicable  to  the  index.  The  Index 

icentrated  in  issues  in  industries  or  sectors  of  the  economy.  If  the  portfolio  is  focused  in  an  industry  or  sector,  it  may  present  more  risk  than  if  it  were 

versified  over  numerous  industries  and  sectors  of  the  economy. 

es  is  a  trademark  of  PowerShares  Capital  Management  LLC. 

tributors,  Inc.  is  the  distributor  of  the  PowerShares  Exchange  Traded  Fund  Trust. 

>r  should  consider  the  fund's  investment  objectives,  risks,  charges  and  expenses  carefully  before  investing.  For  a  copy  of  the  prospectus  which 
his  and  other  information  about  the  fund  call  800.THE.AMEX  or  visit  our  website  powershares.com  for  a  prospectus.  Please  read  the  prospectus 
iefore  investing. 

©  2005  PowerShares  Capital  Management  LLC 
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to  $9.4  billion  at  the  end  of  2004. 

Dolan  attributes  this  growth  to  finan- 
cial intermediaries,  financial  planners 
and  just  regular  investors  who  use  ETFs 
in  general  and  sector  SPDRs  in  particu- 
lar to  build  portfolios.  As  an  example,  he 
points  to  the  Select  Sector  SPDR  Utility 
Fund,  which  received  renewed  attention 
when  the  tax  code  changed  last  year, 
allowing  dividends  to  be  taxed  at  15%. 

"If  you're  a  financial  adviser  running  a 
portfolio,  and  3%  of  that  portfolio  is  ear- 
marked for  S&P  utilities,  it  can  be  diffi- 
cult to  get  that  exposure,"  says  Dolan. 
Buying  XLU  means  the  portfolio 
receives  exposure  to  the  33  utility 
stocks  in  the  S&P  500  in  one  trade,  and 
"financial  advisers,  who  don't  neces- 
sarily have  utility  industry  experts  on 
staff,  can  buy  enough  XLU  to  meet  their 
allocation  and  then  forget  about  it." 

At  the  end  of  2004,  XLU  rose  to 
nearly  $1.7  billion  after  starting  the  year 
at  about  $1.3  billion,  and  it  had  a  23.5% 
return  for  the  year.  For  a  fund  that 
charges  a  management  fee  of  27  basis 
points,  that's  cheap  alpha,  says  Dolan. 

As  awareness  of  ETFs  grows,  the 
market  is  busy  developing  new  ways  to 
use  them  and  new  channels  through 


which  they  can  be  accessed.  Until 
recently,  401  (k)  plans  had  taken  a  pass 
on  ETFs.  But  thanks  to  some  sophisti- 
cated programming  by  a  heretofore 
little-known  company  in  Oregon,  ETFs 
are  now-finding  their  way  into  retire- 
ment portfolios. 

Invest  n  Retire,  an  Internet-based 
401  (k)  service  provider,  has  built  an  all- 
ETF  platform  for  retirement  accounts, 
says  John  Jacobs,  chief  executive  offi- 
cer of  NASDAQ  Global  Funds.  "A 
couple  of  years  ago,  plan  administra- 
tors would  not  have  known  how  to 
incorporate  ETFs  into  a  401  (k);  today, 
it's  on  everyone's  radar." 

But  also,  he  says,  "we're  working  on 
a  direct  stock  purchase  program  for  the 
QQQQs,"  which  would  allow  investors 
to  dollar  cost  average  while  avoiding 
brokerage  commissions  every  time 
they  purchased  new  shares.  Even  after 
the  tech  implosion,  QQQQ  remains 
one  of  the  world's  most  heavily  traded 
stocks,  trading  an  average  86  million 
shares  a  day  during  2004,  and  leading 
U.S.  equity  options  market  volume  as 
well.  It  trails  only  the  Spider  in  terms 
of  ETF  assets,  and  has  more  than 
1  million  stockholders. 


Jacobs  attributes  QQQQ's  contini, 
popularity  to  the  diversity  of  grov 
that's  built  into  the  index,  which 
composed  of  the  largest  100  non-fin 
cial  stocks  traded  on  the  NASDAQ,  f- 
because  of  this,  NASDAQ  Global  Fur 
is  considering  new  products  based 
the  index,  which  now  has  a  divide 
yield,  due  to  Microsoft  (NASD/ 
MSFT).  Fund  sponsors  are  looking 
develop  a  dividend  yield  version  of 
NASDAQ-100  Index,  while  others 
considering  a  different  weighting  ol 

Adding  another  layer  of  flexibility 
an  already  flexible  product  is  V 
guard,  that  conservative  behemotl" 
mutual  funds,  which  offers  ETFs  t 
are  a  little  different  from  —  but  cc 
petitively  priced  with  —  others  in 
market.  ItsVIPERs,  or  Vanguard  Ini 
Participation  Equity  Receipts, 
ETFs  built  as  a  share  class  of  its 
ditional  mutual  fund  portfolios. 

"VIPERs  are  an  extension  of  w 
we've  been  doing  for  about  30  yea 
says  Noel  Archard,  a  Vanguard  prit 
pal  for  the  VIPERs.  "They're  a  n 
take  on  our  equity,  low  cost,  dive 
fied  products  already  out  there  in 
marketplace." 


Index  Equity  Fund  Flows  as  a  Percent  of  Total  Equity  Fund  Flows,  1995-2004  YTD 
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jrrently,  Vanguard  has  20  ETFs 
d  on  the  American  Stock  Exchange, 
i  some  $6  billion  under  manage- 
t,  and  is  planning  to  launch  three 
'national  funds  early  this  year.  Its 
t  popular  ETF  is  the  Total  Market 
ERs,  which  tracks  the  Wilshire 
D  and,  with  assets  of  over  $4  bil- 
ls consistently  among  the  ten 
5St  Amex-listed  ETFs. 
/estors  who  want  exposure  to  the 
shire  5000  can  obtain  it  either 
ugh  a  traditional  Vanguard  share 
s  or  tnrough  a  VIPERs  class.  In 
er  case,  ownership  interest  is  in 
underlying  pool  of  stocks  that 
e  up  the  Total  Market  Fund, 
ause  VIPERs  are  a  share  class  of  a 
er  fund,  investors  can  convert 
i  a  traditional  share  class  to  a 
:Rs  share  class  for  a  $50  process- 
fee  if  they  do  so  through  a  Van- 
'd  brokerage  account.  Different 
;ers  might  charge  different  premi- 
to  do  that  conversion. 
Ve  do  view  VIPERs  as  a  way  for  cer- 
investors  to  gain  shorter-term  expo- 
to  our  funds,"  says  Archard.  Invest- 
t  advisers  who  use  tactical  allocation 
lels  use  the  VIPERs,  and  because  of 
way  ETF  shares  are  created  and 
iemed,  the  impact  on  the  buy-and- 


■HHHHHHH 

hold  crowd  in  the  fund  is  nonexistent. 

Although  new  ETFs  are  being 
launched  every  quarter,  and  product 
designers  are  continuing  to  dream  up 
new  ways  of  packaging  equities  and 
fixed  income,  there  are  still  a  lot  of  asset 
classes  and  styles  left  on  which  to  build 
ETFs.  Even  as  Forbes  went  to  press, 
another  ground-breaking  new  product 
came  to  market:  Sweden  launched  the 
world's  first  leveraged  ETFs  in  bull  and 
bear  versions  of  its  Dow  index  equiva- 
lent. Quite  clearly,  innovation  in  the  ETF 
world  is  here  to  stay.  ■ 


WEB  DIRECTORY 

PowerShares  Capital  Management  LLC 

www.powershares.com 

QQQlNASDAQ-100 

www.nasdaq.com/qqq 

Select  Sector  SPDRs 
www.  sectorspdrs.  com 

Spiders,  Listed  on  the 
American  Stock  Exchange 
www.SPDR.com 

State  Street  Global  Advisors 
www.streettracks.  com 

Vanguard 
www.  vanguardviper.  com 


Vanguard  Brings 
Lower  Costs  to  ETF 
Marketplace  With 
VIPERs 

Since  pioneering  the  first  index  fund  for 
individual  investors  in  1976  with  the 
introduction  of  Vanguard®  500  Index 
Fund,  Vanguard  has  emerged  as  the 
industry's  indexing  leader.  Vanguard 
brings  its  three  decades  of  index  fund 
management  experience  and  expertise  to 
an  innovative  exchange-traded  share 
class  of  its  index  funds  —  Vanguard 
VIPERs®.  Trading  on  the  American  Stock 
Exchange,  Vanguard  VIPERs  offer  all  the 
benefits  of  traditional  index  fund  —  low 
costs,  broad  diversification,  and  tax  effi- 
ciency, along  with  the  continual  pricing 
and  trading  flexibility  of  a  common  stock. 
VIPERs  are  unique  in  that  they  are  the 
only  ETFs  structured  as  a  separate  share 
class.  Vanguard  offers  a  broad  selection 
of  exchange-traded  VIPER®  shares  at 
costs  among  the  lowest  in  the  industry 
(according  to  Lipper,  Inc.),  along  with  the 
advantages  that  come  from  investing 
with  a  trusted  indexing  leader. 

VIPER  Shares  are  not  redeemable  with  an  Applicant  Fund  other 
than  in  Creation  Unit  aggregations.  Instead,  investors  must  buy 
or  sell  VIPER  Shares  in  the  secondary  market  with  the  assis- 
tance of  a  stock  broker.  In  doing  so,  the  investor  may  incur  bro- 
kerage commissions  and  may  pay  more  than  net  asset  value 
when  buying  and  receive  less  than  net  asset  value  when  selling. 

All  VIPER  products  are  subject  to  stock  market  risk,  which  may 
result  in  the  loss  of  principal.  Prices  of  mid-  and  small-cap  VIPER 
products  often  fluctuate  more  than  those  of  large-company 
VIPER  products.  International  VIPER  products  involve  addition- 
al risks,  including  currency  fluctuations  and  the  potential  for 
adverse  developments  in  specific  countries  or  regions.  VIPER 
products  that  invest  in  emerging  markets  are  generally  more 
risky  than  those  that  invest  in  developed  countries.  Sector 
VIPER  products  are  subject  to  sector  risks  and  non-diversifica- 
tion risks,  which  may  result  in  daily  performance  fluctuations 
that  are  more  extreme  than  fluctuations  in  the  overall  stock  mar- 
ket. In  addition,  sector  VIPER  products  that  sample  their  target 
indexes  to  comply  with  tax  diversification  rules  may  experience 
a  greater  degree  of  tracking  error  than  other  VIPER  products. 

Vanguard  Marketing  Corporation,  Distributor 

©2005  The  Vanguard  Group,  Inc.  All  rights  reserved.  Patent 
Pending. 

500  is  a  trademark  of  The  McGraw-Hill  Companies,  Inc.,  and 
has  been  licensed  for  use  by  The  Vanguard  Group,  Inc.  Vanguard 
mutual  funds  are  not  sponsored,  endorsed,  sold,  or  promoted  by 
Standard  &  Poor's,  and  Standard  &  Poor's  makes  no  represen- 
tation regarding  the  advisability  of  investing  in  the  funds. 

Vanguard,  VIPER,  and  VIPERs  are  trademarks  of  The  Vanguard 
Group,  Inc.  All  other  marks  are  the  exclusive  property  of  their 
respective  owners. 


THE  WORLD'S 


TOP  TEN 


NEW  BLOOD:  FOUR  OF  SAM  WALTON'S  HEIRS  FELL  OUT  OF  THE  TOP  TEN.  TAKING  THEIR  PLACE  ARE  A  U.S.  SOFTWARE  TYCOON,  A 
SWEDISH  RETAILER,  A  MEXICAN  INVESTOR  AND  AN  INDIAN  STEEL  MAGNATE,  WHO  ALSO  STANDS  AS  THE  YEAR'S  BIGGEST  GAINER. 


1)  Bill  Gates,  $46.5  bil.  World's  richest  man  barely  held  on  to  top  spot  as  Microsoft  stock  flatlines.  2)  Warren  Buffett,  $44  bil.  Oracle  of  Omal 
built  his  fortune  on  value  investing.  Now  Berkshire  Hathaway  is  set  to  become  the  largest  shareholder  in  Procter  &  Gamble  when  the  consum 
products  giant  merges  with  Gillette.  3)  Lakshmi  Mittal,  $25  bil.  Steel  titan's  net  worth  rose  $18.8  billion  in  the  past  12  months  thanks  to  a  bloc 
buster  deal  creating  world's  largest  steel  company.  4)  Carlos  Slim  Helu,  $23.8  bil.  Latin  America's  richest  resident  considered  buying  MCI  until  Verizi 
beat  him  to  the  punch.  Slim  s  not  stewing.  His  telecom  fortune  rose  $10  billion  last  year  thanks  to  new  business  in  Mexico.  5)  Prince  Alwaleed,  $23 
bil.  Booming  Saudi  stock  market  lifted  his  portfolio,  which  includes  big  stake  in  Citigroup.  He  even  bought  airtime  on  CNN  to  crow  about  it. 
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ngvar  Kamprad,  $23  bil.  His  Ikea  stores  furnish  dorm  rooms  everywhere  for  the  hip  and  cost-conscious.  Cultlike  following:  store  openings 
iv  huge  sometimes  unruly  crowds.  7)  Paul  Allen,  $21  bil.  Microsoft  cofounder  was  the  major  sponsor  behind  SpaceShipOne,  first  private- 
ture  aircraft  to  be  launched  into  space.  8)  Karl  Albrecht,  $18.5  bil.  Turned  his  mother's  corner  grocery  into  supermarket  giant  Aldi.  The  fiercely 
ate  German  spends  time  raising  orchids.  9)  Larry  Ellison,  $18.4  bil.  After  an  18-month  takeover  battle,  Oracle  chief  finally  pulled  off  $10  bi!!ion 
ger  with  rival  PeopleSoft,  largest  merger  in  software  history.  Hopes  to  win  America's  Cup  in  2007. 10)  S.  Robson  Walton,  $18.3  bil.  Eldest  son 
lam  Walton  is  Wal-Mart  chairman.  After  a  dip  in  Wal-Mart's  share  price,  he's  the  only  Walton  to  land  among  our  ten  richest  people. 
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RISING  COMMODITY  PRICES  AND  A  HIGH-FLYING  EURO  BOLSTERED  THE 
FORTUNES,OF  EUROPE'S  188  BILLIONAIRES.  THIS  YEAR  THE  REGION  ADDED 
38  TEN-FIGURE  FORTUNES.  NINE  NEWCOMERS  COME  FROM  RUSSIA.  OTHER 


NEW  NAMES  COME  FROM  POLAND,  ICELAND  AND  UKRAINE 


A)  Thomas  Hunter.  The  Scotsman  got  his  start  peddling  sneakers  and  track  suits  from  a  van.  He  later  sold  his  sports  apparel  business  for  $54 
million,  then  invested  in  real  estate  and  retail.  B)  Martin  Bouygues.  Chief  of  Bouygues,  a  television-telecom-construction  conglomerate  that  owi 
a  $2.9  billion  stake  in  France's  top-rated  channel.  TFI.  C)  Esther  Koplowifz.  She  tightened  control  over  the  $8  billion  (sales)  construction  gia 
Fomento  de  Construcciones  y  Contratas  last  year  by  heading  off  a  rival's  bid  to  up  its  stake.  D)  Mikhaii  Khodorkovsky.  Arrested  on  fraud  and  the 
charges  in  October  2003,  he  still  languishes  in  a  Moscow  prison.  Former  head  of  troubled  oil  group  Yukos  has  seen  his  fortune  fall  by  $12.8  billic 
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Rank  Name/Country 


■i 

■  jjm  MM 


Silvio  Berlusconi.  The  brusque  Italian  prime  minister  owns  more  than  half  of  Italian  TV  network 
diaset.  F)  J.K.  Rowling.  The  former  welfare  mother  will  publish  her  sixth  Harry  Potter  novel, 
rry  Potter  and  the  Half-Blood  Prince,  this  summer.  Potter  paraphernalia  has  grossed  more 
n  $3  billion  worldwide.  G)  Jan  Kulczyk.  Shareholder  in  Poland's  government-controlled  oil 
nt  Orlen  is  under  investigation  for  possible  connections  to  a  Russian  spy. 


Net  worth  ($bil)  Source 

Age 

R 
o 

litffusr  Kamnrari/Qu/oHon 
iilgvai  l\alll|ll  all/  OWcUcIl 

23.0  Ikea 

70 

A 

g 

Karl  Alhrprht/nprmanu 
■uii i  miui ci*iii/ uci  nidi iy 

18.5  supermarkets 

85 

16 

1  iliftno  Rpttpnrniirt/Pranpp 

LlllaH  IC  DwIIGIIbUUI  l/llallLC 

17.2  L'Oreal 

82 

▼ 

17 

Rprnarri  Arnajslt/Franrp 
uci  iiai  u  hi  iiatiii/ n alloc 

17.0  LVMH 

56 

A 

20 

Thpn  Alhrprht/Rprmanv 

1 IICU  MIUI (.1/111/ UCI  Mid1  ly 

15.5  supermarkets 

83 

▼ 

21 

Roman  Abramovich/Russia 

13.3  oil 

38 

A 

23 

Amanrin  ArtPfra/^nain 

HlllaBll*lu  Ul  lvga/0|JaM  1 

12.6  Zara 

69 

A 

25 

Cilvin  Rptiiicrnni/ltak/ 

tfllVIU  DCI  lUObUIII/lldly 

12.0  media 

68 

A 

29 

^tpf an  Pprccnn/^u/pHpn 

wlvlnll  r  CI  joUII/  JWuUcl  1 

11.2          Hennes  &  Mauritz 

57 

A 

35 

Luciano  Benetton  &.  familv/ltalv 

9.9  Benetton 

69 

A 

43 

Lpnnarrin  Dp!  Vprrhin/ltalu 
huiihi uu  uci  vcisuiiiu/ iidiy 

0.5  eyewear 

69 

A 

43 

Michele  Ferrero  &  family/Italy 

6.5  chocolates 

78 

A 

45 

Michael  Otto  &  family/Germany 

0.3  retail 

61 

A 

46 

Susanne  Klatten/Germany 

0.2  BMW 

43 

A 

46 

Hans  Rausing/Sweden 

0.2  packaging 

79 

A 

49 

Serge  Dassault  &  family/France 

7.6  aviation 

88 

A 

52 

Rudolf  August  Oetker  &  family/Germany 

7.7  food 

88 

A 

53 

Birgit  Rausing  &  family/Sweden 

7.6  packaging 

81 

▼ 

54 

Spiro  Latsis  &  family/Greece 

7.5  banking 

58 

▲ 

55 

Reinhold  Wiirth/Germany 

7.2  manufacturing 

69 

A 

60 

Mikhail  Fridman/Russia 

7.0           oil,  banking 

40 

A 

GO 

Vladimir  Lisin/Russia 

7.0  steel 

48 

A 

65 

Adolf  Merckle/Germany 

6.9  drugs 

78 

A 

66 

Stefan  Quandt/Germany 

6.7  BMW 

39 

A 

60 

Philip  &  Cristina  Green/UK 
6.3  retail 

A 

60 

Maria-Elisabeth  &  Georg  Schaeffler/Germany 

6.3           ball  bearings 

▲ 

00 

August  von  Finck/Germany 

6.3  investments 

74 

T 

72 

Curt  Engelhorn/Germany 

6.0  drugs 

78 

A 

72 

Friedrich  Flick  Jr/Germany 

6.0  investments 

78 

A 
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Billionaires 


Rank  Name/Country  . 

Net  worth  ($bil)  Source 

Age 

Rank  Name/Country 
Net  worth  ($bil)  Source 

Age 

Rank  Name/Country 
Net  worth  ($bil)  Source 

Age 

76 

Francois  Pinault/France 
5.9  retail 

68 

▲ 

160  Otto  Beisheim/Germany 
3.4  retail 

81 

A 

272 

Vladimir  Bogdanov/Russia 
2.3  oil 

53 

▲ 

77 

Ernesto  Bertarelli/Switzerland 
5.8  biotech 

39 

T 

160  John  Fredriksen/Norway 
3.4  shipping 

66 

A 

272 

CliveCalder/UK 

2.3            record  label 

58 

80 

Gerald  Cavendish  Grosvenor/UK 
5.6           real  estate 

53 

T 

164  Rainer  &  Michael  Schmidt-Ruthenbeck/Germany 
3.3           retail  A 

272 

Jean-Louis  Dumas  &  family/France 
2.3            Hermes  66 

▲ 

80 

Reinhard  Mohn  &  family/Germany 
5.6  media 

83 

A 
▲ 

170  Richard  Branson/UK 
3.2  Virgin 

54 

A 

272 

Melinda  Esterhazy/Austria 
2.3  inheritance 

84 

★ 

84 

OlegDeripaska/Russia 
5.5  aluminum 

36 

▲ 

170  RolfGerling/Germany 
3.2  insurance 

50 

A 

272 

Frits  Goldschmeding/Netherlands 
2.3           temp  agency 

71 

87 

Jean-Claude  Decaux  &  family/France 
5.4           advertising  67 

A 

170  Klaus-Michael  Kiihne/Germany 
3.2  shipping 

67 

A 

272 

Stein  Erik  Hagen/Norway 
2.3  supermarkets 

48 

▲ 

87 

Antonia  Johnson/Sweden 
5.4  diversified 

61 

A 

A 

170  Gerard  Louis-Dreyfus  &  family/France 
3.2            commodities  72 

A 

272 

Friede  Springer/Germany 
2.3  publishing 

62 

▲ 

87 

Johanna  Quandt/Germany 
5.4  BMW 

77 

A 

170  Madeleine  Schickedanz/Germany 
3.2  retail 

61 

A 

292 

Vincent  Bollore/France 
2.2  investments 

52 

★ 

80 

Maersk  Mc-Kinney  Moller/Denmark 
5.3           shipping  81 

A 

170  Klaus  Tschira/Germany 
3.2  SAP 

64 

T 

292 

Wolfgang  Herz/Germany 
2.2  coffee 

54 

▼ 

84 

Rafael  del  Pino/Spain 

5.6  construction 

84 

A 

188  Heidi  Horten/Austria 

3.1           department  stores 

64 

A 

292 

Mikhail  Khodorkovsky/Russia 
2.2  oil 

41 

▼ 

84 

Hasso  Plattner/Germany 
5.0  SAP 

61 

■am 
▼ 

194  Sergio  Mantegazza/Switzerland 
3.0  travel 

77 

386 

Heinz  Bauer/Germany 
2.1  publishing 

65 

▼ 

94 

Viktor  Vekselberg/Russia 
5.0           oil,  metals 

47 

A 

A 

194  Miuccia  Prada  &  family/Italy 
3.0  Prada 

55 

A 

386 

Francesco  Gaetano  Caltagirone  &  family/Italy 
2.1           diversified          62  A 

103 

Charlene  de  Carvalho-Heineken/Netherland; 
4.8           Heineken  50 

A 

194  Anton  Schlecker/Germany 
3.0  retail 

60 

T 

386 

Hicolas  Hayek/Switzerland 
2.1  Swatch 

76 

▼ 

107 

Karl-Heinz  Kipp/Germany 
4.8  retail 

81 

A 

A 

203  Stefan  Schorghuber/Germany 
2.9           real  estate 

43 

386 

German  Khan/Russia 
2.1           oil,  banking 

43 

A 

107 

Alexei  Mordashov/Russia 
4.8  steel 

39 

A 

A 

203  KarlWIaschek/Austria 

2.9           department  stores 

87 

A 

386 

Nikolai  Tsvetkov/Russia 
2.1           oil,  banking 

44 

A 

107 

Alain  &  Gerard  Wertheimer/France 
4.8  Chanel 

▼ 

210  Jesus  de  Polanco/Spain 
2.8  media 

75 

★ 

321 

Isak  Andic/Spain 
2.0  textiles 

50 

A 

115 

Robert  Bosch  Jr  &  family /Germany 
4.6  manufacturing 

77 

A 

210  Stephan  Schmidheiny/Switzerland 
2.8  investments 

57 

A 

321 

John  de  Mol/Netherlands 
2.0  TV 

50 

A 

116 

Giorgio  Armani/Italy 
4.5  fashion 

70 

A 

A 

219  Charles  Cadogan  &  family/UK 
2.7            real  estate 

68 

A 

321 

Ennio  Doris  &  family/Italy 
2.0  insurance 

64 

— 

117 

Vladimir  Potanin/Russia 
4.4  metals 

44 

w 

▼ 

219  Otto  Happel/Germany 
2.7  engineering 

57 

321 

Leonid  Fedun/Russia 
2.0  oil 

48 

A 

117 

Mikhail  Prokhorov/Russia 
4.4  metals 

39 

▼ 

228  Hubert  Burda/Germany 
2.6  publishing 

65 

A 

321 

Philippe  Foriel-Destezet/France 
2.0           temp  agency 

69 

▼ 

122 

Vagit  Alekperov/Russia 
4.3  oil 

54 

A 

A 

228  Michael  Hilti  &  family/Liechtenstein 
2.6           power  tools  58 

A 

321 

Giinter  Herz/Germany 
2.0  coffee 

64 

A 

122 

Walter  Haefner/Switzerland 
4.3  software 

94 

▼ 

228  Boris  Ivanishvili/Russia 
2.6           steel,  banking 

49 

★ 

321 

Fredrik  Lundberg/Sweden 
2.0            real  estate 

53 

A 

122 

Erivan  Haub  &  family/Germany 
4.3  retail 

72 

▼ 

228  Hugo  Mann  &  family/Germany 
2.6  retail 

91 

A 

321 

Dietrich  Mateschrtz /Austria 
2.0            Red  Bull 

60 

A 

122 

David  Sainsbury  &  family /UK 
4.3  supermarkets 

64 

A 

A 

243  Gianluigi  &  Rafaela  Aponte/Switzerland 
2.5  shipping 

★ 

321 

Rosalia  Mera/Spain 
2.0  Zara 

61 

A 

144 

Thomas  Schmidheiny/Switzerland 
3.8  cement 

59 

A 

A 

243  John  Dorrance  Ill/Ireland 
2.5            Campbell's  soup 

61 

A 

321 

Hermann  Schnabcl  'Germany 
2.0  chemicals 

83 

A 

144 

Andreas  Striingmann/Germany 
3.8           generic  drugs 

55 

•k 

243  Esther  Koplowitz/Spain 
2.5  construction 

54 

A 

321 

Bruno  Schroder  &  family/UK 
2.0  banking 

72 

A 

144 

Thomas  Striingmann/Germany 
3.8           generic  drugs 

55 

•k 

243  Kjeld  Kirk  Kristiansen/Denmark 
2.5  Lego 

57 

— 

321 

Eugen  Viehof/Germany 
2.0  retail 

88 

A 

151 

Bernard  Ecclestone  &  family /UK 
3.6           Formula  One 

74 

A 

A 

258  RinatAkhmetov/Ukraine 

2.4           steel,  coal  mines 

38 

★ 

321 

Albert  von  Thurn  und  Taxis/Germany 
2.0           diversified  21 

▼ 

151 

Victor  Rashnikov/Russia 
3.6           iron,  steel 

56 

* 

258  Martin  Bouygucs  &  family/France 
2.4  telecom 

53 

A 

355 

Emilio  Botin/Spain 
1.8  banking 

70 

▲ 

156 

Jorgen  Clausen  &  family/Denmark 
3.5  refrigeration 

56 

258  Michael  Herz/Germany 
2.4  coffee 

59 

T 

355 

Daniela  Herz/Germany 
1.8  coffee 

51 

156 

Willi  &  Isolde  Liebherr  &  family/Switzerland 
3.5  construction 

A 

258  Vladimir  Ycvtushenkov/Russia 
2.4  telecom 

56 

A 

366 

Albert  Frere/Belgium 

1.8  investments 

78 

▲ 

160 

David  &  Frederick  Barclay/UK 
3.4           media,  retail 

A 

272  Alexander  Abramov/Russia 
2.3           steel,  mining 

46 

A 

366 

Sylvia  Strbher/Germany 
1.8  cosmetics 

50 

A 

NEW* 

UP  A 

DOWN  T 

SAME  -  RETURNEE 
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"YOU  CAN 
DO  BUSINESS 
ANYWHERE 
IN  THE 
WORLD. 

Why  bother 

WITH  THE 

French  ?" 

Ed  Zander 
of  Motorola  says 
doing  business 
in  France  is  not 
an  option. 
It's  a  necessity. 


I  '<pp  nrvf  nnop 


ink  Name/Country 

it  worth  ($bil)    Source  Age 

Rank  Name/Country 

Net  worth  ($bil)    Source  Age 

i  Alisher  Usmanov/Russia 
1.8           steel                51  * 

507  Joop  van  den  Ende/Netherlands 

1.3            TV                  63  - 

J  Belmiro  de  Azevedo/Portugal 
1.7           diversified          67  A 

548 

Lloyd  Dorfman/UK 

1.2           Travelex            52  * 

1  Joachim  Herz/Germany 
1.7           coffee              62  A 

548 

Thomas  Hunter/UK 

1.2           investments        43  * 

J  Stefano  Pessina/ltaly 
1.7           pharmaceuticals    63  A 

548 

Andrei  Melnichenko/Russia 

1.2           banking,  energy     33  A 

r  Didier  Primat/France  546 
1.7            oil                   60  A 

Sergei  Popov/Russia 

1.2           banking,  energy     33  A 

r  John  Whittaker/UK  548 
1.7           real  estate          63  * 

Sean  Quinn/lreland 

1.2           real  estate,  insur    58  * 

1  Heinz-Horst  Deichmann/Germany 
i.o           snoes               in  mv 

548 

Olav  Thon/Norway 

1.2           real  estate          81  A 

I  Hans-Werner  Hector/Germany 
1.6            SAP                 65  T 

548 

Martin  Viessmann/Germany 

1.2           heating  equipment  51  ★ 

I  Manuel  Jove/Spain 

1.6           real  estate          63  ★ 

584 

Anneliese  Brost/Germany 

1.1           newspapers         84  T 

1  Alexei  Kuzmichov/Russia 
1.6           oil,  banking         42  * 

584 

Albert  Gubay/UK 

1.1           real  estate          79  * 

1  Alexander  Lebedev/Russia 
1.6           stocks              45  ★ 

584 

Kenneth  Morrison/UK 

1.1           supermarkets       73  T 

1  Joseph  Lewis/UK 
1.6           finance             68  — 

584 

Anthony  O'Reilly/Ireland 

1.1            publishing           68  — 

1  Iskander  Makhmudov/Russia 
1.6           mining,  metals      42  ★ 

620 

NadhmiAuchi/UK 

1.0           diversified  * 

r  Gustaf  Douglas/Sweden 
1.5           security            67  A 

620 

Thomas  Bruch/Germany 

1.0           food  retailing       54  * 

'  Jonathan  Harmsworrh/UK 
1.5           publishing          37  A 

620 

JohnCaudwell/UK 

1.0           mobile  phones      52  T 

'  Vladimir  lorich/Russia  620 
1.5           mining,  steel        46  * 

Ingeburg  Herz/Germany 

1.0           coffee  T 

'  Jorgen  Philip-Sorensen/Sweden 
1.5           security            66  ★ 

620 

Dietmar  Hopp/Germany 

1.0            SAP                  64  — 

'  Igor  Zyuzin/Russia  620 
1.5           mining,  steel        44  ★ 

David  Khalili/UK 

1.0           art,  real  estate      59  * 

1  Bjorgolfur  Thor  Bjorgolf  sson/lceland 
1.4           diversified          38  ★ 

620 

Jan  Kulczyk/Poland 

1.0           telecom,  oil,  beer    55  * 

1  Alicia  Koplowrfz/Spain 

1.4           investments        52  — 

620 

Steno  Marcegaglia  &  family/Italy 

4    A                                              ■                                                mm  a  wk 

1.0           steel                74  ▼ 

1  Paul  Raymond/UK  620 
1.4           real  estate,  publ     00  ★ 

Terence  (Terry)  Matthews/UK 

1.0           technology          61  T 

'  Elena  Baturina/Russia  620 
1.3           construction        42  * 

Alain  Merieux  &  family/France 

1.0           biotech             67  * 

r  Pierre  Bellon  &  family/France  620 
1.3           food  services       75  A 

Axel  Oberwelland/Germany 

1.0           candy               38  * 

'  Gabriel  Escarrer/Spain  620 
1.3           hotels              70  «* 

Klaus  Oberwelland/Germany 

1.0           candy               66  * 

'  John  Hargreaves  &  family/UK  620 
1.3           retail               61  A 

Joanne  (J  K )  Rowling/UK 

mt    A                                  ■■               A     .  -  AA 

1.0           Harry  Potter        39  — 

'  Liselott  Persson/Sweden  620 
1.3           Hennes  &  Mauritz  A 

Lily  Saf  ra/Monaco 

1.0           inheritance         67  — 

'  Victor  Pinchuk/Ukraine  620 
1.3           steel                44  ★ 

Monika  Schoeller/Germany 

1.0           publishing          66  ▼ 

'  Hans  Riegel/Germany  620 
1.3           candy               62  - 

Zygmunt  Solorz-Zak/Poland 

1.0           TV  station          48  ★ 

'  Paul  Riegel/Germany  620 
1.3           candy               78  - 

Serhiy  Taruta/Ukraine 

1.0            steel                50  * 

r  Eduard  Shifrin/UK  620 
1.3            steel                44  ★ 

Dieter  von  Holtzbrinck/Germany 

1.0           publishing          63  T 

'  Peter  Unger/Germany 

1.3           auto  repair          60  * 
'  Arne  Wilhelmsen  &  family/Norway 
1.3           tankers,  cruise  ships  74  ▼ 

620 

Stefan  von  Holtzbrinck/Germany 

1.0            publishing           41  T 
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Billionaires 


Quirky  Causes 


The  world's  billionaires  are  an  extraordinarily  generous 
bunch.  Some  more  so  than  others.  Bill  Gates  has  given  away 
$28  billion,  approximately  38%  of  his  net  worth,  to  fight  the 
spread  of  AIDS  in  Africa  and  to  improve  New  York  City  public 
schools.  George  Soros  donated  more  than  $5  billion,  41%  of  his 
net  worth,  to  favorite  causes,  including  promoting  gun  control, 
teaching  English  in  countries  like  Moldova  and  Tajikistan  and 


helping  Europe's  Gypsies.  SAP  cofounder  Klaus  Tschira  transferrer 
half  of  his  shares  in  the  German  software  firm  (worth  $3.2  bi| 
lion)  to  his  foundation  that  funds  science  research  in  areas  lik 
bioinformatics  and  astronomy.  The  most  popular  causes  amon 
billionaires:  the  arts,  education  and  health  care.  Other  billionaire! 
pledge  their  resources  to  more  offbeat  pursuits.  Here  are  six  of  thi 
more  unusual  causes.  — Tatiana  Serafit 


Kumar  Birla,  India 

Cause:  Matchmaking 
Description:  Young  wid- 
ows in  remote  parts  of 
India  are  often  ostracized 
by  their  families  and  vil- 
lages, left  destitute  or 
forced  into  prostitution. 
With  his  mother's  help, 
industrialist  Birla  helps 
women  living  in  150  vil- 
lages in  Uttar  Pradesh,  a 
poor  rural  area  where  his 
conglomerate  has  facto- 
ries. The  program's  staff  finds  mates  for  the  widows  and  convinces  the  brides,  bride- 
grooms and  village  elders  to  commit  to  the  marriage.  Birla's  group  then  pays  for  the 
ceremony,  marrying  10  to  15  couples  at  a  time.  Each  bride  is  given  $150  for  household 
supplies.  As  a  result  5 1 2  widows  have  been  remarried  in  the  last  six  years. 


Heinz-Horst  Deichmann,  Germany 

Cause:  Leprosy 
Description:  After  a 
trip  to  India  25 
years  ago,  German 
shoe  retailer  Deich- 
mann established 
Mgm  four  villages  for 
>$¥  -  jm^m  patients  of  Hansen's 
disease  (leprosy)  in  the  poor  southern 
Indian  states  of  Andhra  Pradesh  and 
Orissa.  Lepers  living  there  receive  medical 
care  and  job  training;  Deichmann  visits 
them  annually.  He  supports  other  exten- 
sive programs  in  the  region,  such  as  homes 
for  children  with  polio,  schools  and  hos- 
pitals, including  one  specializing  in  lung 
diseases.  His  programs,  which  employ 
only  local  staff,  assist  80,000  people  in 
India  each  year. 

Dietmar  Hopp,  German) 

Cause:  Fighting  overzealous  prosecutors 
Description:  Cofounder  of  German  soft- 


ware firm  SAP  was  livid  after  police 
wrongfully  searched  his  home  in  early 
2003.  The  prosecutor  who  had  autho- 
rized the  search  accused  Hopp  of  using 
s.\l'  shares  from  his  foundation  to  secure 
a  loan  to  a  friend.  After  clearing  his 
name — he  had  personally  secured  the 
loan — he  started  the  Projustitia  Foun- 
dation with  an  initial  $3.3  million  to 
study  and  remediate  similar  cases  of 
overzealous  prosecution. 


Hans  Rausing,  Sweden 

Cause:  Dying  languages 
Description:  Heir  to  a  packaging-and 
container  fortune,  Rausing  made  a  $3i 
million  grant  through  trusts  to  th< 
Endangered  Languages  Project  in  2002  to 
document  100  languages  threatened  witl 
extinction.  Among  them:  Alaska's  Aleut 
spoken  fluently  by  only  70  to  100  people 
Eastern  Nepal's  Koyi  Rai,  uttered  by  2,001! 
people;  and  Togla  in  the  South  Pacific'; 
Vanuatu,  which  has  one  remaininl 
speaker.  A  combination  of  field  report! 
and  video  and  audio  recordings  is  used  t<| 
create  archives  of  the  languages. 

David  Duff  ield,  United  States 
Cause:  Animal  shelters 
Description:  PeopleSoft  founder  pledged 
$200  million  to  Maddie's  Fund  in  1999 
after  his  favorite  miniature  schnauzeij 
Maddie,  died  (the  most  ever  by  an  indii 
vidual  to  animal  welfare).  So  far  it  hai 
given  away  nearly  $50  million  to  fund  the 
creation  of  a  "no-kill  nation."  Support* 
neutering/spaying  programs,  provide^ 
tips  on  how  to  make  pets  more  adoptablfi 
(such  as  grooming  and  behavior  training) 
and  funds  veterinary  colleges  to  set  upj 
shelter  medicine  programs. 
Additional  reporting  by  Cristina  von  Zeppelin 


Michael  Hilti,  Liechtenstein 

Cause:  Treasure  hunting 
Description:  Construc- 
tion tycoon  and  antiqui- 
ties buff  is  sole  supporter 
of  underwater  digs  by 
French  archaeologist  Franck  Goddio, 
who  searches  for  ancient  treasures  in  the 
port  of  Alexandria  and  the  bay  of 
Aboukir,  Egypt.  Of  course,  Hilti  can't 
keep  the  plunder.  It  all  belongs  to  Egypt. 
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Motorola's  Chairman  and  CEO, 
Ed  Zander,  does  business  every- 
where. France  is  no  exception. 

Some  people  might  say,  "Who  needs  the 
French?"  What  about  you? 

I'm  color-blind.  If  I'm  sitting  in  a  lab  in  France  discussing 
products  that  are  part  of  our  overall  R&D  strategy,  I  don't 
see  French  people.  I  just  see  smart  people  who  are  creating 
value  and  innovation. 

Motorola  has  been  expanding  its  French 
operations.  How  come? 

We  can't  design  products  for  the  European  or  the  French 
market  here  in  the  US.  We  have  to  tap  into  the  local  expertise 
that's  out  there  where  we  sell  our  products.  I'll  go  anywhere 
in  the  world  where  I  can  find  education,  a  talent  pool  and 
a  favorable  climate  for  investing  which  the  government 
supports.  You  find  all  those  things  in  France  today.  The 
people  work  hard,  they're  educated  and  they  understand 
the  whole  global  picture. 

Has  your  investment  in  France  been  a  smart 
move? 

The  answer  is  unequivocally  yes.  My  background  is  in 
companies  with  a  long  heritage  of  investing  in  France.  At 
Sun  Microsystems,  we  had  a  big  R&D  center  in  Grenoble. 
Before  that,  at  Data  General,  our  European  headquarters  was 
in  Paris.  Today,  at  Motorola,  we  have  over  3,000  people 
working  for  us  in  France.  We  like  to  go  where  the  smart 
people  are.  France  fits  the  bill. 


Motorola  in  France 

•  Established  the  first  semi-conductor 
site  outside  the  US  in  France  in  1967 

•  3000  employees  in  the  broadband, 
telecommunications,  semiconductor 
and  personal  communications  sectors. 

•  Partnership  with  ST  Microelectronics 
and  Philips  has  produced  one  of  the 
most  advanced  nanotechnology  R&D 
centers  in  the  world  at  Crolles  2  France 


How  do 
French  workers 
measure 
up  to  the 
competition? 
I  don't  see  any  dif- 
ference between 
a  great  French  engi- 
neer and  a  great 
US  or  Chinese 
engineer.  I  look  at 
output.  France 
is  a  place  that 
produces  lots  of 
smart  people. 

We  wouldn't  be  investing  in  France  if  we  didn't  have  great 
people  there  delivering  great  products  and  great  technology. 
They've  got  great  schools,  good  scientists  and  engineers. 
It's  a  good  place  to  be. 

Can  France  cut  it  in  the  21st  century? 
Everyone's  running  around  talking  about  globalization  and 
the  outsourcing  of  jobs.  To  win  in  today's  world,  businesses 
and  countries  have  got  to  seize  the  moment  by  investing  in 
programs  to  keep  the  best  people  in  their  countries.  We  need 
the  education  systems,  we  need  innovation,  we  need  all  that 
stuff.  I've  got  to  say,  I'm  impressed  with  what  I've  seen  in 
France. 

Is  this  the  best  time  for  a  US  company  to  be 
doing  business  in  France? 

I  think  most  of  us  in  the  business  world  are  smart  enough  to 
be  able  to  separate  business  from  politics.  The  French  and 
the  Americans  have  been  together  for  a  long,  long  time.  I've 
always  found  the  people  great. 


"I'm  color-blind . . . 
I  don't  see  French 
people.  I  just  see 
smart  people  who 
are  creating  value 
and  innovation/7 


Do  you  get  what  you  want  from  the  French 
government? 

We're  urging  not  only  the  French  government  but  the  US 
and  all  the  governments  around  the  world  to  keep  investing 
in  education,  in  innovation  and  in  technologies.  We  need 
research  to  be  encouraged.  In  fact,  I'm  pushing  hard  in 
the  US  for  business  and  government  to  work  together  more 
closely  on  education  and  technology  -  like  they  do  in  France. 
We  need  to  save  jobs  and  retain  core  skills  here  too. 

Is  France  a  popular  posting  for  your  US 
personnel? 

You  bet  it  is!  Great  food,  great  wine!  If  you  had  to  pick 
a  country  to  go  and  live  in,  France  has  got  to  be  up  there  at 
the  top,  right?  I  wouldn't  mind  doing  a  stint  there  myself. 


There  has  never  been  a  better  time  to 
invest  in  France.  To  find  out  what 
the  new  France  can  do  for  your  business, 
visit  www.thenewfrance.com 


The  new  France.  Where  the  smart  money  goes.  I 


Ulionaires 


FORGET  THE  ROOSTER.  IN  ASIA  IT  WAS 
THE  YEAR  OF  THE  BULL  AS  NEARLY  EVERY 
FORTUNE  SOARED.  THIRTEEN  NEW  FACES 
FROM  EIGHT  COUNTRIES  JOIN  OUR 
RANKINGS,  INCLUDING  A  35-YEAR-OLD 
FROM  CHINA  AND  THE  FIRST  KAZAKHS. 


A)  Frank  Lowy.  Australia's  former  deli  owner  turned  shopping  mall  Midas  oversees  a  $30  billic 
(assets  under  management)  portfolio  of  126  shopping  centers.  B)  Mukesh  Ambani.  Embroiled  i 
bitter  feud  with  younger  brother  Anil  over  future  of  $23  billion  (sales)  Reliance  Group,  the  India 
conglomerate  founded  by  their  father.  C)  Nina  Wang.  Inherited  husband's  Chinachem  real  estal 
empire  after  he  disappeared  in  1990.  Accused  by  father-in-law  of  forging  her  late  husband's  wi 
Wang  recently  lost  two  court  rulings,  paid  a  Hong  Kong  record  $7  million  in  bail  and  is  appealir 
one  final  time.  D)  Vincent  Lo.  High-profile  Hong  Kong  real  estate  developer  is  also  a  big  seller  i 
construction  material  in  China.  Also  owns  20%  of  Trump's  Riverside  South  on  New  York's  West  Sid< 
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ADVERTISEMENT 


INNOVATION  AND 
A  BROADENING  VIEW 
OF  QUALITY 

Agilent  and  other  semiconductor  suppliers  compete  in  markets 
where  a  wealth  of  opportunities  for  suppliers  translates  into  many 
choices  for  customers.  As  a  result,  consistent  high  quality  in  products 
and  services  is  a  requirement  of  success,  but  by  itself  is  not  sufficient 
to  achieve  it.  The  need  for  consistent  quality  extends  to  supply 
chains,  to  relationships  with  customers  and  partners,  and  to  internal 
controls  and  processes.  The  importance  of  pervasive  quality  means  that 
innovation  in  processes  and  management  —  as  well  as  in  products  — 
is  vital  to  success. 

If  quality  goes  beyond  the  number  of  defective  units  per  million  and 
is  fueled  by  innovation,  how  should  leaders  think  about  quality?  One  way 
is  to  approach  it  in  terms  of  commitments  we  make.  In  making  a 
commitment  to  a  delivery  schedule,  new  product  introduction  or  service 
improvement,  we  are  making  a  mutually  understood  and  agreed-upon 
promise.  It  then  becomes  our  job  to  do  whatever  it  takes,  within  the 
rules,  to  live  up  to  that  promise.  This  view  of  quality  defines  it  as  the 
making  and  meeting  of  commitments  that  really  matter  to  customers. 

How  can  leaders  help  people  and  teams  make,  meet  and  even 
exceed  their  commitments?  The  first  way  is  to  lead  by  example.  The 
language  and  behavior  of  leaders  should  be  explicit  about  what  the 
commitment  is,  to  whom  we  are  making  it  and  when  we  will  meet  it. 
If  a  commitment  can't  be  met,  for  whatever  reasons,  the  focus  moves 
to  understanding  fully  the  root  causes  and  barriers  in  order  to 
empower  people  to  make  the  changes  that  are  necessary  for  success. 
Another  method  is  for  leaders  to  create  clear  expectations  that  people 
and  partners  will  meet  their  commitments.  In  a  world  in  which 
semiconductor  supply  chains  are  global,  highly  interdependent  and 
have  very  little  margin  for  error,  such  expectations  are  powerful  drivers 
of  actions  that  achieve  significant  goals. 

In  today's  semiconductor  business,  the  need  for  product  quality 
is  greater  than  ever,  and  that  is  not  going  to  change.  But  the  need  for 
quality  now  encompasses  a  wide  range  of  processes  and  relationships. 
Leaders  need  to  be  bold  in  how  they  make  this  new  reality  a  key  factor 
in  how  their  people  and  teams  act.  A  broad  view  of  quality,  applied  to 
the  rapid  evolution  of  customer  needs,  can  help  organizations  in  all 
industries  set  themselves  apart. 


Millionaires 


Net  worth  ($bil)    Source  Age 

0 

Lakshmi  MHtal/lndia 

25.0  steel 

54 

▲ 

99 

a 

Li  Ka-shing/Hong  Kong 

13.0  diversified 

76 

▲ 

"51 
OX 

Raymond,  Thomas  &  Walter  Kwok/Hong  Kong 

10.9          real  estate 

T 

38 

Lee  Shau  Kee/Hong  Kong 

9.3           real  estate 

77 

A 

Jo 

Azim  Premji/lndia 

9.3  software 

59 

A 

bu 

Mukesh  &  Anil  Ambani/lndia 
7.0  diversified 

A 

/ 1 

Nobutada  Saji  &  family/Japan 

5.8  beverages 

59 

▼ 

an 

Yoshitaka  Fukuda  &  family/Japan 

5.6  credit 

57 

A 

OA 

B4 

Yasuo  Takei  &  family/Japan 

5.5  credit 

75 

T 

Robert  Kuok/Malaysia 

5.0  diversified 

81 

A 

Kerry  Packer/Australia 

5.0  media 

67 

A 

1  ni 

Eitaro  Itoyama/Japan 

4.9           golf  courses 

62 

~ 

Kunio  Busujima  &  family/Japan 

4.7  gaming 

79 

A 

111 

Michael  Kadoorie  &  family/Hong  Kong 

4.7  diversified 

64 

A 

111 
xxx 

Kyosuke  Kinoshita  &  family/Japan 

4.7  credit 

64 

A 

117 
XXI 

Fukuzo  Iwasaki/Japan 

4.4           real  estate 

80 

▼ 

1?? 

X££ 

Kun-Hee  Lee  &  family/South  Korea 

4.3  Samsung 

63 

A 

1 99 
Ate 

Masayoshi  Son/Japan 

4.3  Softbank 

47 

A 

X«)£ 

Cheng  Yu-tung/Hong  Kong 

4.2           real  estate 

79 

A 

1 10 

Ananda  Krishnan/Malaysia 

4.0  diversified 

66 

A 

iJO 

Kwek  Leng  Beng  &  family/Singapore 

4.0  hotels 

64 

A 

144 

X43 

Kumar  Birla/lndia 

3.7  commodities 

37 

A 

X**3 

Yoshiaki  Tsutsumi/ Japan 

3.7           real  estate 

70 

A 

1  <t1 

Stanley  Ho/Hong  Kong 

3.6  gaming 

83 

A 

141 

X  J  JL 

Frank  Lowy  &  family/Australia 

3.6  malls 

74 

A 

Sunil  Mfrtal/lndia 

3.3  telecom 

47 

A 

i7n 

X I  u 

Terry  Cou/Taiwan 

3.2  technology 

54 

A 

i7n 

XI  u 

Pallonji  Mistry/lndia 

3.2  construction 

75 

A 

170 

Akira  Mori/Japan 

3.2           real  estate 

67 

A 

170 

Tadashi  Yanai/Japan 

3.2  retail 

56 

A 

188 

Nina  Wang/Hong  Kong 
3.1           real  estate 

A 

188 

YC  Wang/Taiwan 

3.1  chemicals 

88 

A 

Net  worth  ($bil)    Source  Age 

194 

Henry  Fok/Hong  Kong 
3.0  gaming 

81 

A 

194 

Charoen  Sirivadhanabhakdi/Thailand 

3.0  alcohol 

60 

★ 

203 

Masatoshi  Ito/Japan 

2.9  retail 

80 

A 

203 

Tsai  Wan  Tsai  &  family  /Taiwan 

2.9  banking 

75 

A 

210 

Rachman  Halim  &  family/Indonesia 

2.8  tobacco 

57 

A 

228 

Ng  Teng  Fong/Singapore 
2.6            real  estate 

76 

A 

228 

Takemitsu  Takizaki/Japan 

2.6  sensors 

59 

A 

228 

Yasumitsu  Shigeta/Japan 
2.6  telecom 

40 

The  net  worth  of 
Asian  billionaires 
rose  on 
average  nearly 

$183  million 

a  day  last  year. 


243 

Jeffrey  Koo  Sr/Taiwan 
2.5  finance 

T 

243 

Michael  Ying/Hong  Kong 
2.5  Esprit 

55 

A 

258 

Lee  Seng  Wee  &  family/Singapore 
2.4  banking 

80 

A 

258 

Lim  Goh  Tong/Malaysia 
2.4  gaming 

87 

A 

258 

Teh  Hong  Piow/Malaysia 
2.4  banking 

74 

■<m 

272 

Tetsuro  Funai/Japan 
2.3  VCRs 

78 

A 

272 

Shiv  Nadar/lndia 

2.3  technology 

59 

A 

272 

Oxiek  Leng  Chan  &  family/Malaysia 
2.3  banking 

64 

A 

272 

Wee  Cho  Yaw/Singapore 

2.3  banking 

76 

A 

272 

Tadahiro  Yoshida/Japan 
2.3  zippers 

58 

A 

292 

Ryoichi  Jinnai  &  family/Japan 
2.2  credit 

78 

▼ 

292 

Chaleo  Yoovidhya/Thailand 
2.2            Red  Bull 

73 

A 

306 

Patrick  Wang  &  family/Hong  Kong 

2.1  micromotors 

54 

T 

321 

Chen  Din  Hwa/Hong  Kong 
2.0            real  estate 

82 

A 

321 

R  Budi  Hartono/lndonesia 

2.0  tobacco 

64 

★ 

321 

Richard  Pratt/ Australia 

2.0  packaging 

70 

A 

321 

Peter  Woo  &  family/Hong  Kong 

2.0            real  estate 

59 

A 

355 

Adi  Godrej  &  family/India 
1.9  diversified 

62 

T 

1 


Net  worth  ($bil)  Source 

Age 

355 

Henry  Sy  &  family/Philippines 
1.9  malls 

80 

A 

366 

Hiroshi  Yamauchi/ Japan 
1.8  Nintendo 

77 

A 

387 

Dhanin  Chearavanont  &  family  /Thailand 
1.7           agriculture  65 

387 

Kazuo  Okada/Japan 
1.7  gaming 

62 

A 

387 

Shin  Kyuk-Ho  &  family/South  Korea 
1.7            candy  82 

T 

387 

Lucio  Tan/Philippines 
1.7  diversified 

70 

A 

413 

Larry  Rong  Zhijian/China 
1.6  diversified 

63 

A 

437 

Chung  Mong-Koo/South  Korea 
1.5  Hyundai 

67 

* 

437 

Soichiro  Fukutake  &  family/Japan 
1.5  education 

59 

A 

437 

Naresh  Goyal/lndia 
1.5  aviation 

55 

* 

437 

Dilip  Shanghvi/lndia 

1.5  pharmaceuticals 

49 

* 

437 

Wong  Kwong  Yu/Chma 
1.5  appliances 

35 

+ 

437 

Jaime  Zobel  de  Ayala  &  family/Philippines 
1.5            diversified  70 

488 

Anil  Agarwal/lndia 
1.4  mining 

El 

51 

A 

488 

Kenshin  Oshima/Japan 
1.4  finance 

57 

m 

507 

Chang  Yung  Fa/Taiwan 

1.3  transportation 

78 

A 

507 

John  Gandel  &  family/Australia 
1.3            real  estate 

70 

A 

507 

Barry  Lam/Taiwan 
1.3  laptops 

55 

507 

Vincent  Lo/Hong  Kong 
1.3           real  estate 

★ 

507 

Hideo  Morfta  &  family/Japan 
1.3  Sony 

53 

T 

507 

Harry  Triguboff /Australia 
1.3           real  estate 

72 

548 

William  Fung/Hong  Kong 
1.2  apparel 

57 

T 

548 

Om  Jindal/lndia 
1.2  steel 

74 

★ 

548 

Kenichi  Mabuchi  &  family/Japan 
1.2  micromotors 

82 

T 

584 

Han  Chang-Woo/Japan 

1.1           pachinko  parlors 

74 

* 

584 

Richard  Li/Hong  Kong 
1.1  telecom 

38 

620 

Patokh  Chodiev/Kazakhstan 
1.0           mining,  metals 

51 

★ 

620 

Alijan  Ibragimov/Kazakhstan 
1.0           mining,  metals 

51 

620 

Alexander  Mashkevich/Kazakhstan 
1.0            mining,  metals 

50 

★ 

620 

Wen  Long  Shi  &  family  /Taiwan 

1.0           plastics,  technology  77 

▼ 

620 

Kerry  Stokes/Australia 

1.0           Caterpillar,  media 

63 

★ 

620 

Tiong  Hiew  King/Malaysia 
1.0  timber 

69 

NEW  ★  UP  A 
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well  talk  about  saving  money  instead. 


smical  HP  BladeSystem  solutions  feature  the  high-performance  Intel"  Xeon™  Processor.  And  they  let  you  do  more  with  less, 
aring  and  pooling  servers,  storage  and  network  resources,  you  can  virtualize  and  automate  more  processes.  And  HP 
jSystem  solutions  not  only  offer  lower  total  acquisition  costs,  they  also  allow  the  same  number  of  people  to  manage  more  IT— 
ng  you  a  better  return.  Normally,  upgrading  to  more  sophisticated  technology  comes  with  a  hefty  price  tag.  Instead,  you'll 
lore  expertise  before  you  buy,  more  technology  when  you  buy  and  more  support  after.  None  of  which  will  cost  more. 


HP  ProLiant  BL30p  Blade  Server 


THE  SOLUTION 


itel'  Xeon'"  Processors  DP  up  to  3.20GHz/2MB' 
|h  density:  Up  to  96  servers  per  rack 
Kible/Open:  Integrates  with  existing  infrastructure 
Systems  Insight  Manager"':  Web-based 
worked  managment  through  a  single  console 
aid  Deployment  Pack:  For  ease  ol  deployment 
i  ongoing  provisioning  and  reprovisioning 


THE  BENEFITS' 


■  23%  savings  on  acquisition  cost 

•  Up  to  19%  less  power  consumption 

•  Up  to  93%  (ewer  cables 

•  43%  less  space  needed  (or  same  processing  power 

•  Hotswappable  server  design 

•  Single  interlace  for  local  and  remote  management 
or  servers,  storage,  software  and  networking 


Enhance  your  system. 


HP  StorageWorks 
MSA1500cs 

Up  to  24TB  of  capacity  (96  250GB  SATA  drives) 
Up  to  16TB  of  capacity  (56  300GB  SCSI  drives) 
Ability  to  mix  SCSI  and  Serial  ATA 
enclosures  for  greater  flexibility 
2GB/ 1GB  Fibre  connections  to  host 

GET  UP  TO  2TB 
OF  STORAGE  FREE' 
(Save  up  to  $3,192) 


:  $500  INSTANTLY 

the  purchase  of  any  HP  BladeSystem  enclosure. 


invent 


Contact  HP  today  for  a  free  IDC  white  paper:  Adapting 
to  Change:  Blade  Systems  Move  into  the  Mainstream 


CLICK 

www.hp.com/go/Bladesmag30 

CALL 

1-866-625-3905 

VISIT 


your  local  reseller 


lumbering  is  not  a  measurement  ot  higher  performance.  2,  Based  on  internal  HP  testing;  compared  to  similarly  contigured  HP1U.  2P  server.  For  configurator,  please  visit;  http://h30099.www3.hp.com/conligurator/catnlog-issipc.asp. 
illd  through  4/30/05.  4.  Receive  up  to  2TB  of  storage  tree  with  purchase  of  select  HP  StorageWorks  MSA1500  devices.  Offer  ends  on  3/31/05.  See  Web  site  for  full  details.  Intel,  Intel  logo,  Intel  Inside,  Intel  Inside  Logo,  Intel  Centrino.  Intel 
ogo.  Celeron.  Intel  Xeon,  Intel  SpeedStep.  Itanium  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  ©2004  Hewlett-Packard  Development  Company,  I.. P. 


STRONG  SAUDI  AND  TURKISH  STOCK  MARKETS  LIFTED  SEVERAL  MIDEAST  FORTUNES. 
TFiE  REGION'S  BILLIONAIRES,  INCLUDING  EIGHT  NEWCOMERS,  ARE  COLLECTIVELY 
WORTH  $103  BILLION,  UP  $18  BILLION  FROM  LAST  YEAR.  BUT  POLITICAL  INSTABILITY 
STILL  WEIGHS  HEAVILY — LEBANESE  BILLIONAIRE  RAFIK  HARIRI  WAS  SLAPN  IN  FEBRUARY. 


A)  Donald  Gordon.  South  African  founded  insurance  company  Liberty  Life  at  age  27.  Now 
chairs  Liberty  International,  the  leader  in  U.K.  regional  shopping  centers.  B)  Lev  Leviev.  World's 
largest  cutter  of  diamonds.  The  Israeli  mogul  last  year  bought  property  in  Moscow,  Miami,  Las 
Vegas  and  New  York.  Plans  to  convert  the  Chase  Manhattan  building  into  luxury  apartments. 
C)  Ahmet  Zorlu.  High  school  dropout  transformed  a  small  bed-linen  company  into  an  $8  billion 
(assets)  Turkish  conglomerate  with  stakes  in  consumer  electronics,  financial  services  and  energy. 


Net  worth  ($bil)    Source  Age 

5 

Prince  Alwaleed  Bin  Talal  Alsaud/Saudi  Arabia 

23.7  investments 

48 

▲ 

40 

Nasser  Al-Kharaf  i  &  family/Kuwait 

9.0  construction 

61 

72 

Nicky  Oppenheimer  &  family/South  Africa 
6.0            De  Beers  59 

▲ 

80 

Sulaiman  Bin  Abdul  Al  Rajhi/Saudi  Arabia 

5.6  banking 

85 

▲ 

84 

Shari  Arison/lsrael 

5.5           inheritance,  ships 

47 

▲ 

81 

Onsi  Sawiris  &  family/Egypt 

5.2  contracting 

75 

103 

Rahmi  Koc  &  family/Turkey 
4.9  diversified 

74 

▲ 

111 

Ferit  Sahenk  &  family/Turkey 
4.7  banking 

41 

▲ 

143 

Abdul  Aziz  Al  Ghurair  &  family/UAE 

3.9  banking 

51 

▲ 

170 

Saleh  Bin  Abdul  Aziz  Al  Rajhi/Saudi  Arabia 

3.2  banking 

93 

▲ 

188 

Sami  &  Yuli  Ofer/lsrael 
3.1  shipping 

▲ 

210 

Khalid  Bin  Mahfouz  &  family/Saudi  Arabia 

2.8  banking 

58 

T 

228 

Saleh  Kamel/Saudi  Arabia 

2.6  diversified 

63 

228 

Lev  Leviev/lsrael 

2.6  diamonds 

49 

243 

Mohammed  Al  Amoudi/Saudi  Arabia 

2.5  oil 

59 

272 

Johann  Rupert  &  family/South  Africa 
2.3            luxury  goods  54 

h 

292 

Stef  Wertheimer  &  family/Israel 

2.2  tools 

79 

413 

Donald  Gordon/South  Africa 

1.6           insurance,  malls 

74 

548 

Mohamed  Al-Bahar  &  family/Kuwait 

1.2  finance 

— 

548 

Khalaf  Al  Habtoor/UAE 
1.2  construction 

548 

Bulent  Eczacibasi/Turkey 

1.2  pharmaceuticals 

55 

548 

Saad  Hariri/Saudi  Arabia 

1.2  construction 

33 

584 

Erol  Sabanci/Turkey 

1.1  diversified 

67 

it 

584 

Sevket  Sabanci/Turkey 
1.1  diversified 

69 

628 

Aydin  Dogan/Turkey 
1.0  media 

620 

Morris  Kahn/lsrael 
1.0  software 

75 

620 

Arnon  Milchan/lsrael 

1.0            New  Regency 

60 

620 

Husnu  Ozyegin/Turkey 
1.0  banking 

60 

* 

620 

Ahmet  Zorlu/Turkey 

1.0  electronics 

60 
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automation  &  control  •  building  technologies  •  energy  &  power  •  financial  services  •  hearing  solutions  •  home  appliances  •  information  &  communication 
lighting  •  material  handling  •  medical  solutions  •  transportation  •  water  technologies  usa.siemens.com 


ho  is  improving  efficiency  and  security 
at  airports  all  across  the  US? 

We're  Siemens,  a  global  innovation  company  helping  the  needs  of  businesses 
*  and  communities  right  here  in  the  US.  One  of  our  specialties  is  providing 
integrated  services  and  solutions  to  enhance  operational  efficiency  and  strengthen  the 
integrity  of  airport  security.  From  check-in  through  take-off  to  landing,  we  deliver  solutions  to 
increase  passenger  comfort,  baggage  and  cargo  security,  and  airfield  safety.  We  are  the  largest 
manufacturer  of  baggage  handling  systems,  and  we  maintain  passenger  and  baggage  screening 
equipment  at  virtually  all  US  commercial  airports.  And  soon  we'll  deliver  the  largest  airport-wide 
100%  in-line  baggage  security  screening  system  in  the  US.  We  also  provide  airfield  lighting  control 
systems  for  sixty-five  of  the  nation's  busiest  airports.  But  unless  you're  one  of  the  70,000 
Americans  that  we  currently  employ,  you  may  not  have  heard  of  us.  We're  Siemens. 


Billionaires  £  

Conspicuous  Consumption 


It  took  John  D.  Rockefeller  a  lifetime  to  amass  his  billion-dollar  fanciful  hobbies — Ernesto  Bertarelli's  World  Cup  yachting  com 

fortune.  But  how  long  does  it  take  to  blow  a  billipn?  Turns  to  mind — only  a  rarefied  few  qualify  as  seriously  big  spendei 

out  spending  that  much  money  can  prove  a  worthy  challenge.  Herewith  our  nominations  for  this  year's  most  extravagai 

While  several  members  of  our  billionaires  club  spend  millions  on  spenders  and  their  over-the-top  purchases.  — Evan  Hess 


Biggest  Spender 

The  top  prize  goes  to  38-year-old  Russian  oi 
baron  Roman  Abramovich.  In  the  past  two  year 
Abramovich  has  dropped  an  estimated  $700  mil 
lion  on  an  assortment  of  multimillion-dolla 
playthings,  including  England's  Chelsea  Footbal 
club  ($290  million);  the  Pelorus,  a  375-foot  yach 
outfitted  with  its  own  helipad  ($100  million);  i 
325-foot  yacht  named  Le  Grand  Bleu  ($120  mi 
lion);  and  a  Boeing  767  jet  ($100  million 
Abramovich's  designers  gutted  the  plane's  35(1 
passenger  seats  and  reportedly  installed  a  30-sea 
dining  room  and  a  kitchen  with  gold-plated  sinks 


Wedding 


Steel  tycoon  Lakshmi  Mittal  shelled  out 
$60  million  for  his  daughter  Vanisha's 
June  wedding.  One  thousand  guests  were 
put  up  in  a  five-star  hotel  in  Paris  for  the 
five-day  gala,  at  which  Australian  pop  star 
Kylie  Minogue  performed.  The  ceremony- 
was  held  at  a  17th-century  chateau  out- 
side Paris. 

Apartment 

News  Corp.  Chief  Rupert  Murdoch  paid 
$44  million  for  a  triplex  on  Manhattan's 
Fifth  Avenue  in  December.  Its  previous 
owner  was  Laurance  Rockefeller. 

Vacation  Home 

E.  Stanley  Kroenke,  owner  of  NHL's 
Colorado  Avalanche  team,  bought  the 
145,000-acre  Douglas  Lake  Ranch  in 
British  Columbia  from  disgraced  MCI  chief 
executive  Bernie  Ebbers  for  $68.5  million 
last  May.  It's  the  largest  cattle  ranch  in 
Canada.  (MCl's  bankruptcy  trustees 
received  the  proceeds.) 


Sports 


Russian -born  steel  magnate  Alex  Shnaider 
paid  $50  million  this  year  for  Britain's 
struggling  Jordan  Formula  One  team  and 
pledged  to  increase  the  team's  annual  bud- 
get to  $100  million.  Last  month  he 
unveiled  his  new  car  in  Moscow's  Red 
Square.  He  plans  to  rename  the  team 
Midland  after  his  Ukrainian  company. 


Boats 

Keeping  up  with  the  ultrawealthy  m; 
have  inspired  Oracle  Chief  Larry  Ellisc 
to  order  a  last-minute  increase  in  tl 
length  of  Rising  Sun,  his  450-foot  luxu 
yacht.  Estimated  to  cost  at  least  $250  m: 
lion,  the  soon-to-be-completed  70,00' 
ton  behemoth  will  supplant  Paul  Allen 
414-foot  Octopus  as  world's  biggest  yacr 


Cars 


Grey  Goose  vodka  creator  Sidney  Frar 
bought  a  $400,000  black  2004  Merced 
Maybach  and  paid  an  extra  $100,000 
make  it  bulletproof.  The  cushy  rio 
features  reclinable  airline-style  seats.  Tl 
booze  billionaire  flies  the  car  back  ar 
forth  between  his  New  York  and  Si 
Diego  homes  and  uses  it  to  travel  to  a  gc 
course  where  he  pays  a  team  of  golfers 
play  for  his  amusement. 


Homes 

Last  year  steel  magnate  Lakshmi 
Mittal  paid  $100  million  for  a  12- 
bedroom  London  estate  situated 
between  the  royal  family's  Kensing- 
ton Palace  and  the  home  of  the  Sul- 
tan of  Brunei.  The  property,  which 
reportedly  boasts  Turkish  baths  and  a 
20-car  garage,  is  the  most  expensive 
private  residence  in  the  world, 
excluding  that  of  royalty. 
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A  GUIDE  TO 

INCENTIVE 
TRAVEL 


by  Curtis  Rist 


WITH  THE  RIGHT  PLANNING,  CORPORATIONS  CAN 
ACHIEVE  THEIR  GOALS  AND  BUILD  WINNING  TEAMS. 


i  planning  an  incentive  trip  or  corporate  event,  it  is  the  details 
ather  than  the  overall  itineraries  that  determine  failure  or  success. 


Advertisement  2 


Designing  a  trip  to  reward  three  dozen 
clients  of  a  major  recording  company  for 
their  continued  business,  Eric  Rozenberg, 
managing  director  of  the  Brussels-based 
Ince  &Tive  meeting  planners,  plotted  an 
extravagant  tour  through  India.  Instead  of 
having  the  group  spend  the  usual  five  days 
on  a  bus  and  four  nights  in  a  nameless 
hotel,  Rozenberg  focused  on  creating  spe- 
cific moments  that  would  be  forever  mem- 
orable. "The  highlight  was  when  we  took 
everyone  to  play  polo  —  on  elephants," 
says  Rozenberg.  After  the  cinema-worthy 
match,  the  group  freshened  up  and  made 
a  surprise  visit  to  a  maharajah's  palace  for 
a  spectacular  dinner,  complete  with  the 
maharajah  himself  as  their  host.  "No  one 
expected  it,  and  everyone  was  complete- 
ly carried  away  by  the  magic  of  it  all," 
Rozenberg  adds. 

In  terms  of  the  company  achieving  its 
desired  goals,  it  was  mission  accom- 
plished. "They  were  able  to  cement  the 
loyalty  of  their  top  customers,  which  was 
of  incalculable  value,"  says  Rozenberg.  In 
addition,  one  of  the  company's  new  sales 
directors  —  who  found  himself  in  the 
midst  of  a  tense  personality  conflict  with 
certain  clients  —  was  able  to  resolve  the 


differences,  and  emerged  from  the  trip 
with  the  confidence  needed  for  success. 
"An  incentive  trip,  when  well  planned, 
does  more  than  just  complement  good 
business  relations,"  says  Rozenberg.  "It 
creates  good  business  relations." 

What  Is  Incentive  Travel? 

When  properly  planned,  an  incentive 
trip  or  other  off-site  reward  can  do  far 
more  than  entertain  the  participants. 
These  events  can  help  forge  relation- 
ships with  potential  clients,  build 
teamwork  among  staff  members 
to  help  them 
meet  new  chal- 
lenges or  reward 
longtime  employ- 
ees for  meeting 
specific  goals.  Un- 
like cash  bonuses 
or  outright  gifts, 
these  types  of  trips  and  events  can  help 
build  stronger  links  between  people  and 
a  corporation.  "What  makes  incentive 
travel  a  lot  more  difficult  than  other  types 
of  meetings  is  the  attention  to  detail 
that's  essential  to  make  them  go 
smoothly,"  says  Carole  Ketterhagen, 


Unlike  cash  bonuses  or 
outright  gifts,  incentive 
trips  and  events  can  help 
build  stronger  links 
between  people  and  a 
corporation. 


executive  director  of  the  St.  Pet 
burg/Clearwater  Area  Convention  &1* 
tors  Bureau.  While  missteps  can  soj 
times  be  overlooked  in  other  type) 
meetings  or  events,  there  tends  tcj 
less  tolerance  for  error  among  pec 
who  are  being  led  through  a  trip  or 
billed  as  a  reward.  "The  pressure  to  n 
everything  work  out  perfectly  is  extre* 
to  say  the  least,"  says  Ketterhagen. 

Incentive  travel  can  be  defined  by  tl" 
criteria.  The  first,  says  Rozenberg  of  II 
&  Tive,  is  that  participants  should 
unable  to  put  a  price  tag  on  what  they 
experiencing.  Instead,  the  event  or  sc 
aspect  of  the  trip  should  seem  to 
made  possible  by  the  sheer  will  of 
company  itself.  By  contrast,  gifts  or  t 
that  have  an  obviously  redeemable  va 
can  appear  clunky  and  even  carelfl 
"Some  years  ago,  a  company  gave  ai 
large-screen  TVs  to  all  their  employe 
but  it  coincided  with  a  sale  on  the  ex 
same  TV  at  a  major  department  sta 
says  Rozenberg.  "It  depreciated  the  va 
of  the  gift."  And  for  good  reason:  Give 
choice  between  an  object  itself  or 
equivalent  in  cash,  most  people  wcj 
choose  the  money  —  which  demeai 
the  company's  intentions. 

The  second  in  the  list  of  criteria  is 
an  incentive  trip  or  event  should  le 
much  to  the  imagination  in  the  fc 
of  surprises.  "1 
don't  want  to 
everyone  that  1 
o'clock  you  ' 
ride  an  elepha 
and  at  8  you  1 
dine  with 
maharajah,"  s| 
Rozenberg.  "You  want  to  leave  an  ail 
mystery  and  possibility.  This  ultimal 
magnifies  the  impact  of  the  evei 
Having  led  a  recent  trip  throi 
Budapest,  he  says,  he  organized  a  bla 
tie  dinner  one  evening  "complete  \A 
red  carpets  and  paparazzi  and  camJ 


HAVE  A  MEETING  HERE  AND  THE  PHRASE, 
"HOLD  ALL  CALLS"  SEEMS  KIND  OF  SILLY. 


How  far  off  are  you  willing  to  go  for  your  next  off  site  meeting?  Believe  it  or 
not,  places  still  exist  with  no  electricity,  running  water  or  phones.  Where  the 
seas  are  inhabited  by  dolphins,  manatees  and  loggerhead  turtles  and  the 
skies  are  filled  with  exotic  birds.  Yet  as  amazing  as  this  environment  is,  it's 
all  within  reach  of  world  class  hotels,  resorts  and  meeting  facilities  and 
accessible  by  daily  non-stop  flights  from  35  cities.  So  if  you're  looking  for  a 
unique  place  to  hold  your  next  event,  look  no  further  than  The  Beaches  of 
Fort  Myers  &  Sanibei.  Call  800-237-6444  or  visit  fortmyers-sanibel.com. 


the   beaches  of  iv/V 

Fort  myers  W  Sanibel 
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flashing."  The  next  day,  everyone  was 
transported  to  a  small  restaurant  in  a 
picturesque  village,  where  they  donned 
aprons  and  spent  the  afternoon  learning 
how  to  prepare  traditional  goulash. 
"These  sorts  of  contrasts  and  surprises 
make  every  moment  feel  alive,  which 
is  the  essence  of  a  reward,"  says 
Rozenberg. 

The  third  aspect  of  incentive  travel  is 
that  it  has  to  include  elements  that  dis- 
tinguish it  from  ordinary  group  travel. 
"The  return  on  investment  you  have  by 
offering  people  moments  that  they 
cannot  duplicate  themselves  is  extreme- 
ly high,"  says  Rozenberg.  Sometimes, 
companies  contact  him  to  arrange  what 
they  think  will  be  an  incentive  travel 
adventure,  yet  want  nothing  more  than 
to  book  a  block  of  rooms  at  a  hotel  for  a 
week,  punctuated  by  a  welcome  cocktail 
hour  and  concluding  with  a  special  dinner 
on  the  last  evening.  "That  might  work  for 
a  sales  meeting,  conference  or  sympo- 
sium, but  there's  no  added  value  in  it  for 


ones  of  the  participants.  That  is  how  you 
leverage  your  corporate  message  to  its 
maximum  advantage." 


Meeting  With  Success 

For  the  second  consecutive  year,  the 
multibillion-dollar  global  meetings  and 
events  industry  will  experience  solid     meetings  industry  mirrors  that  of  b 
increases   in   key  economic 


budget  increase  in  2005,  which  buildsi 
a  3%  increase  in  2004.  This  year,  cor) 
rate  meeting  planners  report  aver; 
budgets  of  $7.1  million  compared  v 
$5.3  million  last  year,  and  associat 
budgets  have  climbed  to  $4.8  mil| 
from  $1.4  million.  "The  health  of 


"What  makes  incentive  travel 
a  lot  more  difficult  than  other 
types  of  meetings  is  the  atten- 
tion to  detail  that's  essential 
to  make  them  go  smoothly." 

Carole  Ketterhagen 
Executive  Director 
St.  Petersburg/Clearwater  Area 
Convention  &  Visitors  Bureau 


the  participants  and  there's  certainly 
nothing  about  it  that  feels  like  a  reward," 
he  says.  "You  very  much  want  to  create 
moments  and  experiences  that  will  be 
unique,  and  which  will  linger  in  the  mem- 


impact  indicators  including 
spending,  international  travel, 
employment  and  training  bud- 
gets underscoring  overall  fiscal 
and  corporate  health,  according 
to  FutureWatch  2005,  an  annual 
report  by  Meeting  Professionals 
International  (MPI)  and  Ameri- 
can Express.  "Incentive  travel 
has  proven  to  be  one  of  the 
fastest  growing  segments  of  all,"  says  ness  and  the  economy  in  general,"  s 
Colin  Rorrie,  Jr.,  MPI's  president  and  Rorrie.  "Predictions  of  the  demise 
chief  executive  officer.  "Companies  insist  face-to-face  meetings  due  to  technol 
on  seeing  a  return  on  their  investment  or  economic  challenges  haven't  comi 
dollars,  and  incentive  travel  has  proven  pass.  Rather,  organizations  are  recog 
year  after  year  that  it  provides  one  of  the    ing  the  value  of  events  as  a  strate 

business  tool." 

Incentive  travel  can  be  crucia 
further  the  goals  of  business, 
can  be  especially  powerful  in  help 
to  build  solid  business  relationsh 
These  can  include  relations!" 
among  staff  members  at  a  sir 
enterprise,  those  of  companies 
are  set  to  merge  or  relationsh 
with  clients  that  can  be  built  to  t 
scend  the  ups  and  downs  of  r 
kets  and  turn  into  lasting,  lucrai 
connections.  While  a  traa  tic 
meeting  or  seminar  provides  a  p 
form  to  develop  and  deliver  a  c 
message,  incentive  travel  and  o 
events  focused  on  rewards  pro' 
a  superb  opportunity  to  drive 
biggest  boosts  in  helping  a  company    message  home, 
achieve  its  goals."  The  result  is  a  clearer  understands 

Globally,  meeting  planners  in  seg-  a  company's  business  goals  and  str 
ments  such  as  corporate,  independent  gies,  and  a  greater  camaraderie  am; 
and  nonprofit  associations  forecast  a  5%     those  who  attend.  The  last  item 


o  justifioatton  necefsary 


Tongues  will  wag. 


They'll  accuse  you  of  wanting  to  meet  in  Scotland 
simply  because  of  its  legendary  golf  courses 
and  whisky,  sweeping  landscapes  and  vibrant 
cities.  They'll  say  you  just  want  to  partake  of 
worid- renowned  salmon  fishing,  savor  exceptional 
cuisine  and  explore  inviting  pubs  and  warm, 
welcoming  people. 


venues— from  state-of-the-art  conference 
centers  to  historic  castles,  exceptional  hotels 
to  working  distilleries,  museums  and  galleries 
to  universities.  Mention  how  easy  it  is  to  get 
to— and  around— Scotland.  Then  send  them 
fleeing,  by  citing  the  Scottish  national  heritage 
of  education,  innovation  and  excellence. 


Fortunately,  Scotland  provides  you  with  ample 
ammunition  to  silence  such  cynics.  Inform  them 
of  Scotland's  array  of  dramatic  facilities  and 


Of  course,  you'll  probably  never  need  to 
explain  the  decision  to  meet  in  Scotland  to 
anyone,  but  it's  always  nice  to  know  you  can. 


w 

For  more  information: 

www.cbnventionscotland.com/usa 

1-877-278-1200 

hi  iQinpcjotni  iriQm(5)\/iQitQrntlpnH  rnm 

Scotland 

Ruxinpss  Tourism 

Advertisement  6 


"Companies  insist  on  seeing  a  return  on 
their  investment  dollars,  and  incentive 
travel  has  proven  year  after  year  that  it 
provides  one  of  the  biggest  boosts  in 
helping  a  company  achieve  its  goals." 

Colin  Rorrie,  Jr. 

President  and  Chief  Executive  Officer 
Meeting  Professionals  International 


are  seen  or  uti- 
lized merely  as 
an  exercise  in 
recognition  or 
as  a  reward  for 
service,  then  a 
major  opportu- 
nity is  being 
lost." 


greater  Camaraderie  among  colleagues 
—  ranks  as  a  priceless  by-product  for 
companies  that  value  team  productivity, 
both  among  their  employees  and  with 
their  clients  and  customers.  "The  incen- 
tive part  of  any  corporate  trip  should 
help  support  the  overriding  objectives," 
says  Rorrie.  "The  bonds  that  people 
make  and  the  connections  that  they  form 
with  one  another  provide  a  huge  return 


The  ABCs  of  Incentive  Travel 

Incentive  travel,  as  its  name  implies, 
is  intended  as  a  reward  —  whether 
for  clients,  customers  or  employees. 
It  can  be  used  to  recognize  people 
for  their  achievement,  either  because 
a  sales  objective  has  been  met  or 
because  some  key  corporate  goal  has 
been  reached  or  exceeded.  It  can  also 


County  Convention  &  Visitors  Bure< 
"The  preponderance  of  the  time 
used  as  recognition,  a  thank-you  a 
focused  around  leisure;  it's  suppos 
to  be  pleasurable." 

This  easygoing  time,  however,  requii 
even  more  intensive  planning  so  tf 
every  detail  is  choreographed.  Oth 
wise,  the  event  can  lack  excitement,  a) 
what  is  intended  to  be  fun  and  relax 
can  turn  out  to  be  tedious.  Several  poii) 
are  essential  to  make  these  events  wq 
well,  says  Nelson: 
•  Make  the  event  as  easily  accessij 
as  possible.  "One  of  the  first  thirj 
that  an  incentive  travel  planneri 
going  to  consider  is  airline  accg 
and  availability  to  direct  flights,"  sa 
Nelson.  As  a  general  rule,  the  md 


on  investment  that  many  companies 
overlook." 

The  power  of  an  incentive  or  reward 
trip  lies  in  its  ability  to  help  a  company 
make  great  progress  toward  specific 
goals  within  an  extremely  compressed 
time  frame.  This  involves  a  clear  state- 
ment of  those  objectives  from  the  begin- 
ning, which  then  forms  the  basis  for  all 
subsequent  planning.  "The  challenge  is 
to  make  sure  these  events  are  designed 
in  such  a  way  that  they  are  relentless  in 
their  focus  on  business  objectives,"  says 
Tony  Lorenz,  CMM,  president  of  Chica- 
go-based ProActive  Inc.,  a  strategic  com- 
munications and  events  firm.  "If  they 


be  used  to  forge  relationships  among 
clients  and  customers.  No  matter  what 
the  intended  goal,  the  predominant  idea 
is  to  have  fun.  "There  may  be  a  small  busi- 
ness component, 
whether  that's  a 
brief  meeting  or 
series  of  meet- 
ings, or  a  self- 
irnprovement 
component,"  says 
Mark  Nelson,  vice 
president  of  Con- 
vention Sales  & 
Services  of  the 
Orlando/Orange 


legs  there  are  to  the  journey,  the  Id 
desirable  that  will  be  for  the  per^ 
traveling  —  and  the  less  reward) 
the  trip  will  ultimately  be.  "Ideally,  \ 


"There  may  be  a  small  business 
component  ...The  preponderance  of 
the  time  is  used  as  recognition,  a 
thank-you  and  focused  around  leisure! 
it's  supposed  to  be  pleasurable." 

Mark  Nelson 

Vice  President  of  Convention 
Sales  &  Services 
Orlando/Orange  County 
Convention  &  Visitors  Bureau 


Serious  Business.  Serious  Fun 


Bardmoor  Golf  and  Tennis  Club 


A  Golf  Digest  4-Star  Facility.  Former  site  of  the  nationally 
televised  PGA  Tour's  JC  Penney  Classic.  Par  72,  7,015-yard 
championship  layout.  Enjoyable  for  players  of  any  ability. 
Call  today  for  tee  times  and  outing  information. 

727.392.1234 
BardmoorGolf.com 


St.  Petersburg/Clearwater  Area  Convention  &  Visitors  Bureau 
FloridasBeachMeetings.com  •  1.877.352.3224 


Don  CeSar  Beach  Resort, 
A  Loews  Hotel 

Florida's  Premium  Full-Service  Meeting  Venue  on  the  Gulf  of 
Mexico  with  277  newly  renovated  guest  rooms  and  suites. 
40,000  sq.  ft.  of  meeting  and  exhibit  space.  Award-winning 
dining.  Beautiful  sunsets.  White  sandy  beach.  True  luxury. 

800.282.1116 

DonCeSar.com  •  LoewsHotels.com 


ST.  PETERSBURG/CLEARWATER 

-  FLORIDA'S  BEACH 
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would  keep  the  event  within  a 
30-minute  radius  of  the  airport," 
he  says. 

•  Focus  on  the  overall  experi- 
ence. "Incentive  travel  works  m 

> 

best  when  people  are  removed  " 

from  the  typical  hotel  environ-  § 

u 

ment,"  says  Nelson.  World-class  ® 

c' 

resorts  are  the  preferred  desti-  ^ 
nation,  but  so  are  smaller  bou-  -8 

c 
J2 

tique  hotels  and  unusual  venues  5 
such  as  first-rate  ranches,  medieval 
castles  or  other  one-of-a-kind  loca- 
tions. "These  people  are  achievers, 
and  by  their  very  nature  they  are 
going  to  demand  first-rate  or  unique 
services." 


"Even  though  people  are  going  to  a 
destination  for  a  business  event,  they 
want  to  participate  in  what  the  destina- 
tion has  to  offer.  Not  only  do  you  get  a 
chance  to  meet  and  promote  business, 
you  also  have  a  scenic  adventure." 

Dennis  Edwards 
Senior  Vice  President 
Greater  Fort  Lauderdale 
Convention  &  Visitors  Bureau 


•  Match  the  location  to  the  group. 
Above  all,  people  need  to  feel  com- 
foitable  on  incentive  trips,  which 
requires  careful  consideration.  "If 
you're  bringing  in  your  top  salespeo- 
ple, they'll  be  looking  for  the  finest 
hotel  accommodations,  the  highest 
level  of  quality,"  says  Nelson.  "Where- 
as, if  you're  developing  an  incentive 
trip  for  all  of  the  engineers  that  have 
worked  on  their  assembly  line  all  year 
and  had  zero  failures,  they  may  not 
enjoy  being  housed  at  a  luxury  loca- 
tion at  all."  Being  respectful  of  the 
desires  and  the  backgrounds  of  a 
group  will  help  achieve  the  best 
results. 

•  Focus  on  the  value  of  a  trip,  rather 
than  the  cost.  Incentive  travel  costs 


a  significant  amount,  but  it's  the  return 
on  the  dollar  —  rather  than  the  actual 
amount  a  trip  costs  —  that  should  be 
of  greatest  importance  to  a  company. 
"As  long  as  a  company  is  getting  a 
great  return  on  its  investment,  in 
terms  of  achieving 
its  goals,  then  a 
trip  will  be  worth 
it,"  says  Nelson. 
Paring  down  costs 
simply  for  the  sake 
of  lowering  the 
final  bill  can  often 
have  negative  con- 
sequences. "We 
have  found  again 
and  again  that  the 
number-one  driver  in  terms  of  value 
perception  is  the  level  of  overall  ser- 
vice provided,"  says  Nelson.  Cutting 
back  here  can  risk  undermining  the 
point  of  the  trip  in  the  first  place. 
•  Be  sensitive  to  family  members  of 
those  invited  on  the  trip.  Time  is  the 
greatest  shortage  most  people  have, 
especially  with  respect  to  their  fami- 
lies. "People  are  more  and  more  con- 
cerned about  quality  time  with  their 
families,  and  a  company  can  do  a 
great  deal  to  respect  that,"  says 
Nelson.  When  planning  an  incentive 
trip,  consider  the  possibility  of  broad- 
ening the  invitation  to  include  family 
members.  "To  make  this  even  more 
enticing  to  participants,  think  about 
allowing  them  the  option  of  spending 


a  few  days  either  pre-  or  post-trip 
the  location,"  says  Nelson.  "This 
something  they're  likely  to  apprecii 
more  than  they  could  ever  tell  youl 

Choosing  the  Location 

In  deciding  where  to  hold  an  incent 
trip,  the  location  itself  will  often  dictate  1 
activities  that  will  form  the  experience 

Carole  Ketterhagen,  executive  direc 
of  St.  Petersburg/Clearwater  Area  C\ 
believes  that  the  more  a  destination  q 
to  offer,  the  greater  the  possibility 
making  a  match  with  the  interests  of  1 
participants.  Top  on  the  list  of  attractio 
in  her  area  are  the  beaches,  she  says 
beginning  with  the  fabled  Fort  De  Sc 
Park  and  Caladesi  Island,  which  are  cc 
sistently  rated  among  the  top  beaches 
the  U.S.  There  are  additional  highlighi 
such  as  the  Salvador  Dali  Museum,  t 
Museum  of  Fine  Arts  and  a  world-cla 
collection  of  golf  courses.  "We've  all 
got  plenty  of  other  activities,  fra 
antiquing,  to  deep-sea  fishing,  to  natui 
based  activities  such  as  kayaking.  Th^ 
really  is  a  full  directory  of  diversions  1 
people." 

When  choosing  a  theme  for  a  corp 
rate  retreat  or  incentive  trip,  the  locati) 
alone  can  dictate  the  best  possibility 
"Even  though  people  are  going  to  a  di 
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ion  for  a  business  event, 

want  to  participate  in 
t  the  destination  has  to 

in  whatever  ways  they 
1  says  Dennis  Edwards, 
Dr  vice  president  of  the 
ter  Fort  Lauderdale  Con- 
ion  &  Visitors  Bureau, 
:h  represents  all  of  the  more  than 
hotels  in  the  area.  In  Florida,  Fort 
lerdale  and  the  surrounding  Broward 
ity  area  are  filled  with  possibilities, 
obvious  ones  are  the  beaches,  but 
are  more  than  just  for  sunning.  The 
irways  in  the  area  provide  countless 
)rtunities  for  boating,  which  can 
e  corporate  customers.  Yachts  can 
jnted  for  anything  from  small  execu- 


"We  love  to  get  our  guests  out  on 
water,  because  it  goes  right  to  the 
of  what's  special  about  this  area." 

Barry  Brown 
Director  of  Marketing 
Sanibel  Harbour  Resort  &  Spa 
Fort  Myers,  Florida 


the 
heart 


companies  that  have  rented  up  to  25  dif- 
ferent boats  that  hold  up  to  six  people 
each,"  says  Edwards,  of  an  event  that  is 
popular  both  with  novices  and  experts  in 
the  art  of  the  rod  and  reel.  The  Greater 
Fort  Lauderdale  CVB  has  also  arranged  a 
number  of  beach  competitions  for  cor- 
porate visitors,  including  volleyball  tour- 
naments and  sand-castle  building.  "It's 
really  a  great  way  to  get  individuals  not 


keting  at  Sanibel  Harbour 
Resort  &  Spa  in  Fort  Myers, 
Florida.  "We  respond  to  that 
by  creating  unique  events  in 
a  very  unique  part  of  the 
country,"  he  says.  This 
includes  staging  boat  races 
on  San  Carlos  Bay,  or  taking 
guests  out  on  a  100-foot  luxury  yacht  for 
dinner  cruises  as  well  as  the  occasional 
meeting.  "We  also  take  guests  on  'eco' 
tours  on  a  catamaran  that  seats  about  50 
people,  which  brings  them  close  to 
nature,"  he  says.  The  tours  include  the 
Everglades  National  Wildlife  Refuge  and 
a  host  of  other  natural  areas,  and  can  be 
tailored  to  fit  the  needs  and  interests  of 
the  group  involved. 


board  meetings  to  large  events  for 
)  500  people.  "Not  only  do  you  get  a 
ce  to  meet  and  promote  business, 
also  have  a  scenic  adventure,"  says 
ards.  The  meandering  waterways 
n  that  in  some  cases  it  is  possible 
boat  to  pick  people  up  right  at  a 
near  their  hotel  and  take  them  for  a 
;e  that  can  include  lunch,  dinner,  a 
ting  or  a  sunset. 

r  greater  adventures,  the  Everglades 
ide  countless  opportunities  for  off- 
activities.  Some  examples  of  these 
ide  a  swamp  safari,  which  creates 
i-building  and  incentive  events  that 
:de  swamp  buggy  rides  and  airboat 
3.  Another  popular  event  is  a  deep- 
f ishina  tournament.  "We've  had 


only  to  start  working  together,  but  really 
to  get  to  know  one  another  as  well," 
he  says.  After  all,  that's  the  unspoken 
goal  of  any  corporate  meeting.  "It  s  ulti- 
mately all  about  team-building,"  says 
Edwards.  "Planning  activities  that  suit 
and  challenge  the  attendees  on  an 
incentive  trip  helps  guarantee  you'll 
accomplish  that  goal." 

Selecting  Activities 

One  truth  for  customers  of  incentive 
travel,  particularly  those  on  the  executive 
level,  is  that  they  do  not  want  pre- 
packaged plans.  Instead,  they  prefer  cus- 
tomized plans  that  include  elements 
specifically  chosen  and  designed  for 
them,  says  Barry  Brown,  director  of  mar- 


The  range  of  activities  means  that  the 
area  can  satisfy  the  demands  of  a  broad 
group  of  people.  "As  a  result,  we  see  in 
our  market  a  great  deal  of  customer 
entertaining,  reward  trips  for  sales  staff, 
special  events  for  boards  of  directors  sur- 
rounding their  meetings  and  people 
rewarding  clients,"  says  Brown.  One 


"Scotland  is  a  key 
attraction  for  corporate 
visitors  because  it  is 
the  home  of  golf." 

Karen  Clarkson 
Marketing  Manager 
North  America 
VisitScotland 
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area  that  has  grown  in  recent 
years  is  the  number  of  incentive 
trips  offered  to  customer  service 
staffs,  which  typically  involve 
groups  ranging  from  20  to  200 
people  and  even  more.  For  these 
groups,  Brown  often  works  with  a 
destination  management  compa- 
ny to  create  theme  packages. 
"They  do  everything  from  a  'Sur- 
vivor' theme,  to  a  very  formal 
black-and-white  party,  and  arrange 
programs  such  as  tours  to  differ- 
ent wildlife  sanctuaries,  shopping 
excursions,  boating  to  private 
beaches,  you  name  it,"  he  says. 
"We  love  to  get  our  guests  out  on 
the  water,  because  it  goes  right  to 
the  heart  of  what's  special  about 
this  area." 

Sometimes,  the  destination 
itself  will  become  the  adventure 
—  as  in  the  case  of  Scotland, 
which  handles  numerous  incen- 
tive trips  each  year.  "Scotland  is  a 
key  attraction  for  corporate  visi- 
tors because  it  is  the  home  of 
golf,"  says  Karen  Clarkson,  mar- 
keting manager,  North  America, 
for  VisitScotland.  Scotland  delivers 
the  most  authentic  and  diverse 
golf  experiences  in  the  world. 
There  is  a  vast  array  of  over  500 
courses  to  choose  from  through- 
out Scotland,  including  the  "must- 
tee"  courses  of  Royal  Troon,  St. 
Andrew's  and  Muirfield.  Golfing 
excursions  can  also  be  combined 
with  other  activities,  such  as  a  tra- 
ditional Scottish  dinner  —  com- 
plete with  bagpipes  and  haggis  — 
at  Stirling  Castle.  It's  also  possible 
to  dine  aboard  Her  Majesty's 
Royal  Yacht  Britannia,  which  is 
moored  at  the  waterside  in  Edin- 
burgh and  can  be  paired  with  an 
evening  of  fireworks  above  the 
medieval  skyline. 


With  this  sort  of  attention  to 
detail,  an  incentive  trip  will  be 
rewarding  for  the  participants 
and  doubly  rewarding  for  the 
company  that  sponsors  it. 


Another  day  in  Scotland  mil 
include  a  trip  to  Glengoyne  whi 
distillery,  near  Glasgow,  wh 
participants  can  blend  their  oi 
whisky,  followed  by  dinner  a\ 
Cairngorm  Mountain  in  the  Hi 
lands.  Events  companies  such 
Blue  Sky  Experiences  make  it  p 
sible  for  corporate  groups  to  h 
their  own  Highland  Games,  cc 
plete  with  "tossing  the  caber,' 
to  participate  in  a  range  of  outd 
activities  from  shooting  to  hum 
game  birds.  The  possibilities  a 
include  informal  elements,  s 
as  experiencing  dinner  at  a  Ic 
pub  in  some  of  the  villages  n 
St.  Andrew's  and  sampling  loc 
caught  seafood.  "That's  alwi 
appreciated  because  the  foo' 
just  fantastic,  and  it  gives  the 
ticipants  the  ability  to  interact  v 
the  locals,"  says  Clarkson.  Sc 
land,  she  adds,  "excites 
senses  and  rewards  the  soul." 

Creating  Memorable  Even- 

With  corporate  goals  esi 
lished  in  advance,  it  is  possibl' 
create  memorable  experien 
that  can  be  complemented 
specific  locations.  The  planr 
has  to  begin  with  a  clear  st; 
ment  of  the  goals,  however,  ra' 
than  simply  by  choosing  the  Ic 
tion  and  hoping  that  someho 
will  satisfy  those  goals. 

"It  takes  effort,  but  if  you 
the  questions  and  take  the  tim 
understand  the  answers,  you 
have  the  ingredients  for  succe 
says  Rozenberg  of  Ince  &T 
"Your  wildest  business  goals 
be  realized."  With  this  sor 
attention  to  detail,  an  incentive 
will  be  rewarding  for  the  par 
pants  —  and  doubly  rewarding 
the  company  that  sponsors  it. 
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CORPORATE  MEETING  HOT  SPOT! 


ORLANDO/ORANGE 
COUNTY,  FLORIDA 

Great  resorts  and  meeting  facili- 
ties complement  a  surprising 
array  of  fine  dinning,  spa,  golf  and 
upscale  shopping  options.  Add 
world-class  theme  parks  that  pro- 
vide extraordinary  backdrops  for 
social  events  for  even  the  most 
sophisticated,  and  you 
have  all  the  elements  for  a  great 
meeting  or  group  adventure.  The 
Orlando/Orange  County  CVB's 
award-winning  team  offers 
support  from  site  visit  to  event 
planning  and  incentive  travel,  all 
free.  See  why  "We  promise  great 
corporate  meetings." 

Call  1-800-662-2825,  or  visit 

www.  orlandoconvention.  com. 

ORlAMDO 

£Tv£?£,'.  \  You  Ntvca 
fiwEB  K  Outoiow  It* 


GREATER 
FORT  LAUDERDALE 

The  reasons  to  bring  your  incentive 
travel  and  meeting  groups  to 
Greater  Fort  Lauderdale  are  as 
endless  as  the  golden  sands  that 
line  our  palm-fringed  beaches. 
These  include  outstanding  facilities 
like  the  newly  expanded  600,000- 
sq.-ft.  Broward  County  Convention 
Center,  and  easy  access  with  585 
daily  flights  to  Fort  Lauderdale/ 
Hollywood  International  Airport.  We 
have  33,000  inviting  accommoda- 
tions plus  year-round  sunshine, 
golf,  outdoor  dining,  top  shopping, 
picturesque  waterways  and 
"sunsational"  service. 

For  more  information,  call 
1-800-356-1662,  or  visit 

www.  sunny,  org/mee  tingplanners. 

greater  FORT  LAUDERDALE  £ 

sunny.org 


SCOTLAND 


Discover  Scotland's  brilliant  and 
turbulent  past,  her  extraordinary 
people,  the  rich  diversity  of  her 
arts  and  culture,  and  the  many 
other  features  that  have  pro- 
duced a  nation  that  treasures  its 
past  and  keenly  anticipates  its 
future.  In  addition,  Scotland  is 
the  home  of  golf  and  delivers 
the  most  authentic,  diverse  golf 
experiences  steeped  in  the  trad 
tions  of  the  game  in  a  way  no 
other  destination  can  match. 

To  learn  more,  call 
1-877-278-1200,  or  visit 

www.conventionscotland.com/us 


$  Scotland 

Business  Tourism 


ST.  PETERSBURG/ 
CLEARWATER,  FLORIDA 

Whatever  your  objectives,  our 
dedicated  staff  of  travel  profes- 
sionals and  area  experts  will  help 
you  every  step  of  the  way,  to 
provide  unparalleled  service  and 
valuable  insight  into  all  that  the 
St.  Petersburg/Clearwater  area 
has  to  offer.  We  provide  incentive 
travel  and  meeting  planners 
a  one-stop  shopping  solution 
to  effortlessly  coordinate  the 
perfect  meeting  or  group  travel 
experience. 

For  more  information,  call 

1-877-FL-BEACH  (352-3224), 

or  visit  www.FloridasBeach.com. 


THE  BEACHES  OF 
FORT  MYERS  &  SANIBEL 

Welcome  to  a  tropical  island  get- 
away on  southwest  Florida's  Gulf 
of  Mexico.  A  place  of  exotic  trop- 
ical wildlife,  pristine  white-sand 
beaches  and  hundreds  of  unin- 
habited islands.  A  time  to  search 
for  seashells,  enjoy  family  or 
friends,  relax  with  business  asso- 
ciates or  just  lounge  on  a  beach. 
The  Beaches  of  Fort  Myers  and 
Sanibel:  Sanibel  &  Captiva  Island, 
Fort  Myers  Beach,  Fort  Myers, 
Bonita  Springs  &  Estero,  Cape 
Coral,  Pine  Island,  Boca  Grande 
&  Outer  Islands,  North  Fort 
Myers  and  Lehigh  Acres. 

For  details,  call  1-800-237-6444, 

or  visit  www.fortmyers-sanibel.com. 


teaches  of 


Fort  myers 

i 

Sanibel 

Lee  County  Visitor  &  Convention  Bureau 
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Greater  Fort  Lauderdale  CVB 
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SENSATIONAL 

FUN  &  SOPHISTICATED 

ONLY  ORLANDO 


ORIAJMDO 

We  Promise  Great  Meetings 
Orlando/Orange  County  Convention  &  Visitors  Bureau 


MAKE  A  SENSATIONAL  CHOICE. 
Orlando, 

Orlando  has  transformed  itself  into  a  complete  resort 
destination  offering  visitors  an  incredible  selection  of 
amenities.  As  we  continue  to  set  ourselves  apart,  meeting 
planners  have  validated  Orlando  as  a  premier  destination 
for  meetings,  conventions,  tradeshows  and  incentive  travel! 

All-inclusive  resort  properties  are  in  demand  and  Orlando 
is  home  to  some  of  the  world's  best.  No  matter  what 
you're  looking  for  whether  planning  a  quick  huddle  for  a 
group  of  50  or  a  week-long  tradeshow  for  50,000,  you  will 
find  venues  that  fit  your  needs. 

After  a  hard  days  work,  you  and  your  colleagues  will  enjoy 
exquisite  meals  or  a  night  on  the  town.  Orlando  offers 
a  surprising  array  of  stylish,  sophisticated  or  out-of-the- 
ordinary  spots.  Many  are  operated  by  some  of  the  most 
talked  about  chefs  in  the  country,  including  Norman  Van 
Aken,  Todd  English,  Melissa  Kelly,  Emeril  Lagasse,  Roy 
Yamaguchi  and  Wolfgang  Puck.  But  there  are  many  more 
from  which  to  choose.  For  shoppers,  Orlando  showcases 
a  lineup  of  who's  who  in  the  retail  fashion  industry, 
including  Versace,  Gucci,  Giorgio  Armani,  Nicole  Miller, 
Tiffany  &  Co.,  Neiman  Marcus...  need  we  say  more? 


Cover  photos  courtesy  of  Universal  Orlando 


Orlando/Orange  County  Convention  &  Visitors  Bureau 
800-662-2825  •  orlandoconvention.com 


Orlando/Orange  County  Convention  &  Visitors  Bureau 
800-662-2825  •  orlandoconvention.com 


MAKE  A  SENSATIONAL  CHOICE. 
Golf  or  Spas. 

por  many,  golf  is  not  just  a  game — it's  a  passion.  Orlando 
tops  the  list  when  it  comes  to  great  golf.  Six  first  rate  golf 
academies  and  over  I  50  courses,  many  designed  by  world- 
renowned  golf  course  architects,  await  the  scratch  golfer  or 
the  duffer. 

~fo  unwind  after  a  game  of  golf  or  a  day  of  meetings,  your 
colleagues  can  enjoy  a  bit  of  indulgence.  Orlando  has  put 
together  a  collection  of  full-service  spas  that  are  second  to 
none.  Guests  can  choose  from  citrus  consultants,  hot 
canyon  stone  massages,  and  exotic  spa  experiences  rooted 
in  Balinese  healing  traditions. 

Orlando.  Great  atmosphere,  unbeatable  service 
with  fun  and  sophisticated  choices. 

To  serve  you  in  finding  a  venue  or  planning  your  next  event 
is  the  Orlando/Orange  County  Convention  &Visitors  Bureau. 
Our  professional  destination  sales  and  service  managers 
are  ready  to  become  your  personal  planning  consultants 
to  find  your  venues  or  create  customized  programs  that 
are  memorable  and  exceed  your  attendees'  expectations. 
Please  visit  us  today  at  orlandoconvention.com,  e-mail  us  at 
karen.maureen@orlandocvb.com,  or  call  800-662-2825  and 
allow  us  to  help  you  plan  a  great  meeting  in  sensational,  fun, 
yet  sophisticated...  Orlando. 


Orlando/Orange  County  Convention  &  Visitors  Bureau 
800-662-2825  •  orlandoconvention.com 


"They  brought  out  the 


a 


Doug  Amann 
Senior  Director  Group  Leader 
Conventions  and  Meetings  Strategies 
Pfizer  Pharmaceuticals  Group 


From  their  innovative  meeting  services,  to  their  progressive  cuisine, 
to  their  groundbreaking  seminars  on  meetings  and  creativity  by 
renowned  creativity  expert  Roger  von  Oech,  the  Walt  Disney  World 
Swan  and  Dolphin  makes  it  easy  to  bring  your  vision  of  a  perfect 
meeting  to  reality. 

•  2,267  new  guest  rooms  and  suites, 
all  with  Westin  Heavenly  Beds® 

•  329,000  square  feet  of  meeting  space,  including 
110,500  square  feet  of  convention/exhibit  space 

•  82  meeting  rooms  and  2  executive  boardrooms 

•  4  ballrooms 

•  The  pi  I  larless,  50,000-square-foot  Pacific  Hall 

•  17  themed  restaurants  and  lounges 

•  Inspiration  for  inspired  ideas 


To  add  some  real  creativity  to  your  next  meeting,  call  800  524  4939 
or  contact  your  Starwood  global  sales  representative. 
www.swandolphinmeetings.com 


Take  your  next  meeting  to  a  wudvK.  ^{uex. 


0X000..?, 


Those  levels  of  course  being  excellent  and  exceptional. 

At  the  Hyatt  Regencv  Grand  Cypress,  business  and  pleasure  live  in  harmony.  Luxurious 
accommodations,  45  holes  of  Jack  Nicklaus  golf  and  an  equestrian  center  provide  the  pleasure. 
Our  29  meeting  areas,  from  intimate  boardrooms  to  the  25,000  sq.  foot  Grand  Cypress  Ballroom, 
and  20  years  of  Grand  Service  all  ensure  your  business  meeting  is  just  as  enjoyable. 


HY-A^T 

R  £  G  E  '.N  C  Y 


hyattgrandcypress.com 
407-239-1234 

ORLANDO  FLOR 


D  A 


ORLANDO 
WORLD  CENTER 

RESORT 


Harriott 

WE'RE  KNOWN  BY 

THE  COMPANIES  WE  KEEP. 

It's  easy  to  see  why  50%  of  our  convention  business  is 
repeat  business.  66  meeting  rooms  including  the  50,000 
square  foot  Palms  Ballroom.  214,000  square  feet  of  total 
meeting  space  with  an  additional  105,000  square  feet 
coming  soon.  A  brilliant,  experienced  convention 
staff,  a  fabulous,  newly  renovated  200-acre  resort 
with  on-premise  golf  and  every  conceivable  amenity. 
We  keep  companies  happy  and  they  keep  coming  back. 
IT'S  THE  MARRIOTT  WAY.SM 


407-238-8888 

Visit  marriottworldcenter.com  for  more 
information  and  to  view  our  tours  online. 


At  The  Peabody  Orlando, 
we  understand  that  comfort  is  the 
key  to  a  successful  gathering. 


Call  us  al800-42-DUCKS  for  sales  information. 
9801  International  Drive,  Orlando,  Florida  32819 
(407)  352-4000  •  www.PeabodvOrlando.com 
o  ■  o 

Consider  our  other  fine  hotels  -  The  Peahody  Memphis  and  The  Peahody  Utile  Rock. 


Aili, K  mi  in  the  2,500.000  s</  //.  Orange  County  Conyention  Center  •  $9)  guest  rooms  &  suites  •  57,000  sq.ft.  of  meeting  space  includ 
3  ballrooms  an  J  w  flexible  breakout  100ms  •  Member  Hinton  &■  Grusich  •  Meetings  &  Conventions  Gold  Key  Award  •  Successful  Meetings 
1  Aiwmi  •  (  oi  pot  ate  &  Incentive  Travel  Award  •  Medical  Meetings  M&DAwaid  •  AAA  Four  Diamond  Award 'Mobil  Four  Star  Award 


LOEWS  HOTELS 
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Check  out 


World-class  hotels  offering  an  entire 
Universe  of  meeting  possibilities 


Check  in 


to  Loews  Hotels  Meetings  at 
Universal  Orlando®  Resort 


Hard  Rock  Hotel":  650  rooms  •  6,000  sq.  ft.  meeting  space  •  Function  Lawn 
Portofino  Bay  Hotel:  750  rooms  •  43,000  sq.  ft.  meeting  space  •  Mandara  Spa® 
Royal  Pacific  Resort:  1,000  rooms  •  85,000  sq.  ft.  meeting  space  •  Wantilan  Luau  Pavillion 


MEETINGS   8  EVENTS 


I  Want  a  facility 
where  the  technology 
borders  on  magic. 


Wyndham 
Double  Meeting  Rewards 

Get  an  HP  Business  Notebook, 
A  Herman  Miller  Aeron  Chair, 
Up  to  50,000  Miles  and  More. 


WHAT'S  YOUR  REQUEST?™  Do  you  want  90,000  square 
feet  of  state-of-the-art  meeting  space,  right  inside  the  Walt  Disney  World' 
Resort?  Do  you  want  over  1,000  rooms  equipped  with  cordless  phones  and 
high-speed  Internet  access?  We  want  to  hear  about  it.  Because  at  Wyndham 
Hotels  &.  Resorts,  we 're  here  to  help  you  throw  the  best  conference  you've  had 
yet.  Call  our  meeting  manager  at  407-827-3364  or  visit  our  web  site  and  get  dou- 
ble the  rewards.  1.888.WYNDH  AM  ww.wyndhampalaceresort.com 


WYNDHAM  PALACE 

RESORT  &  SPA 

in  the  WALT  DISNEY  WORLD'  Resort 


Meeting  must  be  consumed  between  4/1/05  12/1  5/05  with  a  minimum  of  150  rooms  on  peak  nights.  Does  not  apply  to  previously  booked  meetings  or  cancellations.  Cannot  be  combined  with  any  othci 
offers  or  promotions.  Wyndham  Meeting  Rewards  subject  to  change  without  notice  Rewatds  will  be  shipped  upon  completion  of  event  Please  allow  6-8  weeks  for  delivery  of  reward. 


Grande  Lakes  Orlando  is  an  elegant  oasis  in  one  of  the  world's  premier  destinations.  Its  two  magnificent 
hotels  are  surrounded  by  500  lush  acres  at  the  headwaters  of  the  Florida  Everglades,  nestled  in  the  middle 
of  a  1000-acre  nature  preserve  —  the  584-room  Ritz-Carlton  Orlando,  Grande  Lakes  and  the  1000-room 
JW  Marriott  Orlando,  Grande  Lakes.  Together  providing  132,500  square  feet  of  flexible  meeting  space  and 
1 17,000  square  feet  of  outdoor  event  area. 

The  resort  is  truly  a  work  of  art,  adorned  with  lush  gardens  and  outdoor  heated  pools  including  a  lazy  river. 
Award-winning  signature  cuisine  from  1 1  unique  on-site  dining  options.  The  secluded  and  elegant  Ritz-Carlton  Spa, 
and  the  premier  18-hole  Greg  Norman  Signature  Golf  Course  featuring  a  unique  Golf  Caddie  Concierge  Program. 
All  conveniently  located  between  the  airport,  the  convention  center  and  the  attractions. 

To  learn  more  about  where  great  names  meet,  call  407-393-4300  or  visit  www.grandelakes.com. 


The  Ritz-Carlton'* 

Orlando 
Grande  Lakes 


GRANDE  LAKES 

ORLANDO 

Where  Great  Names  Meet  "" 


JW  MARRIOTT, 

ORLANDO 
GRANDE  LAKES* 


Billionaires 


T  WAS  STEADY  SAILING  FOR  MOST  OF  THE  AMERICAS'  43  BILLIONAIRES.  THOUGH  THEY  MANAGED  TO  INCREASE  THEIR  COMBINED  NET 
WORTH  BY  20%  IN  THE  PAST  YEAR,  ONLY  THREE  NEW  FORTUNES  WERE  ADDED— TWO  OF  WHICH  STEM  FROM  A  BRAZILIAN  BEER 
MERGER.  ONE  HIGHLIGHT:  LATIN  AMERICA'S  RICHEST  MAN,  CARLOS  SLIM  HELU,  BOOSTED  HIS  NET  WORTH  BY  NEARLY  $10  BILLION. 


0  Maria  Aramburuzabala.  Mexico's  richest  woman  owns  a  big  stake  in  Grupo  Modelo,  maker  of  Corona  and  Negro  Modelo  beers.  She  made 
leadlines  in  February  by  marrying  U.S.  ambassador  to  Mexico.  B)  Guy  Laliberte.  Canadian  street  urchin  founded  artsy  spectacle  Cirque  du  Soleil, 
low  one  of  Las  Vegas'  biggest  draws.  C)  Edward  Rogers.  The  Canadian  media  baron's  portfolio  includes  43  radio  stations,  scores  of  consumer  and 
rade  publications,  several  TV  stations  and  the  country's  largest  cable  company.  D)  Abilio  dos  Santos  Diniz.  Chairman  of  Brazil's  largest  retailer, 
iompanhia  Brasileira  de  Distribuicao,  the  Latin  world's  answer  to  Wal-Mart  and  Carrefour. 
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Billi 


lonaires 


Rank  Name/Country 
Net  worth  ($bil)  Source 


4  Carlos  Slim  Helu/Mexico 

23.8  telecom  65 
15  Kenneth  Thomson  &  family/Canada 

17.9  publishing  81 
35  Galen  Weston  &  family/Canada 


Rank  Name/Country 


9.9  retail 

64 

A 

91 

Joseph  &  Moise  Saf  ra/Brazil 
5.2  banking 

▲ 

94 

Gustavo  Cisneros  &  family /Venezuela 
5.0           media  59 

▲ 

94 

Jeffrey  Skoll/Canada 
5.0  Ebay 

40 

▲ 

107 

Jim  Patrison/Canada 

4.8  diversified 

76 

▲ 

117 

James,  Arthur  &  John  Irving/Canada 
4.4  oil 

▲ 

132 

Andronico  Luksic  &  family /Chile 
4.2  mining 

78 

▲ 

136 

Lorenzo  Mendoza  &  family/Venezuela 
4.1           beverages  39 

— 

151 

Jeronimo  Arango/Mexico 
3.6  retail 

79 

▼ 

156 

Julio  Mario  Santo  Domingo/Colombia 
3.5           beer,  diversified  81 

▲ 

164 

Paul  Desmarais/Canada 

3.3  finance 

78 

▲ 

170 

Aloysio  de  Andrade  Faria/Brazil 
3.2  banking 

84 

▲ 

203 

Anacleto  Angelini/Chile 
2.9  energy 

91 

▲ 

Net  worth  ($bil)    Source  Age 

210 

Charles  Bronfman/Canada 

2.8  liquor 

73 

219 

Alberto  Bailleres/Mexlco 

2.7  mining 

72  ' 

219 

Eliodoro  Matte  &  family/Chile 

2.7  paper 

59 

219 

Luis  Carlos  Sarmiento/Colombia 

2.7  banking 

72 

228 

Jorge  Paulo  Lemann/Brazil 

2.6  banking 

65 

228 

Ricardo  Salinas  Pliego  &  family/M 

exico 

2.6  retail 

49 

243 

Antonio  Ermirio  de  Moraes  &  family/Brazil 

2.5  diversified 

76 

243 

Michael  Lee-Chin/Canada 

2.5           mutual  funds 

54 

243 

Bernard  (Barry)  Sherman/Canada 

2.5  drugs 

63 

258 

Edward  Rogers/Canada 

2.4  media 

71 

292 

Emanuele  (Lino)  Saputo  &  family/Canada 

2.2  dairy 

68 

292 

Lorenzo  Zambrano  &  family/Mexico 

2.2  cement 

61 

321 

Roberto  Hernandez/Mexico 

2.8  banking 

63 

366 

Maria  Asuncion  Aramburuzabala/Mexico 

1.8  beer 

41 

366 

Jean  Coutu/Canada 

1.8  pharmacies 

77 

Rank  Name/Country 

Net  worth  ($bil)  Source 


366 

Wallace  McCain/Canada 

▲ 

1.8  food 

75 

A 

387 

Gregorio  Perez  Companc  &  family/Argentina 
1.7            oil  &  gas  70 

413 

Julio  Bozano/Brazil 

▼ 

1.6  banking 

69 

▲ 

413 

Alfredo  Harp  Helu/Mexico 
1.6  banking 

61 

▲ 

413 

Daryl  Katz/Canada 

1.6  pharmacies 

43 

488 

Alexander  Shnaider/Canada 

▲ 

1.4  steel 

36 

507 

Abilio  dos  Santos  Diniz  &  family/Brazil 

1.3  supermarkets 

68 

▲ 

507 

Stephen  Jarislowsky/Canada 

1.3           asset  management  79 

548 

Guy  Laliberte/Canada 

▼ 

1.2            Cirque  du  Soleil 

45 

548 

Isaac  Saba  Raffoul  &  family/Mexico 

▲ 

1.2  diversified 

81 

548 

Marcel  Telles/Brazil 

▲ 

1.2  beer 

55 

T 

620 

Emilio  Azcarraga  Jean/Mexico 
1.0  media 

37 

620 

Carlos  Sicupira/Brazil 
1.0  beer 

57 

The  Newest  Arrivals 


Elena  Baturina 


i  m 


Vincent  Bollore 


The  past  year  has  seen  the  emergence  of  131  bil- 
lionaires hailing  from  27  countries.  The  U.S. 
accounted  for  69  of  those  new  faces.  Russia 
came  in  second,  adding  9  members.  Iceland, 
Kazakhstan,  Poland  and  Ukraine  delivered  their  first 
billionaires,  including  Zygmunt  Solorz-Zak,  a  one- 
time candle  salesman  who  created  Polsat,  Poland's 
largest  private  television  station.  Brazilian  beer  barons 
Carlos  Sicupira  and  Marcel  Telles  hit  the  billion-dollar 
mark  when  their  Ambev  merged  with  the  Nether- 


land's  Interbrew.  David  Khalili  of  the  U.K.  amassed  a 
billion-dollar  art  collection.  Ten  members  of 
Chicago's  Pritzker  clan  arrived  by  way  of  an  intergen- 
erational  squabble  that  resulted  in  the  carving  up  of 
the  family  fortune.  Lebanon's  Saad  Hariri  landed  on 
the  list  after  his  father,  Lebanon's  former  prime  min- 
ister Rafik  Hariri,  was  killed  by  a  car  bomb.  The  most 
famous  newcomer:  Martha  Stewart.  A  run-up  in 
shares  of  her  Martha  Stewart  Living  Omnimedia 
made  her  a  billionaire  behind  bars. 


Kerry  Stokes 


Elena  Baturina/ 'Russia 

Russia's  first  female  billionaire.  The 
former  factory  worker  started  Inteko, 
a  plastics  company  which  initially 
made  crockery  but  has  since 
expanded  into  construction.  Inteko 
is  believed  to  control  as  much  as  20% 
of  Moscow's  construction  market. 
She's  also  married  to  the  powerful 
mayor  of  Moscow,  Yury  Luzhkov. 

Vincent  BolloreAFrawe 

Started  out  as  a  bank  trainee  at 
Edmond  de  Rothschild.  Made 


name  buying  large  positions  in 
distressed  companies.  Owns  big 
stakes  in  palm  oil  plantations  and  a 
plastics  concern.  Last  year  began 
accumulating  shares  of  advertising 
and  communications  company 
Havas.  Collects  water-bottle  labels, 
comic  books. 

Kerry  Stokes/Australia 

Chairman  of  Australia's  Seven 
Network,  TV  and  publishing  con- 
glomerate whose  stock  is  up  50% 
since  September.  Also  owns  Wes- 


Trac,  one  of  the  largest  Caterpillai 
industrial  equipment  dealers  ir 
the  world.  Recently  secured  < 
Caterpillar  contract  for  northerr 
China. 

Naresh  Goya\/india 

Onetime  travel  executive  foundec 
Jet  Airways,  India's  largest  privat< 
airline.  Company  went  public  ii 
February  and  recently  launched  in 
ternational  flights.  Goyal  reportedl; 
commutes  between  Mumbai  anc 
London,  where  his  family  lives.  I 
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Design 


Scan  to  ema;l  ^  J  * 


in 

IP 


Print 


in* 


Approve 


Whether  it's  around  the  office  or  around  the  world,  Ricoh  gives  you  the  latest  technology  to  scan,  send  and  manage 
ideas  every  step  of  the  way.  Turn  your  inspiration  into  a  colorful  reality  with  Ricoh's  document  management  solutions. 


How  well  do  you  share? 


www.ricoh.com/share 


AM 


Image  Communication 


Billionaires 


By  the  Numbers 


Youngest 

Albert  von  Thurn  und  Taxis,  21 

Germany,  $2  billion 

Oldest 

John  Simplot,  96 

U.S.,  $2.3  billion 


Most 

Eligible 

Bachelor 

Stefan  Quandt 

Germany, 
$6.7  billion 


Number  of  Women:  68 
Number  of  Self-Made 
Women:  7 

Singles:  26 
Under  40:  29 
Over  70: 220 
Self-Made:  388 


Average  Age:  64 
Biggest  Gainer 

Lakshmi  Mittal,  India,  $25  billion 
+  $18.8  billion 

Biggest  Loser 

Mikhail  Khodorkovsky,  Russia,  $2.2  billion 
-  $12.8  billion 

Newest  Ex-Con 


Martha  Stewart 

U.S.,  $1  billion 


High  r  £ 

School 
Dropouts: 
18 


Richard 
Branson: 
When  he  left 
school,  his 
headmaster's 
send-off: 
"I  predict  you 
will  either  go 
to  prison  or 
become  a 
millionaire." 


Most  Kids 

Saleh  Bin  Abdul  Aziz  Al  Rajhi, 
Saudi  Arabia,  60  kids 


Richest  New  Billionaire 

Dan  Duncan,  U.S.,  $5.1  billion 

Average  Net  Worth:  $3.2  billion 


Tycoon  Tidbits 

•  Israeli  Lev  Leviev  is  trained  to  perform  a  bris,  the  Jewish 
ritual  of  circumcision. 

•  Martin  Bouygues,  France,  is  godfather  to  the  child  of 
Nicolas  Sarkozy,  France's  former  interior  minister  and  likely 
challenger  to  Chirac. 

•  Notepads  in  South  African  Nicky  Oppenheimer's  London 
office  read  "Things  I  must  do  before  cricket." 

•  France's  corporate  raider  Vincent  Bollore  collects  water- 
bottle  labels  and  comic  books.  Richard  Pratt 

•  Australian  Richard  Pratt  is  a  big  fan  of  Kentucky  Fried  Chicken. 

•  Marion  Sandler  knits  during  board  meetings. 

•  Australian  Harold  Triguboff  owns  three  Bentleys. 
Their  plates  read  HOT  I,  HOT  2  and  Oscar  (his  initials 
are  HOT— Harry  Oscar  Triguboff). 

•  Jorgen  Clausen,  Denmark,  is  building  a  science- 
theme  amusement  park  on  the  site  of  his  father's 
original  workshop. 

•  Paris  Latsis,  son  of  Greek  banking  magnate 
Spiro  Latsis,  is  rumored  to  be  dating 
Paris  Hilton,  granddaughter  of  hotel  titan 
William  Barron  Hilton. 

Paris  and  Paris 
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WHAT  A  COUNTRY.  THIS  YEAR  FORBES  IDENTIFIED  341  BILLIONAIRES  IN  THE  U.S., 
INCLUDING  69  NEW  MEMBERS.  AMONG  SOME  OF  THE  NOTABLE  NEWCOMERS: 
DREAMWORKS  CARTOON  CZAR  JEFFREY  KATZENBERG  AND  GOOGLE  CHIEF  ERIC 
SCHMIDT.  BUT  THE  BIGGEST  WINNER  WAS  CASINO  BARON  SHELDON  ADELSON, 
WHOSE  NET  WORTH  JUMPED  BY  NEARLY  $14  BILLION. 


A)  Eli  Broad.  Lithuanian  immigrants  son  made  his  first  fortune  with  home  builder  Kaufman  &  Broad.  Made  a  bigger  fortune  selling  SunAmerica  to 
AIG  for  $18  billion.  B)  Oprah  Winfrey.  Television  talk  show  star  renewed  her  contract  last  year,  a  move  that  will  keep  Oprah  on  the  air  into  the  next 
decade.  The  Oprah  Winfrey  Show  is  seen  in  112  countries.  C)  Jeffrey  Bezos.  Computer  science  student  started  selling  books  over  the  Internet  from 
his  Seattle  garage.  Took  Amazon.com  public  in  1997.  Now  the  world's  biggest  virtual  mall  with  $6.9  billion  in  sales.  D)  George  Lucas.  The  Star  Wars 
creator  is  getting  ready  to  deliver  the  final  installment  of  his  final  frontier  fantasy,  Revenge  of  the  Sith,  in  May. 
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Meg  Whitman.  Hired  hand  firmly  at  the  helm  of  online  marketplace  Ebay.  F)  Rupert  Murdoch.  Whiny  liberals  don't  care  much  for  his  Fox  News 
lannel,  but  couch  potatoes  love  it:  The  cable  news  channel  often  draws  more  viewers  than  all  the  other  cable  news  channels  combined.  G)  Steven 
lielberg.  Hollywood's  richest  director  is  putting  the  final  touches  on  War  of  the  Worlds.  H)  Mark  Cuban.  Even  after  paying  hundreds  of  thousands 
dollars  in  fines,  the  Dallas  Mavericks  owner  is  always  quick  to  tell  the  referees  exactly  how  he  feels.  I)  Sergey  Brin  and  Larry  Page.  The  Google 
ys  saw  their  fortunes  climb  620%  in  the  past  year.  J)  Donald  Trump.  His  casinos  may  be  crapping  out,  but  everything  else  Donald  is  booming. 
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Billionaires 


Rank  Name/State 

Net  worth  ($bil)    Source  Age 


1 

William  Gates  Ill/Washington 

46.5  Microsoft 

49 

T 

2 

Warren  Buff  ett/Nebraska 

44.0           Berkshire  Hathaway  74 

A 

7 

Paul  Allen/Washington 

21.0  Microsoft 

52 

9 

Lawrence  Ellison/California 

18.4  Oracle 

60 

▼ 

10 

S  Robson  Walton/Arkansas 

n  it                          tit    ■   , 

18.3  Wal-Mart 

61 

T 

11 

Jim  Walton/Arkansas 

-  <-i  e\                       in   ■  mm  « 

18.2  Wal-Mart 

57 

▼ 

11 

John  Walton/Arkansas 

18.2  Wal-Mart 

59 

•m 
T 

13 

Alice  Walton/Texas 

m"  M  M                       tit    i  ft  a   & 

18.6  Wal-Mart 

56 

mr 
T 

13 

l  •    ■  _      in    i-  /a  ■ 

Helen  Walton/Arkansas 

d   A    ft                                         III      ■     ■■  - 

18.0  Wal-Mart 

85 

w 

▼ 

18 

Michael  Dell/Texas 

16.0  Dell 

40 

1 

A 

19 

Sheldon  Adelson/Nevada 

15.6          casinos,  hotels 

71 

A 

A 

24 

Steven  Ballmer/Washington 

12.1  Microsoft 

49 

▼ 

25 

Abigail  Johnson/Massachusetts 

12.0  Fidelity 

43 

A 

27 

Barbara  Cox  Anthony/Hawaii 

11.7          Cox  Enterprises 

81 

A 

A 

27 

Anne  Cox  Chambers/Georgia 

11.7          Cox  Enterprises 

85 

A 

A 

30 

John  Kluge/Florida 

11.0  Metromedia 

90 

A 

A 

32 

Forrest  Mars  Jr/Virginia 

10.4  candy 

73 

32 

Jacqueline  Mars/New  Jersey 
10.4  candy 

65 

32 

John  Mars/Virginia 
10.4  candy 

68 

35 

Pierre  Omidyar/Nevada 
9.9  Ebay 

37 

A 

A 

41 

Kirk  Kerkorian/California 

8.9  investments 

87 

a 
A 

42 

Sumner  Redstone/California 

8.8  Viacom 

81 

w 

T 

46 

Philip  Knight/Oregon 
8.2  Nike 

67 

A 

A 

49 

Carl  Icahn/New  York 

7.8           leveraged  buyouts 

69 

A 

A 

49 

Rupert  Murdoch/New  York 
7.8            News  Corp 

74 

55 

Sergey  Brin/Califomia 
7.2  Google 

31 

a 
A 

55 

Charles  Ergen/Colorado 

7.2  EchoStar 

52 

T 

55 

Larry  Page/California 
7.2  Google 

32 

A 

A 

55 

George  Soros/New  York 
7.2           hedge  funds 

74 

A 

A 

60 

Donald  Newhouse/New  Jersey 
7.0  publishing 

75 

▼ 

60 

Samuel  Newhouse  Jr/New  York 

7.0  publishing 

77 

T 

67 

Micky  Arison/Florida 

6.5           Carnival  Cruises 

55 

A 

NEW* 


UP  M 


Retiring  early. 


Caring  for  two  jjjjj 
generations,   f  1 


Enjoying 
J»    investment  income. 


Opening  a  / * 
coffee  house. 


You  and  your  financial  needs  are 
unique.  Raymond  James  financial 
advisors  understand  that.  In  addition 
to  one  of  the  most  comprehensive 
ranges  of  financial  services  anywhere, 
they  have  complete  freedom  to  offer 
unbiased  advice  that's  right  for  you. 
That's  a  promise  from  one  of  the  first 
firms  to  focus  on  individual  financial 
planning.  And  it's  why  some  of  the  best 
advisors  have  chosen  to  work  with  us. 
There's  a  culture  of  independence  here. 
One  that's  focused  on  the  individual. 
One  that  works. 


RAYMOND  JAMES 

Individual  solutions 
from  independent  advisors 

raymondjames.com 


ank  Name/State 

et  worth  ($bil)  Source 

Age 

1  Rank  Name/State 

1  Net  worth  ($bil)  Source 

Age 

1  Eli  Broad/California 

188 

Leslie  Wexner/Ohio 

6.1  investments 

71 

▲ 

3.1           Limited  Brands 

69 

A 

2  Edward  Johnson  Ill/Massachusetts 
6.0  Fidelity 

74 

▲ 

194 

Richard  DeVos/Michigan 
3.0  Alticor 

79 

A 

7  Philip  Anschutz/Colorado 

194 

Steven  Jobs/California 

5.8  investments 

65 

▲ 

3.0           Apple  Computer 

50 

A 

3  Dan  Duncan/Texas 

194 

Ann  Walton  Kroenke/Missouri 

5.1           natural  gas 

72 

★ 

3.0  Wal-Mart 

55 

▼ 

4  Michael  Bloomberg/New  York 
5.0           Bloomberg  LP 

62 

▲ 

194 

George  Lucas/California 
3.0           Star  Wars 

60 

_ 

4  HTy  Warner/Illinois 
5.0           Beanie  Babies 

61 

T 

203 

Barbara  Piasecka  Johnson/Monaco 
2.9           inheritance  68 

A 

3  Ronald  Perelman/New  York 

203 

Richard  Schulze/Minnesota 

4.9           leveraged  buyouts 

62 

▲ 

2.9            Best  Buy 

64 

A 

7  David  Geffen/California 
4.4  entertainment 

62 

▲ 

210 

William  Davidson/Michigan 
2.8  glass 

82 

A 

2  Donald  Bren/California 
4.3           real  estate 

72 

A 

210 

Henry  Hillman/Pennsylvania 
2.8  industrialist 

86 

— 

2  Gordon  Moore/California 

210 

Ralph  Lauren/New  York 

4.3  Intel 

76 

T 

2.8  fashion 

65 

A 

2  Henry  Ross  Perot  &  family/Texas 

210 

Eric  Schmidt/California 

4.3           computer  services 

74 

▲ 

2.8  Google 

50 

★ 

2  William  Wrigtey  Jr/lllinois 

219 

Edgar  Bronfman  Sr/New  York 

4.3           chewing  gum 

41 

A 

2.7  liquor 

76 

— 

2  John  Abele/Massachusetts 
4.2           Boston  Scientific 

68 

▼ 

219 

Bradley  Hughes/California 
2.7           Public  Storage 

71 

A 

2  George  Kaiser/Oklahoma 

219 

Ronald  Lauder/New  York 

4.2           oil  &  gas,  banking 

62 

A 

2.7  cosmetics 

61 

A 

5  Jeffrey  Bezos/Washington 
4.1  Amazon 

41 

T 

219 

Steven  Spielberg/California 
2.7  movies 

58 

A 

B  Charles  Koch/Kansas 

228 

Martha  Ingram  &  family  /Tennessee 

4.0           oil,  commodities 

68 

— 

2.6           Ingram  Industries 

69 

A 

B  David  Koch/Kansas 

228 

Rupert  Johnson  Jr/California 

4.0           oil,  commodities 

63 

2.6           Franklin  Resources  63 

A 

B  James  Sorenson/Utah 

228 

Donald  Trump/New  York 

4.0           medical  devices 

83 

A 

2.6           real  estate 

59 

A 

4  Lester  Crown  &  family /Illinois 
3.8  investments 

79 

A 

228 

Jerry  Yang/California 
2.6  Yahoo 

36 

A 

4  John  Menard  Jr/Wisconsin 

243 

Edward  Lampert/Connecticut 

3.8           home  stores 

65 

A 

2.5  investments 

42 

A 

S  Peter  Nicholas/Massachusetts 

243 

Nancy  Walton  Laurie/Missouri 

3.5           Boston  Scientific 

63 

▼ 

2.5  Wal-Mart 

53 

▼ 

1  Preston  Tisch/New  York 

243 

David  Rockefeller  Sr/New  York 

3.4  Loews 

78 

A 

2.5           Standard  Oil 

89 

— 

4  Robert  Bass/Texas 

243 

James  Simons/New  York 

3.3           oil,  investments 

57 

A 

2.5            hedge  funds 

67 

★ 

4  Charles  Johnson/California 

243 

Leonard  Stern/New  York 

3.3           Franklin  Resources 

72 

A 

2.5           real  estate 

67 

A 

4  Robert  Rowling/Texas 
3.3           oil  &  gas,  hotels 

51 

A 

258 

Riley  Bechtel/California 
2.4  engineering 

53 

T 

I  William  Cook/Indiana 

258 

Stephen  Bechtel  Jr/California 

3.2           medical  devices 

73 

2.4  engineering 

79 

▼ 

D  James  Goodnight/North  Carolina 

258 

Leonard  Blavatnik/New  York 

3.2            SAS  Institute 

62 

A 

2.4           oil,  coal,  real  estate  47 

A 

D  Maurice  Greenberg/New  York 
3.2  AIG 

79 

T 

258 

Bernard  Marcus/Georgia 
2.4            Home  Depot 

75 

A 

1  Leonard  Lauder/New  York 

258 

A  Jerrold  Perenchio/California 

3.2  cosmetics 

72 

A 

2.4  Univision 

74 

T 

0  Charles  Schwab/California 

258 

Steven  Udvar-Hazy /California 

3.2           stock  brokerage 

67 

T 

2.4  leasing 

59 



I  Jack  Taylor/Missouri 

272 

Ronald  Burkle/California 

3.2           car  rentals 

82 

A 

2.3  investments 

52 

8  David  Filo/California 
3.1  Yahoo 

38 

A 

272 

Ray  Hunt/Texas 

2.3           inheritance,  oii 

62 
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Billionaires 


Rank  Name/State 

Net  worth  ($bil)    Source  Age 

272  Carl  PoMad/Minnesota 

2.3  banking 

09 

▲ 

272 

Haim  Satan/California 

2.3  television 

60 

A 

272 

John  Ssmplot  &  family/Idaho 
2.3  potatoes 

96 

T 

272 

Clemntie  Spangler  Jr/North  Carolina 

2.3  investments 

72 

▲ 

292 

Charles  Butt/Texas 

2.2  supermarkets 

66 

T 

292 

John  Calamos/lllinois 

2.2           mutual  funds 

65 

★ 

292 

Leona  Heimsley/New  York 

2.2           real  estate 

65 

— 

292 

Amos  Hostetter  Jr/Massachusetts 

2.2  cable 

68 

292 

Peter  Kellogg/New  Jersey 

2.2  investments 

63 

▼ 

292 

Samuel  Zell/llllnois 

2.2           real  estate 

63 

306 

Gordon  Getty/California 
2.1  oil 

72 

— 

306 

Herbert  Kohler  &  family/Wisconsin 

2.1           plumbing  fixtures 

66 

▲ 

306 

Craig  McCaw/Washington 
2.1           McCaw  Cellular 

55 

▼ 

306 

Richard  Rainwater/Texas 

2.1           real  estate,  energy 

60 

▲ 

306 

Harold  Simmons/Texas 

2.1  investments 

73 

A 

306 

Frederick  Smith/Tennessee 

2.1  FedEx 

60 

▲ 

306 

Jon  Stryker/Michigan 
2.1  inheritance 

46 

▲ 

306 

Ronda  Stryker/Michigan 
2.1  inheritance 

50 

▲ 

306 

Stephen  Wynn/Nevada 
2.1  casinos 

64 

A 

321 

Herbert  Allen  Jr/New  York 

2.0           investment  banking  65 

▲ 

321 

Leonore  Annenberg/Pennsylvania 
2.0  inheritance 

87 

321 

Roland  Arnall/California 

2.0           mortgage  banking 

66 

★ 

321 

Matthew  Bucksbaum  &  family/Illinois 

2.0           General  Growth 

79 

★ 

321  Steven  Cohen/Connecticut 

2.0  hedge  funds  49 

321  Louis  Gonda/California 

2.0  leasing  56 

321  Jon  Huntsman/Utah 

2.0  chemicals  67 

321  Richard  Kinder/Texas 

2.0  pipelines  61 

321  Bruce  Kovner/New  York 

2.0  hedge  funds  59 

321  John  Malone/Colorado 

2.0  cable  television  64 

321  Patrick  McGovern/New  Hampshire 

2.0  IDG  67 

321  Mitchell  Rales/District  of  Columbia 

2.0  Danaher  Corp  48 
321  Steven  Rales/District  of  Columbia 
 2.0  Danaher  Corp  52 


Rank  Name/State 

Net  worth  ($bil)  Source 

Age 

321 

Robert  Rich  Sr/Florida 

2.0           nondairy  creamer 

91 

A 

321 

Evgeny  (Eugene)  Shvidler/Russia 

2.0  oil 

40 

▲ 

321 

Robert  E  (Ted)  Turner/Florida 

2.0           Time  Warner 

66 

T 

355 

Lee  Bass/Texas 

1.9           oil,  investments 

40 

▲ 

355 

Charles  Dolan/New  York 

1.9  Cablevision 

78 

▲ 

355 

William  Hearst  Ill/California 

1.9           Hearst  Corp 

55 

▲ 

355 

H  Wayne  Huizenga/Florida 

1.9  entrepreneur 

67 

▲ 

355 

Melvin  Simon/Indiana 

1.9           real  estate 

78 

▲ 

355 

Ernest  Stempel/Bermuda 

1.9  AIG 

88 

In  the  past  year 
Sheldon  Adelson 

increased  his  net  worth  at 
an  average  rate  of 

$1.6  million 

an  hour. 


355  Glen  Taylor/Minnesota 

1.9  printing 
366  S  Daniel  Abraham/Florida 

1.8  Slim-Fast 
366  Franklin  Booth  Jr/California 

1.8  Berkshire  Hathaway  82 

366  Phoebe  Hearst  Cooke/California 

1.8  Hearst  Corp 

366  Austin  Hearst/New  York 

1.8  Hearst  Corp 

366  David  Hearst  Jr/California 

1.8  Hearst  Corp 

366  George  Hearst  Jr/California 

1.8  Hearst  Corp 

366  MingHsieh/California 

1.8  Cogent  Systems 

366  Jess  Jackson/California 

1.8  wine 
366  Carl  Lindner  Jr  &  family/Ohio 

1.8  investments 
366  Clayton  Mathile/Ohio 

1.8  lams 
366  FayezSarofim/Texas 

1.8  finance 
366  Patrick  Soon-Shiong/California 

1.8  generic  drugs 

366  WilmaTisch/New  York 

1.8  Loews 
366  Dennis  Washington/Montana 

1.8  investments 
387  Stanley  Druckenmiller/New  York 

1.7  hedge  funds 

387  John  J  Fisher/California 

1.7  Gap 
387  Robert  Fisher/California 

1.7  Gap  


63 


80 


78 


52 


59 


78 


49 


75 


85 


64 


76 


53 


79 


70 


52 


43 


51  * 


Rank  Name/State 

Net  worth  ($bil)  Source 


387  Tom  Gores/California 

1.7  leveraged  buyouts  40  ▲ 

387  E  Stanley  Kroenke/Missouri 

1.7  sports,  real  estate  57  A 

387  Peter  Lewis/Florida 

1.7  Progressive  Corp    70  A 

387  Mary  Alice  Dorrance  Malone/Pennsylvania 

1.7  inheritance  55  - 

387  Richard  Marriott/Maryland 

1.7  hotels  66  A 

387  Charles  Munger/California 

1.7  investments         80  A 

387  David  Murdoch/California 

1.7  investments         81  - 

387  Henry  Nicholas  Ill/California 

1.7  Broadcom  45  T 

387  Roger  Penske/Michigan 

1.7  cars  68  * 

387  Thomas  Prrtzker/lllinois 

1.7  hotels,  investments  54  T 

387  John  Sperling/Arizona 

1.7  Apollo  Group        84  T 

387  Peter  Sperling/Arizona 

1.7  Apollo  Group        45  ▼ 

387  PatStryker/Colorado 

1.7  inheritance         48  A 

413  Bennett  Dorrance/Arizona 

1.6  inheritance  56  A 

413  Sidney  Frank/New  York 

1.6  liquor  85  ★ 

413  Donald  Hall/Kansas 

1.6  Hallmark  76  ▼ 

413  Irwin  Jacobs/California 

1.6  Qualcomm  71 

413  Michael  Krasny/lllinois 

1.6  CDWCorp  51 

413  John  Marriott  Jr/Maryland 

1.6  hotels  73 

413  E  Pierce  Marshall/Texas 

1.6  investments  66 

413  Penny  Pritzker/lllinois 

1.6  hotels,  investments  45 

413  Henry  Samueli/California 

1.6  Broadcom  50 

413  0  Bruton  Smith/North  Carolina 

1.6  motorsports  78 

413  Arthur  Williams  Jr/Florida 

1.6  insurance  62 

413  Mortimer  Zuckerman/New  York 

1.6  media,  real  estate   67  A 

437  Sid  Bass/Texas 

1.5  oil,  investments  62 

437  Peter  Buck/Connecticut 

1.5  Subway  74 

437  James  Cargill/Minnesota 

1.5  inheritance  80 

437  Margaret  Cargill/California 

1.5  inheritance  85 

437  Fred  DeLuca/Florida 

1.5  Subway  57 

437  Ray  Dolby/California 

1.5  Dolby  Laboratories  71 

437  Archie  Aldis  (Red)  Emmerson/California 

1.5  timberland,  lumber  75  A 
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INTRODUCING  THE  NEW  80  SERIES  LCD  FLATRON  "  MONITOR  FROM  LC; 

he  "slimmest  flatscreen  in. its  class.  Its  /•ENGINE'"  technology  features  the  first 
CD  picture-enhancing  chip  to  provide  not  only  astounding  color,  but  superb 
ontrast  and  image  quality.  With  an  8  millisecond  response  time,  the  FLATRON 
10  Series  meets  the  visual  quality  demands  of  3D  gaming  and  high-speed  graphics, 
b  see  all  the  LG  LCD  monitors  in  sizes  ranging  from  15"—  30,"  visit  LGusa.com. 
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Rank  Name/State 

Net  worth  ($bil)    Source  Age 

Rank  Name/State 

Net  worth  ($bil)    Source  Age 

Rank  Name/State 

Net  worth  ($bil)    Source  Age 

437  Richard  Farmer/Ohio 

1.5           CintasCorp         70  T 

437 

Robert  Ziff/New  York 

1 5             inheritance           38  A 

A>W                        nnn*i  iiaiiiiii  ww 

507 

James  Jannard/Washington 

1.3            Oakley              55  A 

437  Gerald  Ford/Texas  488 
1.5           banking            60  - 

Frank  Batten  Sr /Virginia 

1 4             media                 78 1  ▼ 

m..^                        iiivuin                               aw  t 

507 

Min  Kao/Kansas 

1.3            Garmin              56  — 

437 

Charles  Gates  Jr /Colorado 

1.5            Hates  Lorp          UJ  A 

488 

Nancy  Lerner  Beck/Ohio 

1.4           inheritance          44  ▼ 

507 

Robert  McLane  Jr/Texas 

1.3           Wal-Mart,  logistics  68  A 

437 

Leslie  Gonda/California 

1.5           leasing             tw  — 

488 

Arthur  Blank/Georgia 

1.4           Home  Depot         62  A 

507 

John  Morgridge/California 

1.3            Cisco                71  ▼ 

437 

H  Fisk  Johnson/Wisconsin 

1.3           ai»  Jonnson  &  sons  4b  * 

488 

Edward  Debartolo  Jr/Florida 

1.4           shopping  centers    58  a 

507 

Robert  Naify/California 

1.3            movie  theaters      83  ▼ 

437 

Imogene  Powers  Johnson/Wisconsin 

1.9           5i>  jonnson  &  sons  /a  * 

488 

Barbara  Carlson  Gage  &  family/Minnesota 
1.4           inheritance         63  — 

507 

Phillip  Rurfin/Kansas 

1.3            casinos,  real  estate  69  * 

437 

S  Curtis  Johnson/Wisconsin 

1.3            »i»  jonnson  &  sons  49  * 

488 

Marguerite  Harbert/Alabama 

1.4           inheritance          81  A 

507 

Thomas  Siebel/California 

1.3            Siebel  Systems      52       — 1 

437 

Helen  Johnson-Leipold/Wisconsin 

1    E                             CP    Inhnrnn  0  Cnn.  if  O  -X 

1.3            3b  jonnson  &  sons  4o  * 

488 

Norma  Lerner/Ohio 

1.4           inheritance         69  ▼ 

507 

Dean  White/Indiana 

1.3            billboards,  hotels    81  A 

437 

Winnie  Johnson-Marquart/Virginia 

1  C                       CP   Inhnrnn  P  Cnnr  ilC  ^ 

1.9            3i>  jonnson  &  sons  43  * 

488 

Randolph  Lerner/Ohio 

1.4           inheritance          42  ▼ 

507 

Oprah  Winfrey/Illinois 

1.3           television            51  A 

437 

Henry  Kravis/New  York 

1.5           leveraged  buyouts  61  A 

548 

George  Argyros/California 

1.2           investments        68  A 

437 

Robert  McNair/Texas 

1.5           energy              67  A 

1 

39  billionaires  in  the 
J.S.  derive  their  fortunes 
from  media. 

548 

Edward  Bass/Texas 

1.2            oil,  investments     60  *■ 

437 

George  Mitchell/Texas 

1  «•                  Mitrhnll  Fnsrav        ill  W 

1.3            iwicneii  tnergy      to  ▼ 

548 

Carl  Berg/California 

1.2           real  estate          67  ▼ 

437 

Anthony  Pritzker/California 

1.3            nuieis,  invcsnncnTS  44  ^ 

.  1 

rheir  average  net  worth: 

548 

William  Connor  ll/Hong  Kong 

1.2           exports             55  * 

437 

Daniel  Pritzker/California 

i.3            noreis,  invesimcnrs  40  « 

i 

53.3  billion. 

548 

David  Copley/California 

1.2           Copley  Press        53  *■ 

437 

James  Pritzker/lllinois 

1.5           hotels,  investments  53  * 



548 

William  Fisher/California 

1.2           Gap                47  * 

437 

Jay  Robert  (J  B )  Pritzker/lllinois 

1.5           hotels,  investments  40  * 

488 

George  Lindemann  &  family/Florida 

1.4           natural  gas,  media  69  A 

548 

Thomas  Flatley/Massachusetts 

1.2           real  estate          72  — 

437 

Jean  (Gigi)  Pritzker/lllinois 

1.5           hotels,  investments  43  * 

488 

Alfred  Mann/California 

1.4           medical  devices     79  A 

548 

Victor  Fung/Hong  Kong 

1.2           distribution         60  ▼ 

437 

John  Pritzker/California 

1.5           hotels,  investments  52  * 

488 

James  Moran/Florida 

1.4           Toyota  distributor  86  — 

548 

Alan  Gerry/New  York 

12            cable                75  A 

437 

Karen  Pritzker/Connecticut  488 
1.5           hotels,  investments  47  * 

Marilyn  Carlson  Nelson  &  family/Minnesota 
1.4           inheritance         66  — 

548 

David  Green/Oklahoma 

1.2           Hobby  Lobby        64  ▲ 

437 

Linda  Pritzker/Montana 

1.5           hotels,  investments  51  * 

488 

Theodore  Wartt/California 

1.4           Gateway            42  A 

548 

Stanley  Stub  Hubbard/Minnesota 

1.2            DirectTV            71  T 

437 

William  Pulte/Michigan 

1.5           Pulte  Homes        72  ★ 

507 

William  Boyd/Nevada 

1.3           casinos             73  * 

548 

Kenneth  Langone/New  York 

1.2           investments        69  ** 

437 

Ernest  Rady/California 

1.5           investments        67  + 

507 

Mark  Cuban/Texas 

1.3           Broadcast.com      47  — 

548 

Thomas  Lee/New  York 

1 2             leveraged  buyouts   60  * 

437 

J  Ricketts  &  family/Nebraska 

1.5           Ameritrade         63  ▼ 

507 

Barry  Diller/New  York 

1.3            InterActiveCorp     63  T 

548 

Maggie  Magerko/Pennsylvania 

12            84  Lumber           39  * 

Jhifc                                  V  »   MIIIIHvl  WW 

437 

George  Roberts/California 

1.5           leveraged  buyouts  60  A 

507 

David  Duffield/Nevada 

1.3           PeopleSoft         64  T 

548 

Billy  Joe  (Red)  McCombs/Texas 

1 2               radin  rari  nil         77  A 

437 

John  Sail/North  Carolina 

1.5           SAS  Institute        55  ▲ 

507 

Donald  Fisher/California 

1.3           Gap                76  ▼ 

548 

Winthrop  Rockefeller/Arkansas 

1.2           Standard  Oil        56  — 

437 

John  Sobrato/California  507 
1.5           real  estate          65  ▲ 

Doris  Fisher/California 

1.3           Gap                 73  T 

548 

Richard  Scaif  e/Pennsylvama 

1 2              inhpritanrp            72  A 

IIIIIOI  1  lull  UU  lb 

437 

Jackson  Stephens  &  family/Arkansas  507 
1.5           investment  banking  81  — 

James  France/Florida 

1.3           auto  racing         60  A 

548 

Walter  Scott  Jr;  Nebraska 

1 2              rnntfructinn  73 

Jkifc                             vVllwll  UvllUII                      ■  W 

437 

Albert  Uettschi/Texas  507 
1.5           FlightSafetylnrl     87  ▲ 

William  France  Jr/Florida 

1.3           auto  racing         72  A 

548 

Elizabeth  Wiskemann/California 

1 2             mutual  funds  — 

Xib                      iiiuiuai  i uim j 

437 

Sanford  Weill/New  York 

1.5           Citigroup           72  - 

507 

Christopher  Goldsbury  /Texas 

1.3           salsa               62  A 

584 

John  Brown/Michigan 

11             Strvker               70  ★ 

437 

Margaret  Whitman/California  507 
1.5           Ebay                48  ▲ 

Alec  Gores/California 

1.3            leveraged  buyouts  52  T 

584 

Robert  Day/California 

1  1                         mnnP'J  mono tfOfTIMtt  fiA  Tr 

437 

Daniel  Zrft/New  York  507 
1.5           inheritance          33  ▲ 

Robert  Holding/Utah  584 
1.3           oil  refining,  resorts  78  A 

Roy  Disney/California 

1.1           Walt  Disney         75  A 

437 

Dirk  Bff/New  York  507 
1.5            inheritance          40  ▲ 

Joseph  Jamail  Jr/Texas  584 
1.3           lawsuits             79  A 

Richard  Egan/Massachusetts 

1.1            EMC  Corp           69  ▼ 

NEW  ★  UP  A 
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4  Robert  Friedland/Singapore 
1.1           mining              54  — 

620 

Gary  Comer/Illinois 

1.0            Lands' End          77  - 

4  Thomas  Frist  Jr  &  family /Tennessee 
1.1           HCA  Healthcare     66  T 

620 

Scott  Cook/California 

1.0           Intuit               52  ▼ 

4  Malcolm  Glazer/Florida 
1.1           shopping  malls      77  - 

620 

John  Edson/Washington 

1.0           leisure  craft        72  # 

4  Tom  Golisano/New  York 
1.1           Paychex            63  ▼ 

620 

Paul  Fireman/Massachusetts 

1.0           Reebok             61  * 

4  David  Gottesman/New  York 
1.1           investments        78  * 

620 

J  Christopher  Flowers/New  York 

1.0           investments        47  * 

1  Pincus  Green/Switzerland 
1.1           commodities        69  — 

620 

William  Ford  Sr/Michigan 

1.0           Ford  Motor          80  - 

4  Marvin  Herb/Illinois 
1.1           soft-drink  bottling  68  - 

620 

William  Gross/California 

1.0           bonds              60  ★ 

1  George  Joseph/California 
1.1           insurance           83  * 

620 

Oorrance  Hamilton/Pennsylvania 

1.0           inheritance         76  «w 

I  William  Kellogg/Wisconsin 
1.1            Kohl's  61 

620 

William  Barron  Hilton/California 

1.0           hotels,  casinos      77  ★ 

1 L  Lowry  Mays/Texas  620 
1.1           Clear  Channel       69  ▼ 

Jeremy  Jacobs  Sr/New  York 

1.0           sports  concessions  65  * 

1  Bernard  Osher/California  620 
1.1           banking             77  * 

Jerral  Jones/Texas 

1.0           Dallas  Cowboys     62  — 

1  Nelson  Peltz/New  York  620 
1.1           leveraged  buyouts  62  ★ 

Paul  Jones  ll/Connecticut 

1.0           hedge  funds        51  * 

1  Michael  Price/New  Jersey 
1.1           investments        52  * 

620 

Jeffrey  Katzenberg/California 

1.0            movies              54  * 

1  Nicholas  Pritzker  If /Illinois 
1.1           hotels,  investments  61  * 

620 

James  Kim  &  family /Pennsylvania 

1.0           microchips          69  T 

I  Marc  Rich/Switzerland 

1.1           commodities        70  — 

620 

Jerome  Kohlberg  Jr/New  York 

1.0           leveraged  buyouts  79  — 

1  Jesse  Robinson/Georgia 
1.1           banking,  insurance  81  * 

620 

Leon  Levine  &  family/North  Carolina 

1.0           Family  Dollar  Stores  67  T 

1  Edward  Roski  Jr/California 
1.1           real  estate          66  ★ 

620 

Gary  Magness/Colorado 

1.0           inheritance         51  T 

1  Herbert  Sandier/California 
1.1           banking             73  ★ 

620 

Richard  Manoogian/Mlchigan 

1.0           Masco              68  ★ 

1  Marion  Sandier/California 
1.1           banking             74  ★ 

620 

Anne  Windf  ohr  Marion/Texas 

1.0           inheritance,  oil      65  * 

I  Herbert  Siegel/New  York  620 
1.1           television           77  — 

Michael  Milken/California 

1.0           investments        58  * 

1  Alexander  Spanos/California  620 
1.1           real  estate          81  ★ 

William  Morean/Florida 

1.0           Jabil  Circuit        49  T 

1  Joyce  Raley  Teel/California  620 
1.1           supermarkets       74  ★ 

Richard  Peery/California 

1.0           real  estate          64  ▼ 

\  Kenny  Troutt/Texas  620 
1.1           telemarketing       57  — 

Stewart  Rahr  /New  York 

1.0           pharmaceuticals  ★ 

\  Charlotte  Colket  Weber /Florida 

1.1           inheritance         62  — 
i  John  Anderson/California 

1.0           investments        87  — 

620 
620 

Arthur  Rock/California 

1.0           venture  capital      78  T 

Wilbur  Ross  Jr/New  York 

1.0           leveraged  buyouts  67  * 

1  Edmund  Ansin/Florida 

1.0           media              69  * 

620 

Charles  Simonyi/Washington 

1.0           Microsoft           57  — 

1  John  Arrillaga/California  620 
1.0           real  estate          67  T 

Martha  Stewart/Connecticut 

1.0           media              63  * 

1  Thomas  Bailey/Colorado 
1.0           mutual  funds        68  «• 

620 

A  Alfred  Taubman/Niichigan 

1.0           real  estate          80  — 

Perry  Bass/Texas 

1.0           oil,  investments     90  ** 
Neil  Bluhm/lllinois 

1.0           real  estate          67  — 

620 
620 

Hope  Hill  Van  Beuren/Fthode  Island 

1.0           inheritance         71  — 

Andreas  von  Bechtolsheim/California 

1.0           Google              49  * 

1  Amar  Bose/Massachusetts 
1.0           Bose                76  * 

620 

Todd  Wagner/Texas 

1.0           Broadcast.com      44  ★ 

Harvey  Chaplin  &  family/Florida  620 
1.0           liquor  distribution  76  * 

Samuel  Wyly/Texas 

1.0           investments        69  •** 
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Join  the  nearly  8,000  senior  executives 
from  around  the  globe  who  have  restricted 
access  to  unique  and  critical  content, 
discussion  boards,  chats  and  polls. 

Membership  in  the  CEO  Network  is 
complimentary  to  qualified  applicants. 

Email  ceoinvite@forbes.net  to  request 
your  membership  invitation. 


Sponsored  by 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered. 


Muscular  dystrophy  must  be 

stopped  —  and  it  will  be. 
MDA,  the  Muscular  Dystrophy 
Association,  is  funding  research 
to  find  treatments  and  cures. 
To  learn  more,  call  1-800-FIGHT-MD 
or  go  to  www.mdausa.org. 


Where  hope  begins 


Abele.  J^Uniied  States  189  4  2 

Abraham,  ©United  Slates  190  1.8 

Abramov.  ©Russia  170  2.3 

Abe  i:  iutif.il.  ©Ru  169  13.3 

Adelson,  ©United  States  188  15.6 

Agarwal,  ©India  176  1.4 

Akhmetov,  ©Ukraine  170  2  4 

AlAmoudi.WSaudi  Arabia  178  2.5 
AIGhurair.  A/United  Arab  Emirates  178  3.9 
AJ  Habtoor,  ©United  Arab  Emirates     178  1.2 

Al  Rajhi.  S/Saudi  Arabia  178  5.6 

Al  Rajhi.  ©Saudi  Arabia  178  3.2 

AI-Bahar.M&  family/Kuwait  178  12 

Al-Kharafi,  N  &  family Kuwait  178  9.0 

Albrecht.  ©Germany  169  18.5 

Albrecht,  T/Germany  169  15.5 

Alekperov,  V/Russia  170  4.3 

Allen.  H  Jr/United  States  190  2.0 

Allen.  P/United  States  188  21.0 

Alsaud.  ©Saudi  Arabia  178  23.7 

Ambani.M&  A/India  176  7.0 

Anderson.  J/United  States  193  1.0 

Andic  CSpain  170  2.0 

Angclini.  ©Chile  182  2.9 

Annenberg,  ^United  States  190  2.0 

Anschutz,  P/United  States  189  5.8 

Ansin.  ©United  States  193  1.0 

Anthony,  ©United  States  188  11.7 

Aporrte.G  4  ©Switzerland  170  2.5 
Aramburuiabala.  M  &  family/Mexico  182  18 

Arango.J Mexico  182  3.6 

Argyros,  ©United  Stares  192  1.2 

Arison.  WUnited  States  188  6.5 

Alison,  ©Israel  178  5.5 

Armani.  ©Italy  170  4.5 

Arnall,  ©United  States  190  2.0 

Arnault,  ©France  169  17.0 

Amllaga,JjUnited  States  193  1.0 

Auchi,  ©United  Kingdom  171  1.0 

Azcarraga  Jean,  E  Mexico  182  1.0 

Bailey,  T/United  States  193  1.0 

Bailleres,  ©Mexico  182  2.7 

Ballmer,  ©United  States  188  121 

Barclay,  D  &  FUnited  Kingdom  170  3.4 

Bass,  t/Umted  States  192  1.2 

Bass.  I/United  States  190  1.9 

Bass.  ^United  States  193  1.0 

Bass.  ©United  States  189  3.3 

Bass.  ©United  States  190  1.5 

Batten,  FSr/United  States  192  1.4 

Baturina.  ©Russia  171  1.3 

Bauer,  ^Germany  170  2.1 

Bechtel,  ©United  States  189  2.4 

BechtelSJr/United  States  189  2.4 

Beck.  nVUnited  States  192  1.4 

Beisheim,  ©Germany  170  3.4 

Bellon.P4famih/France  171  1.3 

Benetton.  L  &  family!  169  9.9 

Berg.  ©United  States  192  1.2 

Berlusconi.  ©Italy  169  12.0 

Bertareffi,  ©Switzerland  170  5.8 

Bettencourt.  I/France  169  17.2 

Bezos,  J/United  Slates  189  4.1 


Bin  Mahfouz.  K  &  rairuh/Saudi  Arabia  178  2.8 

Birla.  ©India  176  3.7 

Bjorgolfsson.  ©Iceland  171  1.4 

Blank.  ©United  States  192  1.4 

Blavatnik,  l/United  States          .  189  2.4 

Bloomberg,  WUmtcd  States  189  5  0 

Bluhm,  ©United  States  193  1.0 

Bogdanov.V/Russia  170  2  3 

Bollore.V/France  170  2.2 

Booth,  F  Jr/United  States  190  1.8 

Bosch,  R  Jr&familytjermany  170  4.6 

Bose.  ©United  States  193  1.0 

Botin,  PSpain  170  19 

Bouygues,  M  &  family/France  170  2.4 

Boyd.  W/United  States  192  1.3 

Bozano.J/Brazil  182  1.6 

Branson.  ©United  Kingdom  170  3.2 

Bren.  ©United  States  189  4.3 

Brin,  ©United  States  188  7.2 

Broad,  ©United  States  189  6.1 

Bronfman.  ©Canada  182  2.8 

Bronfman.  ESr/United  States  189  2.7 

Brest,  ©Germany  171  11 

Brown.  a/United  States  192  1.1 

Bruch.T/Germany  171  1.0 

Buck.  P/United  States  190  1.5 

Bucksbaum.  M  &  family  United  States  190  2.0 

Buffett.W/United  States  188  44.0 

Burda.  ^Germany  170  2.6 

Burkle,  ©United  States  189  2.3 

Busujima,  K  &  familyjapan  176  4.7 

Butt,  ©United  States  190  2.2 

Cadogan.Ci  family  United  Kingdom  170  2.7 

Calamos,  J'Unm  d  States  190  2.2 

Calder.  ©United  Kingdom  170  2.3 

Carfagirone.  F  &  family  Italy  170  2.1 

Cargill,  J/Umted  States  190  1.5 

Cargilt.  HTUnited  States  190  1.5 

Caudwell.J'Umted  Kingdom  171  1.0 

Chambers,  ©United  States  188  11.7 

Chang  YF/Taiwan  176  1.3 

Chaplin.  H  &  family  United  States     193  1.0 

Chearavanont.  D  &  family/Thailand   176  1.7 

Chen  D  If  Hong  Kong  176  2.0 

Cheng  YT/Hong  Kong  176  4.2 

Chodiev,  ©Kazakhstan  176  10 

Chung  M  ©South  Korea  176  1.5 

Cisnerus.  G  &  family/Venezuela  182  5  0 

Clausen,  J  &  family  Denm.uk  170  3.5 

Cohen,  ©United  Stales  190  2.0 

Comer,  ©United  States  193  1.0 

Connor,  W  ©United  States  192  1.2 

Cook,  ©United  States  193  1.0 

Cook.  W/United  States  189  3.2 

Cooke,  P/Uniied  States  190  18 

Copley,  ©United  States  192  1.2 

Coutu,J/Canada  182  1.8 

Crown.  L&  family  United  St  cites  189  3.8 

Cuban.  ©fUnited  States  192  1.3 

Dassault,  S&  family  France  169  7.8 

Davidson,  W/United  States  189  2.8 

Day.  ©United  States  192  1.1 

deAzevedo.  ©Portugal  171  1.7 


de  Carvalho-Heineken,  ©Netherlands  170  4.9 

deMol.J/Nctherlanris  170  2  0 

de  Polanco,  JVSpain  170  2.8 

Debartolo,  E  Jr/United  States  192  14 

Decaux,  J  &  family/France  170  5.4 

Deichmann,  H/Germany  171  1.6 

del  Pino.  ©Spain  170  5.0 

Del  Vecchio.  L/ltaly  169  8.5 

Dell,  WUmted  States  188  16  0 

DeLuca.  F/United  States  190  1.5 

Deripaska.  ©Russia  170  5.5 

Desmarais,  P/Canada  182  3.3 

DeVos.  ©United  States  189  3.0 

Oilier.  ©United  States  192  1.3 

Diniz.  A  &  family/Brazil  182  1.3 

Disney,  ©United  States  192  11 

Dogan,  ©Turkey  178  1.0 

Dolan.  ©United  States  190  1.9 

Dolby.  ©United  States  190  15 

Dorfman.  L  United  Kingdom  171  1.2 

Doris,  E&  family/Italy  170  2.0 

Dorrance.  ©United  States  190  1.6 

Dorrance.  J  Ill/Ireland  170  2.5 

Douglas.  ©Sweden  171  1.5 

Druckenmiller,  ©United  States  190  1.7 

Duffield.  ©United  States  192  1.3 

Dumas,  J  &  family.  France  170  2.3 

Duncan,  ©United  States  189  5.1 

Ecclestone.  B&  family  United  Kingdoml 70  3.6 

Fxzacibasi,  ©Turkey  178  1.2 

Edson.J/United  States  193  1.0 

Egan.  ©United  States  192  1.1 

Ellison,  L  United  States  188  18.4 

Emmerson,  ©United  States  190  1.5 

Engelhorn.  ©Germany  169  6.0 

Ergen,  ©United  States  188  7.2 

Ermirio  de  Moraes.  A  &  family/Brazil  182  2.5 

Escarrer,  ©Spam  171  1.3 

Esterhazy,  WAustria  170  2.3 

Faria,  ©Brazil  182  3.2 

Fanner,  ©United  States  192  1.5 

Fedun.  fRussia  170  2.0 

Ferrero.M&  family/Italy  189  8.5 

Filo.  ©United  States  189  3.1 

Fireman,  ©United  States  193  1.0 

Fisher,  ©United  States  192  13 

Fisher.  ©United  States  192  1.3 

Fisher,  J/United  States  190  1.7 

Fisher,  ©United  States  190  1.7 

Fisher,  W/United  States  192  1.2 

FUrtley.  T/United  States  192  12 

Flick.  F  Jr/Germany  169  6.0 

Flowers.  J/United  States  193  1.0 

Fok.l*HongKong  176  3.0 

Ford,  ©United  States  192  1.5 

Ford.  WSr/Unrted  States  193  1.0 

ForieT-Destezet.  ©France  170  2.0 

France,  J/United  States  192  1.3 

France,  WJr/United  States  192  1.3 

Frank.  ©United  States  190  1.6 

FredrikseiuJ/Norway  170  3.4 

Frere,  A  Belgium  170  1.8 

Fridtnan.  Mflussia  16b  70 


Friedland.  ©United  States  193  1.1 

Frist.  TJrt  family  United  States  193  1.1 

Fukuda.  Y  &  familyjapan  17E  5.6 

Fukutake,  S  &  family/Japan  176  1.5 

Funai,  T/Japan  176  2.3 

Fung,  V/Umted  States  192  12 

Fung.  W/Hong  Kong  176  1.2 

Gage,  B  &  family  United  States  192  1.4 

Gandcl.  J  &  famih/Australia  176  1.3 

Gates,  CJr/United  States  192  1.5 

Gates,  Will  United  Stales  188  46.5 

Gotten.  ©United  States  189  4.4 

Ceding.  ©Germany  170  32 

Gerry.  ©United  States  192  12 

Getty,  ©United  States  190  2.1 

Glazer,  (©United  States  193  1.1 


Godrej.  A  &  family  Indie-  176  1.9 

Goldsbury.  ©United  States  192  1.3 

Goldschmeding.  F  Netherlands  170  2.3 

Golisano.  T/Untted  States  193  1.1 

Gonda.  I/United  States  190  2.0 

Gonda.  L  United  States  192  1.5 

Goodnight.  J/United  States  189  3.2 

Gorton.  ©South  Africa  178  1.6 


Gores.  ©United  States  192  1.3 

Gores,  T/United  States  190  1.7 

Gottesman.  ©United  States  193  1.1 

Gou.TTaiwan  176  22 

Goyal,  H  India  176  1.5 

Green.  ©United  Slates  192  1.2 

Green.  Pt  ©United  Kingdom  169  6.3 

Green.  ©United  States  193  1.1 

Greenberg,  WUnited  States  189  3.2 

Gross,  W/United  States  193  1.0 

Grosvenor.Gi  family  United  Kmgdoml70  5  6 

Gubay,  ©United  Kingdom  171  111 

Haefner.W  Switzerland  170  4.3 

Kagen.  ©Norway  170  2.3] 

Halim.  R  &  family/Indonesia  176  2.8] 

Hall.  ©United  States  190  1.6 

Hamilton.  ©United  States  193  1.0 

Han  CW  Japan  176  1.1 1 

Happel.  ©Germany  170  2.7 

Harbert.  WUmted  States  192  1.4 
Hargreaves.  J  &  famih/Unrted  Kingdoml71 1.3 

Hariri.  S  Saudi  Arabia  178  1.2 

Harmsworth.  J/United  Kingdom  171  1.91 

Harp  Held.  A  Mexico  182  16 

Harfono,  ©Indonesia  176  201 

Haub,  E  &  family  German ,  170  4.31 

Hayek.  ^Switzerland  170  21 

Hearst,  ©United  States  190  1.8 

Hearst.  O  Jr/United  States  190  1.8 

Hearst.  GJt/United  States  190  9 

Hearst.  WWUnited  States  190  1.9 

Hector,  ^Germany  171  Li 

Helmsfey.l'Unrted  States  190  21 

Herb.  MUmted  States  193  ljJ 

Hernandez.  ©Mexico  182  201 

Herz,  ©Germany  170  III 

Herz,  ©Germany  170  2.0 1 

HenlGermany  171  1.01 

Herz.J/Germany  171  1.71 
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The  Ritz-Carlton  Residences 

Inner  Harbor,  Baltimore 


Five-star  living.  Infinite  views 


Ultimate  living  on  Baltimore's  scenic  Inner  Harbor  is  now 
available  to  only  one-hundred-seventy-four  fortunate  families 
who  call  The  Ritz-Carlton  Residences,  Inner  Harbor,  Baltimore 
their  new  home. 

In  a  park-like  setting,  bordered  by  a  waterfront 
promenade,  these  gracious  residences  offer  uninter- 
rupted vistas  of  the  city,  Federal  Hill  and  the 
harbor.  They  also  offer  world-class  amenities: 


A  Ritx-Carkan 
Managed  Residence 


a  spa  and  fitness  center  with  a  glass  enclosed  swimming  pool,  a 
marina  for  100-foot  yachts,  private  movie  theater,  in-residence 
dining,  hotel-like  guest  accommodations,  a  gourmet  restaurant 
and  rooftop  terraces  in  some  residences. 

Most  of  all,  you  are  assured  of  the  pampering,  incom- 
parable service  made  famous  by  The  Ritz-Carlton.s 
We  invite  your  inquiry.  Sales  center  now  open. 
Projected  completion  in  2007. 


Call  410.727.4417  now  for  pre-construction  pricing 

FROM  $800,000  TO  MORE  THAN  $5,000,000. 


Luxury  Waterfront  Condominiums.  Sales  and  Information  Center:  207  Key  Highway,  Baltimore,  MD  21230 
410.727.4417    Fax  410.727.4415     Monday-Friday,  9  AM  -  6  PM;  Saturday  and  Sunday,  10  AM  -  6  PM  www.harborluxury.com 

litz-Carlton  Residences.  Inner  Harbor,  Baltimore  are  not  owned,  developed  or  sold  by  The  Ritz-Carlton  Hotel  Company,  L  L  C.  An  affiliate  of  The  Midtown  Group  uses  Tfie  Ritz-Carlton  marks  under  license  from  The  Ritz-Carlton 
Company.  LLC.  This  is  neither  an  offer  to  sell  nor  a  solicitation  to  buy  to  residents  in  states  where  registration  requirements  have  not  been  fulfilled  Equal  Housing  Opportunity.  MHBR  No.  4072,  MHBR  No.  4096 


Billionaires 


llorr  M/fiprinanu 

170 

2.4 

Unry  UU/fiprmanu 
nvfi,  tt /ubiiiiaiiy 

170 

2.2 

Millman  M/l!nitPfl  Stales 

189 

2.8 

Uilti  M  £,  fimilu/i  iPrfilPnstPlll 
1*1111,  m  flt  Idlilliy/ li'jUIIiciisiciii 

170 

2.6 

Hiltnti  W /United  States 

193 

1.0 

Un     /Hnno  V'yi  m 
no,  O/nUTtJ,  nudg 

176 

3.6 

IfUlUing,  H/UHMCU  Olait/a 

192 

1.3 

nopp,  u  /  ui*i  nidi  iv 

171 

1.0 

Lint-ton  U/AikIiti 

170 

3.1 

UncTPtfnr  A  Ir/llnitpH  States 

190 

2.2 

Hsich,  IW/United  States 

190 

1.8 

Uuhharri  <l/llnitrH  StatPS 

192 

1.2 

Hughes  B/United  States 

189 

2.7 

Huizcnga,  H/United  States 

190 

1.9 

Hunt,  R/United  States 

189 

2.3 

Hunter,  T/United  Kingdom 

171 

1.2 

Huntsman,  J/United  States 

190 

2.0 

1                                  page  Sbil 

Ibragimov,  A/Kazakhstan 

176 

1.0 

Icahn,  C/United  States 

188 

7.8 

Ingram,  M  &  family/United  States 

189 

2.6 

lorich,  V/Russia 

171 

1.5 

lrving,A,J&J/Canada 

182 

4.4 

Ito,  M/Japan 

176 

2.9 

Itoyama,  E/Japan 

176 

4.9 

Ivanishvili,  B/Russia 

170 

2.6 

Iwasaki,  F/Japan 

176 

4.4 

page 
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Jackson,  J/United  States 

190 

1.8 

Jacobs,  I/United  States 

190 

1.6 

Jacobs,  J  Sr/United  States 

193 

1.0 

Jamall,  J  Jr /United  States 

192 

1,3 

Jannard,  J/United  States 

192 

1.3 

Jarlslowsky,  S/Canada 

182 

1.3 

Jindal,  O/lndia 

176 

1.2 

Jinnai,R4  family/Japan 

176 

2.2 

Jobs,  S/United  Stales 

189 

3.0 

Johnson,  A/United  States 

188 

12.0 

Johnson,  A/Sweden 

170 

5.4 

Johnson,  B/United  States 

189 

2.9 

Johnson,  C/United  States 

189 

3.3 

Johnson,  E  Ill/United  States 

189 

6.0 

Johnson,  H/United  States 

192 

1.5 

Johnson,  I/United  States 

192 

1.5 

Johnson,  R  Jr /United  States 

189 

2.6 

Johnson,  S/United  States 

192 

1.5 

Johnson  Leiuold,  H/United  States 

192 

1.5 

Johnson-Marquart,  W/Umted  States 

192 

1.5 

Jones,  J/United  States 

193 

1.0 

Jones,  Pll/United  States 

193 

1.0 

Joseph,  G/United  States 

193 

1.1 

Jove,  M/Spain 

171 

1.6 

K 

page 
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Kadoorie,  M  &  family/Hong  Kong 

176 

4.7 

Kahn,  M/lsrael 

178 

1.0 

Kaiser.  G/United  States 

189 

4.2 

Kamel.  S/Saudi  Arabia 

178 

2.6 

Kamprad,  I/Sweden 

169 

23.0 

Kao,  M/United  States 

192 

1.3 

Katz,  D/Canada 

182 

1.6 

Katzenberg,  J/United  States 

193 

1.0 

Kellogg,  P/United  States 

190 

2.2 

Kellogg,  W/United  States 

193 

1.1 

Kerkorian,  K/United  States 

188 

8.9 

Khalili,  N/United  Kingdom 

171 

1.0 

Khan,  G/Russia 

170 

2.1 

Khodorkovsky,  M/Russia 

170 

2.2 

Kim,  J  &  family/United  States 

193 

1.0 

Kinder.  R/Uniled  States 

190 

2.0 

Kinoshita,  K  &  family/Japan 

176 

4.7 

Hipp,  K/Germany 

170 

4.8 

Klatten,  S/Germany 

169 

8.2 

Kluge,  J/United  States 

188 

11.0 

Knight.  P/United  States 

188 

8.2 

Koc,  R  4  family/Turkey 

178 

4.9 

Koch,  C/United  States 

189 

4.0 

Koch,  D/United  States 

189 

4.0 

Kohlberg,  J  Jr/United  States 

193 

1.0 

Kohler,  H  &  family/United  States 

190 

2.1 

Koo,  J  Sr/Taiwan 

176 

2.5 

Koplowitz,  A/Spain 

171 

1.4 

Koplowitz,  E/Spain 

170 

2.5 

Kovncr,  B/United  States 

190 

2.0 

Krasny,  M/United  States 

190 

1.6 

Kravis,  H/United  States 

192 

1.5 

Krishnan,  A/Malaysia 

176 

4.0 

Kristianscn,  K/Oenmark 

170 

2.5 

Kroenke,  A/United  States 

189 

3.0 

Kroenke,  E/United  States 

190 

1.7 

Kulczyk,  J/Poland 

171 

1.0 

Kuok.  R/Malaysia 

176 

5.0 

Kuzmichov,  A/Russia 

171 

1.6 

Kwek  L  B  &  family/Singapore 

176 

4.0 

Kwek,  R.  T  &  W/Hong  Kong 

176 

10.9 

Kiihne,  K/Germany 

170 

3.2 

U 

page 
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Laliberte,  G/Canada 

182 

1.2 

Lam,  B /Taiwan 

176 

1.3 

Lampert,  E/United  States 

189 

2.5 

Langone,  K/United  States 

192 

1.2 

Latsis,  S  &  family/Greece 

169 

7.5 

Lauder,  L/United  States 

189 

3.2 

Lauder,  R/United  States 

189 

2.7 

Lauren,  R/United  States 

189 

2.8 

Laurie,  N/United  States 

189 

2.5 

Lebedev,  A/Russia 

171 

1.6 

Lee  K  H  &  family/South  Korea 

176 

4.3 

Lee  SK/Hong  Kong 

176 

9.3 

Lee  S  W  &  family/Singapore 

176 

2.4 

Lee,  T/United  States 

192 

1.2 

Lee-Chin,  M/Canada 

182 

2.5 

Lemann,  J/Brazil 

182 

2.6 

Lerner,  N/United  States 

192 

14 

Lerner,  R/United  States 

192 

1.4 

Leviev,  L/lsrael 

178 

2.6 

Levine,  L  &  family/United  States 

193 

1.0 

Lewis,  J/United  Kingdom 

171 

1.6 

Lewis,  P/United  States 

190 

1.7 

Li K  S/Hong  Kong 

176 

13.0 

Li,  R/Hong  Kong 

176 

1.1 

Liebherr,  W  4  family/Switzerland 

170 

3.5 

Lim  G  T/Malaysia 

176 

2.4 

Lindemann,  G  &  family /United  States 

192 

1.4 

Lindner.  C  Jr  &  family/United  States 

190 

1.8 

Lisin,  V/Russia 

169 

7.0 

Lo,  V/Hong  Kong 

176 

1.3 

Louis-Dreyfus,  G  &  family/France 

170 

3.2 

Lowy,  F  &  family/Australia 

176 

3.6 

Lucas,  G/United  States 

189 

3.0 

Luksic,  A  4  family/Chile 

182 

4.2 

Lundberg,  F/Sweden 

170 

2.0 

m:                               page  Sbil 

Mabuchi,  K  &  family/Japan 

176 

1.2 

Magerko,  M/United  States 

192 

1.2 

Magness,  G/United  States 

193 

1.0 

Makhmudov,  I/Russia 

171 

1.6 

Malone,  J/United  States 

190 

2.0 

Malone,  M/United  States 

190 

1.7 

Mann,  A/United  States 

192 

1.4 

Mann,  H  4  family/Germany 

170 

2.6 

Manoogian,  R/United  States 

193 

1.0 

Mantegazza,  S/Switzerland 

170 

3.0 

Marcegaglia,  S  4  family/Italy 

171 

1.0 

Marcus,  B/United  States 

189 

2.4 

Marion,  A/United  States 

193 

1.0 

Marriott,  J  Jr/United  States 

190 

1.6 

Marriott,  R/United  States 

190 

1.7 

Mars,  F  Jr/United  States 

188 

10.4 

Mars,  J/United  States 

188 

10.4 

Mars,  J/United  States 

188 

10.4 

Marshall,  E/United  States 

190 

1.6 

Mashkevich,  A/Kazakhstan 

176 

1.0 

Mateschitz,  D/Austria 

170 

2.0 

Mathile,  C/United  States 

190 

1.8 

Matte,  E  &  family/Chile 

182 

2.7 

Matthews,  T/United  Kingdom 

171 

1.0 

Mays,  L/United  States 

193 

1.1 

McCain,  W/Canada 

182 

1.8 

McCaw,  C/United  States 

190 

2.1 

McCombs,  B/United  States 

192 

1.2 

McGovern,  P/United  States 

190 

2.0 

McLane,  R  Jr/United  States 

192 

1.3 

McNair,  R/United  States 

192 

1.5 

Melnichenko,  A/Russia 

171 

1.2 

Menard,  J  Jr/United  States 

189 

3.8 

Mendoza.  L  &  family /Venezuela 

182 

4.1 

Mera,  R/Spain 

170 

2.0 

Merckle,  A/Germany 

169 

6.9 

Merieux,  A  &  family/France 

171 

1.0 

Milchan,  A/Israel 

178 

1.0 

Milken,  M/United  States 

193 

1.0 

Mistry,  P/lndia 

176 

3.2 

Mitchell,  G/United  States 

192 

1.5 

Mitral,  L/lndia 

176 

25.0 

Mittal,  S/lndia 

176 

3.3 

Mohn,  R  &  family/Germany 

170 

5.6 

Moller,  M/Denmark 

170 

5.3 

Moore,  G/United  States 

189 

4.3 

Moran,  J/United  States 

192 

1.4 

Mordashov,  A/Russia 

170 

4.8 

Morean.  W/United  States 

193 

1.0 

Morgridge,  J/United  States 

192 

1.3 

Mori,  A/Japan 

176 

3.2 

Morita.  H  4  family/Japan 

176 

1.3 

Morrison,  K/United  Kingdom 

171 

1.1 

Munger.  C/United  States 

190 

1.7 

Murdoch,  R/United  States 

188 

7.8 

Murdock,  D/United  States 

190 

1.7 

■ 
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Sbil 

Nadar,  S/lndia 

176 

2.3 

Naify,  R/United  States 

192 

1.3 

Nelson,  M  &  family/United  States 

192 

1.4 

Newhouse,  D/United  States 

188 

7.0 

Newhouse,  S  Jr/United  States 

188 

7.0 

NgTF/Sir.gapore 

176 

2.6 

Nicholas,  H  Ill/United  States 

190 

1.7 

Nicholas,  P/United  States 

189 

3.5 

0 

page 
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O'Reilly,  A/Ireland 

171 

1.1 

Oberwelland.  A/Germany 

171 

1.0 

Oberwelland.  K/Germany 

171 

1.0 

Oetker,  R  &  family/Germany 

169 

7.7 

Ofer.  S  4  Y/lsrael 

178 

3.1 

Okada.  K/ Japan 

176 

1.7 

Omidyar,  P/United  States 

188 

9.9 

Oppenheimer.  N  4  family/South  Afncal78 

6.0 

Ortega.  A/Spain 

169  12.6 

Osher,  B/United  States 

193 

1.1 

Oshima,  K/Japan 

176 

1.4 

Otto,  M  4  family/Germany 

169 

8.3 

Ozyegin,  H/Turkey 

178 

1.0 

P                                  page  Sbitl 

Packer,  K/Auslralia 

176 

5.0 

Page,  L/United  States 

188 

7.2 

Pattison,  J/Canada 

182 

4.8 

Peery,  R/United  States 

193 

1.0 

Peltz,  N/United  States 

193 

1.1 

Penske,  R/United  States 

190 

1.7 

Perelman,  R/United  States 

189 

49 

Perenchio,  A/United  States 

189 

2.4 

Perez  Companc,  G  4  family/Argentina  182 

1.7 

Perot,  H  4  family /United  States 

189 

4.3 

Persson, L/Sweden 

171 

1.3 

Persson,  S/Sweden 

169  11.2 

Pessina,  S/ltaly 

171 

1.7 

Philip-Sorensen,  J/Sweden 

171 

1.5 

Pinaurt,  F/France 

170 

59 

Pinchuk,  V/Ukraine 

171 

1.3 

Planner,  H/Germany 

170 

5.0 

Pohlad,  C/United  States 

190 

2.3 

Popov,  S/Russia 

171 

1.2 

Potanin,  V/Russia 

170 

44 

Prada,M  4  family/Italy 

170 

3.0 

Pratt,  R/Australia 

176 

2.0 

Premji.  A/India 

176 

9.3 

Price,  M/United  States 

193 

1.1 

Primat,  D/France 

171 

1.7 

Pritzker,  A/United  States 

192 

1.5 

Prltzker.  D/United  States 

192 

1.5 

Pritzker,  J/ United  States 

192 

1.5, 

PrHzker,  J/United  States 

192 

1.5 

Pritzker,  J/United  States 

192 

1.5 

Pritzker.  J/United  States 

192 

1.5 

Pritzker,  K/United  States 

192 

1.5 

Pritzker,  L/United  States 

192 

1.5 

Pritzker,  Nil/United  States 

193 

1.1 

Pritzker,  P/United  States 

190 

1.6 

Prttzker,  T/United  States 

190 

1.7 

Prokhorov,  M/Russia 

170 

4.4 

Pulte,  W/United  States 

192 

1.5 

a 

page 
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Quandt,  J/Germany 

170 

5.4 

Quandt,  S/Germany 

169 

67 

Ouek  L  C  4  family/Malaysia 

176 

2.3 

Guinn,  S/lreland 

171 

R 

1- jl.J 

Rady,  E/United  States 

192 

1.5 

Rahr,  S/United  States 

193 

1.0 

Rainwater,  R/United  States 

190 

21 

Rales,  M/United  States 

190 

2.0 

Rales.  S /United  States 

190 

2.0 

Rashnikov,  V/Russia 

170 

3.6 

Rausing,  B  4  family/Sweden 

169 

7.6 

Rausing,  H/Sweden 

169 

8.2 

Raymond,  P/United  Kingdom 

171 

1.4 

Redstone,  S/United  States 

188 

8.8 

Rich,  M/United  States 

193 

11 

Rich,  R  Sr/United  States 

190 

2.0 

Ricketts,  J  4  family/United  States  192 

1.5 

Riegel,  H/Germany 

171 

1.3 

Riegel,  P/Germany 

171 

1.3' 

Roberts,  G  'United  States 

192 

1.5 

196     FORBES"  March  28, 


2005 


The  Celebration  Lasts  All  Year  Long 


The  opportunity  to  host  corporate  events  in 
the  Museum,  free  admission  for  employees 
and  guests,  invitations  to  exhibition  openings, 
discounts  in  the  MoMA  Design  Stores,  and  a 
tax  deduction  for  your  donation-depending  on 
your  level  of  support,  they're  all  benefits  of 
Corporate  Membership  at  MoMA. 


_  Billionaires 


Robinson,  J/United  States 

193 

1.1 

Scott.  WJr/United  States 

192 

1.2 

Rock,  A/United  States 

193 

1.0 

Shanghvi,  D/lndia 

176 

1.5 

Rockefeller,  0  Sr/United  Stales 

189 

25 

Sherman,  B/Canada 

182 

2.5 

Rockefeller.  W/Umied  States 

192 

1.2 

Shi,  W  L  &  family/Taiwan 

176 

10 

Rogers,  E/Canada 

182 

2.4 

Shifrin,  E/United  Kingdom 

171 

1.3 

Rong  Zhijian,  L/China 

176 

1.6 

Shigeta,  Y/Japan 

176 

2.6 

Roski,  E  Jr/United  States 

193 

1.1 

Shin  KH& family/South  Korea 

176 

1.7 

Ross,  WJr/United  States 

193 

1.0 

Shnaider,  A/Canada 

182 

1.4 

Rowling,  JK/Uniled  Kingdom 

171 

1.0 

Shvidler,  E/United  States 

190 

20 

Rowling,  R/Umted  States 

189 

3.3 

Sicupira,  C/Brazil 

182 

1.0 

Ruffin,  P/Unitcd  States 

192 

1.3 

Siebel,  T/United  States 

192 

1.3 

Rupert.  J  &  family/South  Africa 

178 

2.3 

Siegel,  H/United  States 

193 

1.1 

s 

page 
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Simmons.  H/United  States 

190 

2.1 

Saba  Raffoul,  1  &  family/Mexico 

182 

1.2 

Simon,  M/United  States 

190 

1.9 

Saban,  H/United  States 

190 

2.3 

Simons,  J/United  States 

189 

2.5 

Sabanci,  E/Turkey 

178 

1.1 

Simonyi.  C/United  States 

193 

1.0 

Sabanci,  S/Turkey 

178 

1.1 

Simplot,  J  &  family/United  States 

190 

2.3 

Safra.J&M/Brazil 

182 

5.2 

Sirivadhanabhakdi,  C/Thailand 

176 

3.0 

Safra,  L/Monaco 

171 

1.0 

Skoil,  J/Canada 

182 

50 

Sahenk,  F  &  family/Turkey 

178 

4.7 

Slim  Helii,  C/Mexico 

182  23.8 

Sainsbury,  D  &  family/United  Kingdoml  70 

4.3 

Smith,  F/United  States 

190 

2.1 

Sail.  N  &  family/ Japan 

176 

5.8 

Smith,  O/United  States 

190 

1.6 

Salinas  Pliego,  R  &  family/Mexico 

182 

2.6 

Sobrato,  J/United  States 

192 

1.5 

Sail.  J/United  States 

192 

1.5 

Solorz-Zak,  Z/Poland 

171 

1.0 

Samueli.H/United  States 

190 

1.6 

Son,  M/Japan 

176 

4.3 

Sandler,  H/United  States 

193 

1.1 

Soon-Shiong.  P/United  States 

190 

1.8 

Sandler,  M/United  States 

193 

1.1 

Sorenson,  J/United  States 

189 

40 

Santo  Domingo,  J/Colombia 

182 

3.5 

Soros,  G/United  States 

188 

7.2 

Saputo,  E  &  family/Canada 

182 

2.2 

Spangler,  C  Jr/United  States 

190 

2.3 

Sarmiento,  L/Colombia 

182 

2.7 

Spanos,  A/United  States 

193 

1.1 

Sarofim,  F/United  States 

190 

1.8 

Sperling.  J/United  States 

190 

1.7 

Sawiris,  0  &  family/Egypt 

178 

5.2 

Sperling.  P/United  States 

190 

1.7 

Scaife,  R/United  States 

192 

1.2 

Spielberg,  S/United  States 

189 

2.7 

Schaeffler,  M  &  G/Germany 

169 

6.3 

Springer,  F/Germany 

170 

2.3 

Schickcdanz.  M/Germany 

170 

3.2 

Stempel,  E/United  States 

190 

1.9 

Schlecker,  A/Germany 

170 

3.0 

Stephens,  J  &  family/United  States 

192 

1.5 

Schmidheiny,  S/Switzerland 

170 

2.8 

Stern,  L/United  States 

189 

2.5 

Schmidheiny.  T/Switzerland 

170 

3.8 

Stewart,  M/United  States 

193 

10 

Schmidt,  E/United  States 

189 

2.8 

Stokes,  K/Australia 

176 

1.0 

Schmidt-Ruthenbeck,  R  &  M/Germany  170 

3.3 

Stryker,  J/United  States 

190 

2.1 

Schnabel,  H/Ger  many 

170 

2.0 

Stryker,  P/United  States 

190 

1.7 

Schoeller,  M/Germany 

171 

1.0 

Stryker,  R/United  States 

190 

2.1 

Schroder,  B  &  family/United  Kingdom  170 

2.0 

Srrohcr.  S/Germany 

170 

1.8 

Schulze,  R/United  States 

189 

2.9 

Srrungmann.  A/Germany 

170 

3.8 

Schwab,  C/United  States 

189 

3.2 

Striingmann,  T/Germany 

170 

3.8 

Schbrghuber,  S/Germany 

170 

2.9 

Sy,H&  family/Philippines 

176 

1.9 

T 

page 
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Walton,  J/United  States 

188  18.2 

Takei,  Y  &  family/Japan 

176 

5.5 

Walton,  S/United  States 

188  18.3 

Takizaki,  T/Japan 

176 

2.6 

Wang  N/Hong  Kong 

176 

3.1 

Tan,  L/Philippmes 

176 

1.7 

Wang,  P  &  family/Hong  Kong 

176 

21 

Taruta,  S/Ukraine 

171 

1.0 

Wang.  Y  C/Taiwan 

176 

3.1 

Taubman,  A/United  States 

193 

1.0 

Warner.  H/United  Stales 

18S 

5  0 

Taylor,  G/United  States 

190 

1.9 

Washington,  D/Umted  States 

190 

1.8 

Taylor,  J/United  States 

189 

3.2 

Weber,  C/United  States 

193 

11 

Teel,  J/United  States 

193 

LI 

Wee  C  Y/Singapore 

176 

2.3 

Teh  HP/Malaysia 

176 

2.4 

Weill,  S/United  States 

192 

1 5 

Telles,  M/Brazil 

182 

1.2 

Werttteimer,  A  &  G/France 

170 

4.8 

Thomson,  K  &  family/Canada 

182  17.9 

Wertheimer,  S  &  family/Israel 

178 

2.2 

Thon,  O/Norway 

171 

1.2 

Weston.  G  &  family/Canada 

182 

95 

Tiong  H  K/Malaysia 

176 
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Wexner,  L/United  States 

189 
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Tisch,  P/United  States 

189 

3.4 

White,  D/United  States 

192 

1.3 

Tisch,  W/United  States 

190 

1.8 

Whitman.  M/United  States 

192 
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Triguboff,  H/Australia 

176 

1.3 

Whittaker,  J/United  Kingdom 

171 

1.7 

Troutt,  K/United  States 

193 

1.1 

Wilhclmscn.  A  &  family/Norway 

171 

1.3 

Trump.  D/United  States 

189 

2.6 

Williams,  A  Jr/United  States 

190 

1.6 

Tsai  W  T  &  family/Taiwan 

176 

2.9 

Winfrey,  O/United  States 

192 

1.3 

Tschira.  K/Germany 

170 

3.2 

Wiskemann,  E/United  States 

192 

1.2 

Tsutsumi,  Y/Japan 

176 

3.7 

Wlaschck.  K/Austria 

170 

25 

Tsvetkov,  N/Russia 

170 

2.1 

WongKY/China 

176 
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Turner,  R/United  States 

190 

2.0 

Woo,  P  &  family/Hong  Kong 

176 
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Wrigley.  WJr/United  States 

189 

43 

Udvar-Hazy.  S/United  States 

189 

2.4 

Wyty,  S/United  States 

193 

1.0 

Ueftschi,  A/United  States 

192 

1.5 

Wynn.  S/United  States 

190 

2.1 

linger,  P/Germany 

171 

1.3 

Wiirth,  R/Germany 

169 

7.2 

Usmanov,  A/Russia 

171 

1.8 

page 

: 

v 

page 

$bill 

Yamauchi,  H/Japan 

176 

1.8 

Van  Beuren,  H/United  States 

193 

1.0 

Yanai,  T/  Japan 

176 

3.2 

van  den  Ende,  J/Netherlands 

171 

1.3 

Yang,  J/United  States 
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2.6 

Vekselberg.  V/Russia 

170 

5.0 

Yevtushenkov,  V/Russia 

170 

24 

Viehof.  E/Germany 

170 

2.0 

Ying,  M/Hong  Kong 

176 
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Viessmann,  M/Germany 

171 
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Yoovidhya.  C/Thailand 
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2.2 

von  Bechtolsheim.  A/United  States 
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Yoshida,  T/Japan 
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von  Finck,  A/Germany 
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von  Holtzbrinck,  D/Germany 
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Zambrano,  L  &  family/Mexico 
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von  Holtzbrinck,  S/Germany 

171 
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Zell.  S/United  States 

190 

2.2 

von  Thum  und  Taxis,  A/Germany 

170 

2.0 

Ziff,  O/United  States 

192 
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Zift  O/United  States 

192 

1.5 

Wagner.  T/United  States 

193 

1.0 

Zift  R/United  States 

192 

1.5 

Waitt.T/United  States 

192 

1.4 

Zobel  de  Ayala.  J  &  family/Philippinesl76 

1.5 

Walton.  A/United  States 

188  18.0 

Zorlu,  A/Turkey 
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10 

Walton,  H/United  States 

188 

18.0 

Zuckerman,  M/United  States 

190 

15 

Walton,  J/United  States 

188  18.2 

Zyuzin,  I/Russia 

171 

1.5 

Methodology  This  is  our  19th  annual  ranking  of  the  world's  richest  people.  Our  team  of  more  than  30  reporters  in  seven 
countries  valued  billionaires'  assets,  including  their  public  holdings,  private  companies,  real  estate  or  in  some  cases  property  such  as  art 
collections.  The  value  of  publicly  traded  shares  was  calculated  using  prices  and  exchange  rates  as  of  Feb.  II.  Privately  held  companies  are 
valued  by  coupling  estimates  of  revenues  or  profits  (or,  in  some  cases,  company-provided  numbers)  to  prevailing  price/revenue  and 
price/earnings  ratios  for  similar  publicly  traded  companies.  Generally  we  list  individual  fortunes  only,  rather  than  those  shared  among 
extended  families,  such  as  the  Rothschilds.  When  it  isn't  clear  how  a  fortune  is  split  among  family  members,  we  list  the  names  of  those  who 
share  the  fortune,  as  we  do  with  David  &  Frederick  Barclay;  for  these  listings  an  average  minimum  net  worth  of  $1  billion  per  person  is 
required.  In  other  cases  we  list  the  individual  who  created  the  fortune  or  who  controls  it,  followed  by  "&  family." 
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Makers&Breakers  _ 

For  more  financial  slats,  go  to  www.forbes.com/makers. 

Talking  Trash 

If  you're  worried  about  sustained  U.S.  productivity,  take 
heart  that  Americans,  at  least,  are  good  at  producing 
garbage — 229  million  tons  of  waste  per  year  at  last 
count.  WASTE  MANAGEMENT  (30,  WMl)  has  taken  advantage 
ol  the  pileup  and  now  disposes  of  nearly  half  the 
nation's  refuse.  Its  inventory  includes  25,000  trucks  and 
289  landfills.  It  also  does  a  heady  recycling  business. 

On  the  minus  side  Waste  Management  faces  heavy 
price  <  <  >n  ipe!  it  i<  Hi  from  th<  uisands  of  private  operators,  as 
well  as  competition  for  new  customers  from  publicly 
traded  rivals  Allied  Waste  Industries  and  Republic  Ser- 
vices. Price  increases,  once  5%  to  7%  a  year,  have  stag- 
nated at  2%  since  1998. 

That  said,  Waste  Management's  size  is  letting  it  gain 
c  uslomers  at  rivals'  expense,  and  here  and  there  permits 
it  to  bump  up  prices,  especially  on  landfills  it  operates.  Michael  E. 
I  [offrnan,  deputy  director  ol  research  at  Friedman,  billings,  Ram- 
sey, notes  that  the  company  has  a  superb  sales  force  that,  with  one 
approach,  first  aims  for  a  municipal  account  and  then  goes  after 
more  lucrative  commercial  business  within  a  town. 

And  so  it  turns,  yes,  garbage  into  gold.  In  2004  revenue  rose 


1 

7.5%  to  $12.5  billion,  while  earnings  leaped  29%  to  $931  mil- 
lion. With  its  strong  cash  position  Waste  Management  has 
bought  back  shares  and  is  looking  to  acquire  smaller  garbage 
haulers.  The  stock  now  changes  hands  at  2 1  times  trailing  earn- 
ings, less  than  the  industry  average  of  30. 

— Tatiana  Serafin 


Drug  Bust 


l  esson  for  Merck,  which  last  year  pulled 
ai  thritis  drug  Vioxx  off  the  market  for 
safety  reasons:  These 
messes  take  a  long 
time  to  clean  up. 
Witness  WYETH  (41, 
wye),  whose  shares 
fell  7%  in  January 
after  the  company 
missed  its  earnings 
forecast  by  1  cents.  Wyeth  also  took 
another  huge  charge  to  pay  for  fen-phen. 

Wyeth  has  lived  with  this  nightmare 
since  1997,  when  the  linn  yanked  diet 
drug  fen-phen  (it  supposedly  injures 
heart  valves).  But  the  litigation  seems  to 
finally  be  winding  down.  Better,  Wyeth 
has  a  good  group  of  drugs  in  final-trial 
phases — focused  in  areas  it  knows  well, 
psychiatric  and  women's  health,  says  J.R 
Morgan's  Chris  Shibutani,  an  M.D.- 
turned-analyst.  Wyeth  trades  for  just  15 
times  trailing  earnings  versus  19  for 
the  industry. 

— John  H.  Christy 


Stock  price 


Unwholesome 

Paxson  Communications  features  whole- 
some entertainment  and  burdensome 
debts.  Common  shares  of  the  money- 
losing  company  have  slumped  80%  in 
two  years.  Fears  abound  that  Paxson, 
owner  of  the  PAX  TV  network  and  57 
slat  ions,  will  welsh  on  its  debts  as  soon  as 
next  January. 

But  here's  a  flier 
to  consider.  If  Pax- 
son files  for  bank- 
ruptcy, says  analyst 
Shelly  Lombard  of 
researchers  Gimme 
Credit,  it  has  ample 
assets  to  liquidate: 
the  TV  stations, 
worth  $3  billion.  She  likes  the  preferred 
maturing  in  November  2006.  paxson 

COMMUNICATIONS  (8037,  PAXNO)  has  a 

$10,000  face  value  and  a  14.25% 
coupon.  Lombard  thinks  investors  will 
get  par  value,  for  a  23%  gain.  If  they  also 
get  interest  in  full,  the  payoff  is  48%. 

— Daniel  Kruger 


Satellite  Slowdown 

With  its  superior  ser- 
vice, picture  and  toys 
like  TiVo  and  high- 
definition  television, 

DIRECTV  (15,  DTV)  has 

long  picked  off  cable 
providers'  customers. 
Now,  though,  the 
cable  guys  are  fighting  back  with  their 
own  upgrades.  That's  slowing  cable  cus- 
tomers' defection  to  the  satellite  service. 

And  industry  leader  DirecTV,  one- 
third  owned  by  News  Corp.,  is  paying 
more  than  ever  for  a  new  viewer — up 
8.4%  last  year  to  $643.  Merrill  Lynch  ana- 
lyst Jessica  Reif  Cohen  thinks  that  will 
jump  to  $680  next  year.  One  reason  is 
DirecTV's  drive  to  keep  up  with  the 
cablers  by  offering  deals  like  four 
receivers,  three  months'  free  service,  plus 
TiVo  for  only  $50  . 

While  DirecTV  revenue  expanded 
21%  to  $1 1.3  billion  in  2004,  losses  quin- 
tupled to  $1.9  billion.  We  say  short  it, 
cover  at  $  12.         — Dorothy  Potnerantz  i 
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End  Your 
Gloom 


THOSE  WHO  ARE  FINANCIALLY  GLOOMY  USUALLY  FIX- 
ate  on  deficits:  the  budget  deficit,  the  trade  deficit  and 
the  current  account  deficit  (often  mistakenly  called 
the  "balance  of  payments"  deficit).  First,  the  trade 
and  current  account  deficits  are  by  definition  basi- 
cally the  same,  since  they  are  coming  from  the  same  basic 
sources  and  accounting.  The  difference  is  always  microscopi- 
cally tiny  as  a  percent  of  GDP — currently  0.1%  of  GDP,  or  $17 
billion.  If  you  don't  fear  the  one  you  don't  fear  the  other. 

Surprise:  These  two  deficits  have  nothing  to  do  with  cur- 
rency values.  Ours  came  to  5.2%  of  gross  domestic  product  last 
year.  Britain's  was  5%  of  its  gross  domestic  product.  If  these 
deficits  determine  currencies,  how  can  the  British  pound  be  so 
strong?  Over  the  last  three  years  the  U.S.  trade  deficit  came  to  a 
cumulative  13%  of  GDP,  identical  to  Britain's.  Britain's  three- 
year  total  is  identical  at  13%.  So  why  is  sterling  so  much  stronger 
than  the  dollar?  Do  trade  deficits  lead  to  a  weak  economy?  No, 
just  the  opposite,  as  was  pointed  out  in  the  previous  issue  of  this 
magazine  (see  "Trading  Up,"  Mar.  14,  p.  50). 

How  about  budget  deficits?  As  I  noted  in  my  Dec.  27  column, 
they  are  in  no  way  associated  with  poor  returns  in  the  stock  mar- 
ket. Nor  do  they  dictate  currency  weakness.  The  past  three  years 
of  federal  budgets  have  run  up  a  cumulative  deficit  equal  to  8% 
of  GDP.  Britain's  three-year  deficit  total  comes  to  5%.  If  all  three 
of  these  deficits  are  at  basically  similar  levels  in  the  short,  inter- 
mediate and  long  term,  which  they  are,  they  can't  be  causal,  since 
the  dollar  has  been  among  the  world's  weakest  currencies  in 
recent  years,  while  sterling  has  been  among  the  strongest. 

If  you  want  to  explain  currency  moves,  you'd  do  better  to  look 
at  interest  rates  than  at  deficits.  As  2004  started,  Euroland's  rates 
were  nicely  above  America's,  on  both  short-  and  long-term  money. 
Arbitragers  borrowed  in  America  and  lent  in  Euroland,  pocketing 
the  spread.  Doing  it  all  at  once,  they  drove  the  dollar  down  and  the 
euro  up.  Over  the  course  of  2004  those  rates  flip-flopped,  and  now 
the  game  is  taking  place  in  reverse.  That's  why  the  dollar  has  been 
strong  in  2005  (which  seemingly  few  notice). 

Put  aside  your  gloom  and  buy  stocks  like  these: 
Jakks  Pacific  (21,  JAKK)  is  a  toy  company  that  combines  [~ 
timeless  brands  like  Cabbage  Patch  Kids  and  Care  Bears  1 


with  new  favorites  like  SpongeBob  SquarePants.  Another  home 
run  is  its  "TV  Games"  concept — a  joystick  plugging  into  your  TV 
loaded  with  classic  yesteryear  arcade  games  like  Pac-Man  and 
Asteroids.  Parents  love  the  ease  of  use.  That's  why,  in  a  weak  toy 
market,  Jakks  should  be  able  to  increase  its  sales  13%  this  year  to 
perhaps  $540  million. 

A  cloud  over  the  stock  is  a  pending  lawsuit  from  the  WWE 
(of  professional  wrestling  fame)  that  basically  alleges  Jakks 
engaged  in  illegal  bribes  to  secure  WWE  licensing  rights.  Jakks 
denies  all  wrongdoing.  This  litigation  caused  two  recent  price 
drops.  Those  drops  give  you  an  opportunity  to  buy  a  grow- 
ing company  at  book  value,  15  times  trailing  earnings  and  1 1 
times  my  estimate  of  2005  earnings. 

Chevy  Chase's  comic  character  Fletch  was  an  undercover 
investigative  reporter  posing  as  a  colorful  salesman.  One  of  his 
classic  lines:  "It's  all  ball  bearings  these  days."  No  joke.  I  think 

you  should  buy  into  the 
world's  leading  supplier  of  ball 
bearings,  which  is  Sweden's 
SKF  (50,  SKFRY).  Operating  in  70 
countries  with  a  widely  diver- 
sified industrial  customer 
base,  SKF  grows  by  innovating 
and  by  acquiring.  Its  $5.6  bil-  ] 
lion  market  capitalization  is 
cheap  at  85%  of  revenue,  14 
times  trailing  earnings  and  12 
times  likely  2005  earnings.  The 
yield  is  2.6%. 

France's  Thomson  (27,  TMS) 
is  a  leader  in  technologies  and 
services  for  media  and  entertainment  industries  and  consumers. 
It  ranks  one  or  two  globally  in  DVD  replication,  cinema  postpro- 
duction  services,  cinema  advertising,  broadcast  equipment  and 
satellite  set-top  boxes,  DSL  modems  and  audiovisual  accessories. 
It  owns  41,000  patents  and  is  ideally  positioned  to  capitalize  on 
the  coming  broadband  access  revolution.  Yet  it  is  valued  like  a 
consumer  electronics  stock,  with  a  price  that  is  a  scrawny  0.5 
times  annual  sales  and  14  times  the  earnings  I  expect  for  2005. 
In  coming  years  it  will  receive  technology  valuations.  The  poten- 
tial share-price  appreciation  is  large. 

Britain's  Tomkins  (22,  TKS)  is  a  global  manufacturer  with  a  di- 
versified product  line  that  includes  transmission  belts,  industrial 
hose  and  connectors,  valves,  baths,  whirlpools,  taps  and  faucets, 
doors  and  windows  and  heating  and  air-conditioning  compo- 
nents. It  grows,  like  SKF,  with  acquisitions  and  also  by  developing 
new  industrial  technology  and  proprietary  software.  The  market 
fears  that  recent  commodity  price  increases  will  erode  Tomkins' 
margins.  I  think  that  price  squeeze  is  fully  priced  into  the  stock  and 
that  future  commodity  moves  will  be  smaller  than  last  year's.  This 
is  a  good  company  trading  at  half  of  book  value,  one  times  revenue 
and  1 3  times  this  year's  earnings.  The  yield  is  4%.  F 


J^Qrl^CS    I  *ennet*1    Fisher  is  a  Woodside,  Calif  -based  money  manager. 
,m    |  Visit  his  home  page  at  www.forbes.com/fisher. 


Trade  deficits 
have  nothing 
to  do  with 
currency  values, 
budget  deficits 
nothing  to  do 
with  bear 
markets. 
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Capital  Markets  Marilyn  Cohen 


Curve  Bet 


ARE  THERE  ANY  MORSELS  LEFT  FOR  YIELD-STARVED 
investors?  Investment-grade  corporate  bonds  are 
yielding  the  narrowest  spreads  in  five  years:  55  basis 
points  (that's  about  half  a  percent)  between  an  AAA 
corporate  and  a  ten-year  Treasury,  a  five-year  low. 
Junk  spreads  are  also  at  historically  low  levels.  So  here  I  offer  a 
cautious  endorsement  of  another  yield-enhancement  strategy: 
"structured"  bonds,  which  are  complex  debt  securities  whose 
interest  coupons  vary  according  to  some  formula  that  might  or 
might  not  work  to  your  advantage.  Nominally,  these  bonds  yield 
7%  or  more,  but  there's  a  gotcha  that  makes  these  things  some- 
thing other  than  a  free  lunch.  In  short,  they  are  appropriate  for 
the  right  sort  of  speculator,  but  go  in  with  your  eyes  open. 

One  downside  is  a  huge  call  risk.  As  with  any  bond  that 
might  be  called  away,  the  call  provision  makes  the  bond  a  lop- 
sided bet.  If  rates  go  in  your  favor,  the  security  gets  called  away, 
so  you  are  not  permitted  to  enjoy  an  outsize  return  for  long.  If 
rates  go  against  you,  you  might  be  stuck  with  this  piece  of  paper 
for  a  long,  long  time. 

Next  comes  the  transaction  cost.  Plain  old  U.S.  Treasurys 
are  competitively  priced.  With  a  smallish  issue  of  structured 
notes,  in  contrast,  you  run  the  risk  of  getting  gouged  by  your 
broker.  Check  out  the  Bond  Market  Association's  Web  site, 
investinginbonds.com,  for  current  prices  to  protect  yourself 
(see  my  Sept.  29,  2003  column  for  more). 

The  third  and  perhaps  biggest  drawback  is  that  the  folks  sell- 
ing these  complex  securities  have  bigger  computers  than  you  do. 
Rest  assured  that  an  issuer  does  not  float  any  security  that  is  a 
mathematically  bad  bet.  Its  bond  might — or  might  not — be  a 
mathematically  bad  bet  for  you. 

All  that  said,  I  still  find  some  issues  good  ways  to  speculate 
on  certain  movements  in  interest  rates.  The  best  structured 
bonds  out  there,  for  my  money,  are  "noninversion"  notes,  also 
called  "curve"  notes.  These  securities  pay  outsize  fixed  coupons 
as  long  as  the  slope  of  the  yield  curve  remains  positive.  That's 
when  long  rates  are  higher  than  short  rates. 

If  there's  a  negative  yield  curve,  the  curve 
note  pays  zip  for  as  long  as  the  inversion  per- 
sists— potentially  many  long,  profitless  years. 


But  such  a  scenario  is  unlikely.  Right  now  intermediate  and 
long-term  Treasury  yields  are  converging  because  pension 
funds,  hedge  funds  and  Asian  central  banks  are  piling  money 
into  the  long  end,  flattening  the  curve.  Historically,  thoughj 
whenever  the  yield  curve  has  gone  haywire  and  inverts,  tha 
inversion  lasts  for  a  very  short  time.  Since  the  bloody  bond  bear] 
market  of  1994  there  has  been  only  one  period  when  the  spread 
was  negative,  and  that  was  for  six  months  in  2000. 

The  Lehman  Brothers  Holdings  of  Mar.  17, 2020,  issued  Feb.  22, 
pays  7.25%  for  five  years,  then  9%  to  March  2015,  then  18%  to 
maturity.  The  last  of  those  figures  is  pretty  much  a  will-o'-the 
wisp.  If  the  yield  curve  behaves  normally,  Lehman  will  call  the 
bond  when  it  benefits  it  the  most. 

Assuming  they  aren't  called — the  first  call  date  is  June  17 — 
you  get  that  7.25%  until  the  yield  curve  inverts.  The  rate  com- 
parison in  question  here  is  between  the  10-year  and  30-year| 

Treasurys,  with  the  later  matu 
rity  now  yielding  just  37  basis 
points  more.  Last  fall  that 
spread  was  65  basis  points. 

A  buyer  is  betting  that 
long-term  yields  have  gone  as 
low  as  they  can  and  the  struc 
tured  notes  will  stay  in  place, 
unmolested  by  call  provisions 
Of  course,  if  an  inversion  took 
place,  no  issuer  would  call, 
because  your  interest  payments 
would  be  suspended. 

In  a  similar  vein:  the  BNP 
Paribas  of  Jan.  28, 2020.  It  pay 
7%  until  January  2010,  then 
10%  to  2015,  then  20%. 
Given  the  call  risk,  you  would  be  foolish  to  pay  more  than  par 
for  these  bonds.  My  last  column  on  structured  notes  (Apr.  29, 
2002)  recommended  the  Freddie  Mac  Libor-linked  notes  of 
Feb.  28,  2012  with  a  10.125%  coupon  that  would  disappear  if 
short-term  money  rates  went  up  enough.  Rates  did  not  climb 
enough  to  trigger  the  coupon  disappearing  act,  and  the  note  paid 
its  handsome  coupon  for  six  months.  Then  Freddie  called  it. 

Lots  of  big  investors  are  playing  the  yield  carry  game  these 
days,  borrowing  at  low  short-term  rates  and  lending  out  at  high 
medium-range  rates.  Structured  notes  are  your  way  to  get  a 
piece  of  the  action — along  with  a  concomitant  piece  of  the  risk. 

Think  of  it  this  way:  You  aren't  really  getting  a  7.25% 
coupon  from  Lehman.  You're  getting  maybe  3%  for  a  five-year 
note  and  then  getting  paid  a  separate  4.25%  insurance  premium 
for  writing  a  catastrophic  insurance  policy  for  Lehman.  If  the 
curve  shifts  violently,  Lehman  will  collect  on  the  policy  by  keep- 
ing your  money  interest  free  for  a  potentially  long  time.  A  mod- 
est upside  in  return  for  a  large  but  improbable  downside.  I  think 
it's  a  risk  worth  taking.  F 


Bored  with  plain 
old  Treasury 
bonds?  Take 
a  flier  on  a 
derivative  that 
lets  you  wager 
on  the  spread 
between  long 
and  short  rates. 
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Marilyn  Cohen  is  president  of  Envision  Capital  Management,  Inc.,  a  Los  Angeles 
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Fixed-Income  Watch 


Richard  Lehmann 


Now  Is  the 
Time  to  Sell 


LIKE  MOST  FINANCIAL  ADVISERS,  I  FOCUS  PREDOMI- 
nantly  on  what  to  buy.  However,  I  don't  forget  what  I 
recommended  in  the  past  or  forget  to  tell  you  if  you 
should  sell  it.  Today  is  a  time  to  sell  some  of  my  past 
picks.  We  can  blame  this  need  to  sell  on  the  flattening 
yield  curve  and  what  it  is  doing  to  leveraged  returns. 

Most  investors  do  not  buy  fixed- income  securities  on  mar- 
gin, hence  the  travails  of  high  leverage  don't  hurt  them  directly. 
But  they  will  be  hurt  indirectly.  At  issue  here  is  the  borrowing 
undertaken  by  managers  of  some  closed-end  funds  that  own 
preferred  stocks  and  bonds.  Those  funds  are  going  to  be 
squeezed  as  short  rates  rise:  Dividends  that  investors  reap  from 
these  leveraged  portfolios  will  be  pared  because  of  ever-costlier 
fund  borrowing.  It's  wise  to  get  out  before  the  situation  worsens. 

A  fuller  explanation:  The  fund  managers,  just  like  the  more 
highly  publicized  and  adventuresome  hedge  fund  chieftains, 
have  taken  advantage  of  short  rates  by  way  of  the  carry  trade. 
That's  a  matter  of  borrowing  short  term  in  order  to  purchase 
long-term  securities  and  profiting  from  the  rate  spread.  When 
short-maturity  loans  expire,  the  managers  roll  over  the  principal 
into  another  cheap  borrowing.  The  system  works  fine  if  short 
rates  stay  low.  Things  get  difficult  when  that  luxury  vanishes. 

Everyone  has  known  for  a  good  while  that  the  party  was 
going  to  end.  Wall  Street  in  turn  had  been  watching  the  Federal 
Reserve  warily,  with  memories  still  vivid  of  the  pain  that  ensued 
after  the  Fed  rapidly  hiked  short  rates  1.75  points  in  1999  and 
2000,  to  6.5%.  Look  at  what  happened  when  the  buoyant  April 
2004  employment  numbers  came  out,  suggesting  the  economy 
was  doing  better  than  expected.  Afraid  of  a  rapid  Fed  tighten- 
ing, hedge  funds  led  a  fixed-income  selloff. 

To  calm  the  markets,  the  Fed  gave  birth  to  a  new  pojicy  of 
measured  and  predictable  quarter-point  rate  increases.  We  have 
since  moved  from  a  1%  federal  funds  rate  in  June  2004  to  2.5% 
now,  with  every  expectation  the  Fed  will  continue  to  ratchet  up 
the  rate.  The  Fed  prefers  a  slow  unwinding  of  the  carry  trade  to 
avoid  sudden  economy-  disrupting  spikes  in  long  rates.  Hence 
the  spread  between  long  and  short  rates  has 
narrowed  and  made  the  carry  trade  far  less 
profitable.  The  spread  has  moved  from  3.6 


percentage  points  in  June  to  1.6  now.  So  far  long  rates  have  noj 
risen  in  tandem  with  the  short  ones. 

While  this  flattening  of  the  yield  curve  has  no  effect  on  th« 
income  from  most  bonds  and  preferreds,  the  effect  is  dire  for  a 
closed-end  fund  that  holds  such  instruments  on  margin.  With 
an  increasing  cost  of  rolling  over  their  short-term  debt,  fund 
managers  must  compensate  by  slicing  dividends.  This  will  leac 
to  price  declines  as  disappointed  investors  bail  out. 

My  advice  is  to  act  now  and  sell  the  closed  ends  I  first  reo 
ommended  in  my  Mar.  29,  2004  column.  Back  then  I  expectec 
long  rates  to  rise  along  with  the  short  ones  and  thereby  preserve 
an  acceptable,  if  reduced,  spread.  No  such  luck. 

The  ones  to  ditch:  Flaherty  &  Crumrin/Claymore  Preferred 
Securities  (25,  FFC),  John  Hancock  Preferred  Income  2  (24,  hpf 
Nuveen  Preferred  &  Convertible  Income  2  04,  jqc),  Nuveen  Quality 
Preferred  Income  2  (15,  JPS)  and  Flaherty  &  Crumrin  Preferred  Income 

Trust  (19,  PFD).  Each  of  these 
funds  has  bolstered  its  dividend 
by  borrowing  money  to  fund 
around  30%  of  the  portfolio, 
Now  they  all  yield  about  8%, 
Without  leverage  they  can'l 
sustain  this  high  a  dividend 
rate.  The  same  grim  fact  is  evert 
more  applicable  to  closed-end 
municipal  bond  funds  such  as 
Van  Kampen  Strategic-Sector 
Municipal  Trust  (13,  VKS).  If  you) 
own  any  of  these  funds,  sellj 
Four  more  quarter-point  Fed 
rate  hikes  and  the  leverage  ben^ 
efit  will  be  almost  completelyl 
gone.  Don't  be  deceived  that  al 
closed  end  is  a  good  deal  because  it  is  already  selling  at  a  discount) 
to  its  net  asset  value.  More  price  slumps  lie  ahead. 

Since  open-end  funds  use  leverage  as  well,  check  the  latest 
financials  to  see  if  you  are  at  risk.  Leverage  of  over  10%  will] 
result  in  dividend  cuts.  Other  leverage  users  have  been  real  estate 
investment  trusts,  especially  the  mortgage  variety.  While  some! 
managers  may  say  they  have  hedged  their  exposures  with  deriv- 
atives, I  doubt  this  can  continue  to  be  done  cost  effectively  whem 
the  Fed's  rate-raising  policy  is  this  transparent. 

A  flatfish  yield  curve  won't  last  forever,  of  course.  Expect  ai 
selloff  in  long-term  bonds  to  eventually  push  up  long-terml 
rates.  We  just  don't  know  when  that  will  occur.  At  some  point! 
the  Fed  will  signal  that  it  is  finished  hiking  short  rates.  That  may 
be  the  time  to  revisit  this  column's  sell  candidates. 

Meanwhile,  where  do  you  park  money  freed  up  from  your 
sales?  Look  for  convertible  bonds  and  trust  preferreds  as  well  asi 
those  likely  to  be  called  in  the  next  two  or  three  years.  Their 
prices  are  less  vulnerable  to  interest  rate  changes,  and  their  cash 
payments  remain  fixed.  F 


Fixed-income 
funds,  closed 
ends  especially, 
often  employ 
leverage.  But 
tighter  spreads 
will  hurt  them. 
So  they'll  cut 
your  dividends. 
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Absolute  Return  Lisa  W.  Hess 


Storm 
Warnings 

AS  A  GIRL  GROWING  UP  IN  SOUTH  FLORIDA,  I  SAW 
how  the  sky  turned  an  eerie  shade  of  yellow  just 
before  a  hurricane.  The  air  became  unnaturally 
still  and  quiet  until  the  birds  rose  up,  screeching 
and  cawing,  then  flew  away.  This  was  the  calm 
before  the  storm. 

Now  I  see  the  same  phenomenon  across  almost  all  capital 
markets.  Steady,  low  interest  rates  have  persisted  for  so  long  (at 
least  in  the  middle  range  of  maturities)  and  profits  have  been 
made  in  so  many  sectors  that  a  general  mood  of  calm  and  opti- 
mism has  become  pervasive.  Nowhere  do  prices  reflect  the  pos- 
sibility that  a  storm  may  be  upon  us. 

The  market's  calm  is  precisely  definable  in  the  form  of  a 
tradable  mathematical  construct  called  implied  volatility.  Based 
on  the  prices  of  out-of-the-money  options  on  a  stock  index,  this 
statistic  measures  how  much  excitement  option  traders  expect 
from  the  market  over  the  next  month  or  two.  You  can,  in  fact, 
buy  or  sell  futures  based  on  the  volatility  statistic.  "Vol  traders," 
as  they  are  known  in  the  hedge  fund  world,  can  speculate  on  S&P 
500  volatility  through  the  VIX  contract  and  also  on  implied 
volatility  in  the  prices  of  government  bonds,  mortgages,  gold 
and  other  investments. 

The  important  thing  for  the  average  investor  without  a 
Ph.D.  in  mathematics  to  know  is  that  all  of  these  gauges  are 
trading  at  decadelong  lows.  That  is,  prices  of  options  are  low 
these  days.  Not  since  the  1995-96  period  have  markets  been 
this  comfortable,  this  quiet  and  this  calm.  And  we  all  know 
what  soon  followed.  The  Long-Term  Capital  Management 
wipeout  and  the  Russia  default  were  horrific  storms. 

Today,  with  volatility  low — notwithstanding  hiccups  like 
the  1.6%  crashlet  on  Feb.  22 — option  prices  are  low,  too.  The 
VIX  stands  at  12,  having  touched  43  just  after  Sept.  1 1,  2001. 
(Roughly  speaking,  this  means  that  option  traders  are  assum- 
ing that  a  12%  year-to-year  fluctuation  in  the  S&P  500,  up  or 
down,  is  the  norm.)  The  barometer  was  at  41  when  stocks  bot- 
tomed in  2002.  As  surely  as  the  stillness  before  a  Florida  hur- 
ricane, the  present  low  reading  means  that  massive  turbulence 
will  soon  appear. 

The  number  one  cause  of  this  quiescence  is  the  Federal 


Reserve's  policy  of  keeping  interest  rates  far  too  low  for  far  too 
long.  This  has  lulled  investors  into  a  false  sense  of  security.  The! 
great  "carry  trade,"  where  people  borrow  short  term  to  buy) 
higher-returning  long-term  securities,  is  in  reality  the  sale  of 
volatility  in  exchange  for  income.  That  is,  people  who  do  carry 
trades  are  betting  that  the  bond  market  will  be  quiet  and  they 
can  pick  up  a  comfortable  rate  spread  in  peace.  Even  though  the! 
Fed  has  been  tightening  since  June  2004  and  the  carry  trade  is 
diminished,  it  hasn't  gone  away.  The  predictability  of  the  Fed's 
measured  pace  has  also  dampened  stock  volatility. 

The  biggest  carry  trade  players  have  been  the  hedge  funds* 
whose  growth  has  been  explosive,  with  estimated  assets  under 
management  at  $975  billion.  What  defines  a  hedge  fund  (other 
than  Lucullan  pay  packages)  is  the  ability  to  go  short  as  well  as! 
long,  all  aided  by  copious  leverage.  This  works  just  fine  in  ai 
low-volatility  world.  How  this  sophisticated  bunch  of  traders 

will  cope  with  the  wild  times  I 
see  ahead  remains  to  be  seen. 

But  how  can  the  ordinary 
guy  take  advantage  of  this  phe- 
nomenon? You  could  go  long  ai 
VIX  contract,  but  there  you  arej 
betting,  essentially,  on  the 
future  level  of  option  prices.  I'd 
suggest  buying  options  instead; 
there  you  are  betting  on  future 
stock  prices. 

I  usually  hesitate  to  recom- 
mend options,  recognizing 
that  the  vast  majority  oi 
investors  lose  money  on  them. 
With  options  you  are  gam- 
bling that  a  stock  price  will 
reach  a  certain  level  within  a  set  period.  Wild  price  movement, 
like  what  I'm  foreseeing,  increases  the  likelihood  of  that  occur- 
rence. But  with  short-term  options  your  timing  has  to  be  per- 
fect for  you  to  make  money. 

Finesse  the  timing  problem  by  buying  long-term  options 
known  as  Leaps,  or  Long-Term  Equity  Anticipation  Securities. 
Typical  stock  options  expire  before  nine  months,  but  Leaps  last 
up  to  three  years.  Each  contract  lets  you  acquire  100  shares  oi 
stock.  If  held  for  more  than  one  year,  a  Leaps  option  qualifies 
for  long-term  capital  gains  treatment  on  your  taxes  (15%  rate). 
Currently  Leaps  prices,  known  as  "premiums,"  are  very  low 
because  both  volatility  and  interest  rates  are  low. 

One  stock  I  like,  Coca-Cola  (43,  KO),  has  been  in  a  narrow 
trading  band  since  September.  You  can  buy  a  Coca-Cola 
January  07  35  call  for  a  premium  of  $930,  or  $9.30  per  share. 
That  gives  you  the  right  to  purchase  Coke  common  for  $35 
until  January  2007.  You'll  make  money  if  Coke  tops  $43.90  two 
years  hence.  Another  Leaps  I  like  is  for  Citigroup  (48,  C).  The 
Citigroup  January  07  50  calls  at  $3.50  are  a  good  speculation.  P 


Our  becalmed 
markets  are  due 
for  some  wild 
price  swings. 
Profit  from 
them  by  buying 
long-term 
options  called 
Leaps. 
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Lisa  W.  Hess  is  a  New  York  money  manager. 
Visit  her  home  page  at  www.forbes.com/hess. 
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Accelerating  Deal  Value: 

New  Strategies  for  Merger  Integration 


a  speedy 


recovery  of  your  M&A  investment. 

Today's  market  is  merger  friendly— but  will  tomorrow's  be? 
Very  few  companies  are  able  to  achieve  high  performance 
through  up  and  down  market  cycles.  Those  that  do, 
achieve  their  growth  potential  because  they  are  able  to 
realize  measurable  deal  value  as  quickly  as  possible. 

Hear  first  hand  from  business  leaders  who  have  guided 
companies  through  recent  deals  that  created  maximum  value. 

i  Benefit  from  the  newest  research  and  best  practices, 
i  Learn  how  to  handle  critical  merger  issues. 

Contact  us  to  reserve  your  spot  and  learn  how  the  changing  scope  of  merger 
integration  can  add  to  your  bottom  line. 

Admission  is  complimentary  but  extremely  limited.  Pre-registration  required. 

For  more  information  and  to  register  please  visit  www.forbesconferences.com. 
Or  contact  Emily  Lord  at  212-367-2519;  elord@forbes.com. 
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GENEVA  2005 

With  over  twenty  years  of  acquired  experience,  the  FAME  Executive 
Courses  in  Finance  are  recognized  as  benchmarks  for  executive 
training  in  asset  allocation,  risk  management  forecasting  and 
quantitative  analysis. 

The  emphasis  on  practical  applications  and  our  renowned 
international  faculty  ensure  that  participants  build  skills  that  are 
up-to-date  and  directly  applicable  to  their  daily  work  environment. 

1  Tim  Bollerslev  April  25  -  29 
ESTIMATING  AND  FORECASTING  FINANCIAL  MARKET 
VOLATILITY  AND  CORRELATION 

2  Michael  W.  Brandt  May  2  -  6 
THE  ECONOMETRICS  OF  ASSET  ALLOCATION 

3  Yacine  Ait-Sahalia  May  9 -13 
INTEREST-RATE  MODELS:  THEORY  AND  PRACTICAL 
APPLICATIONS 

4  Didier  Cossin  May  23  -  27 
CREDIT  RISK  PRICING,  MANAGEMENT,  AND  THE  USE 
OF  CREDIT  DERIVATIVES 

5  Kevin  Wilson  August  22  -  26 
SHAREHOLDER  VALUATION  AND  SECURITIES  ANALYSIS 

G  Francis  X  Diebold  August  29  -  September  2 

FINANCIAL  ECONOMETRICS  AND  FORECASTING 

7  G  Andrew  Karolyi  August  29  -  September  2* 
QUANTITATIVE  TECHNIQUES  IN  EQUITY  PORTFOLIO  MANAGEMENT 

8  Philippe  Jorion  September  5  -  9* 
GLOBAL  ASSET  ALLOCATION  AND  RISK  BUDGETING 

9  Richard  Levich  September  5  -  9 
EXCHANGE-RATE  ECONOMICS  AND  FORECASTING 

10  Stephen  Schaefer  September  12  -  16 
MODERN  FIXED  INCOME  MARKETS:  RELATIVE  VALUE. 
ARBITRAGE.  PORTFOLIO  AND  RISK  MANAGEMENT 

11  Rene  Stulz  September  19  -  23 
INTEGRATED  RISK  MANAGEMENT 

12  T  Schneeweis  and  G.  Beliossi    September  26  -  30 
ALTERNATIVE  INVESTMENTS 

13  RussWermers  October  3  -  7 
PERFORMANCE  EVALUATION  AND  ATTRIBUTION 

14  Salih  Neftci  October  10  -  14 
CALIBRATION.  ESTIMATION  AND  NUMERICAL 
METHODS  IN  FINANCE 

15  J.  Baumberger.  Ph.  Sormani. 

M  Hoesli.  0.  Scaillet  October  31  -  November  3 

REAL  ESTATE  INVESTMENT  AND  FINANCING 

1G  David  Cox  November  7  -11 

IMPLEMENTING  QUANTITATIVE  TECHNIQUES 
FOR  FINANCIAL  MARKETS 

17  Salih  Neftci  November  14  - 18 
FINANCIAL  ENGINEERING 

18  Werner  De  Bondt  November  22  -  25 
BEHAVIORAL  FINANCE  AND  INVESTMENT  STRATEGY 

and 

THE  CERTIFICATE  FAME         July  25-August  26 
A  5-week  immersion  program  in  asset  management, 
structured  products  and  private  banking. 


*  To  be  held  in  Zurich. 


For  further  information,  please  contact: 

Fabienne  Garcelon  or  Olga  Solari 
FAME  Av  Blanc  49  -  CH-1202  Geneva  -  Switzerland 
Tel:  +41  22  731  95  55  -  Fax:  +41  22  731  95  75 
executive-courses@fame.ch  -  www.fame.ch 
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NEGOTIATION  GROUP 
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Empowerment  through  Negotiation 


Could  You  Have  Gotten  a  Better  Deal? 


Did  you  negotiate  the  best  possible  deal?  How  much  value  are  you  leaving  on  the  table?  Is  it  possibly  I,  10 
or  even  20  percent? 

What  about  the  agreements  you  are  about  to  negotiate?  Do  your  clients  and  customers  focus  exclusively 
on  price  without  regard  for  value?  Are  you  comfortable  that  you  and  your  colleagues  have  the  strongest 
negotiation  skill  set  possible9  Can  any  of  us  afford  not  to  take  action  to  improve  our  negotiation  skills?  Why 
not  capture  that  extra  20%  with  a  2-day  course  on: 

The  Crucial  Elements  to  Negotiating  Successfully 

Taught  by  former  Harvard  instructors,  over  50  Fortune  500  companies  have  come  to  the  SAB  Group  for  more  than  10  years  to  learn 
practical  skills  and  techniques  you  can  apply  to  your  negotiations  nght  away.  These  highly  interactive,  dynamic  2-dav  courses  will  teach 
you  HOW  TO: 
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IB  i  s  HAR]  >  TO  KNOW  WHEN  AK  I 

I  maven  and  real  estate  investor  Nasser 
I  David  Khalili  first  felt  a  craving  for 
I  legitimacy.  Could  it  have  been  when 
I  his  teacher  at  a  Jewish  day  school  in 
I  Tehran,  Iran  ridiculed  and  flunked 
him  for  aspiring  to  genius''  "1  was 
outspoken,  and  I  wanted  to  prove  my 
teacher  wrong,"  Khalili  today  recalls.  So,  to 
that  end,  he  wrote  and  published  at  age  14 
a  book  ranking  233  world  geniuses. 

Or  was  it  later,  after  he  had  purchased 
from  a  trusted  London  dealer  an  $86,000 
bird-shaped  ceramic  sculpture 
from  Raqqa,  Syria  (circa  1250)? 
Although  the  object  came  with  a 
certificate  of  authenticity  from  Ox- 
ford University  art  historians,  Khalili 
had  a  different  set  of  dons  reexam- 
ine the  object,  this  time  using 
samples  taken  from  anywhere  ex- 
cept its  base.  The  sculpture  turned 
out  to  be  a  fake.  Con  artists  "took 
the  old  bottom  and  attached  a  new 
part  on  top,"  he  says,  eyes  squinted. 

Or  could  it  have  been  in  1992, 
when  Khalili's  offer  to  lend  his 
20,000-piece  Islamic  art  collection 
to  Great  Britain  prompted  critics 
to  ridicule  his  taste  and  disparage 
his  philanthropy?  Khalili  did  not 
get  what  he  had  hoped  for — a  sep- 
arate museum  bearing  his  name, 
paid  for  by  British  taxpayers. 
Instead  he  was  dismissed  as  a  front 
man  for  the  Sultan  of  Brunei 
(whom  he  has  advised  on  art). 
Parts  of  his  collection  were  deemed 
ill-gotten  "rubbish." 

Khalili,  59,  learned  long  ago  to  channel 
rejection  into  resolve.  Besides  his  Islamic 
art — the  largest  private  collection  known 
to  exist  anywhere  in  the  world — he  owns 
another  7,000  heterogeneous  pieces:  a  mix 
of  Japanese  art  from  the  Meiji  period 
(1868-1912),  Indian  and  Swedish  textiles 
and  Spanish  damascened  metalwork.  Some 
say  the  depth  of  Khalili's  art  holdings  ri- 
vals that  of  the  Getty  or  the  Gulbenkian. 


As  owner,  Khalili  (new  this  year  to  the 
Forbes  billionaire  list)  enjoys  unique  stand- 
ing: He  is  the  only  billionaire  whose  for- 
tune derives  predominately  from  art. 

Technically  the  entire  collection  is  held 
by  a  trust,  set  up  by  Khalili's  late  father, 
which  funds  the  purchases  of  art  and  also 
invests  in  commercial  real  estate,  primarily 
European.  Khalili  himself,  however,  has  ef- 
fective control  over  what  artworks  are 
bought  and  sold. 

Born  into  a  Jewish  family  of  art  dealers 
in  Iran  (Achaemenid,  Parthian,  Sasanian 


COLLECTING 


God 

Is 
Great 


Londoners  spurned  his  collection 
of  Islamic  art.  Now  billionaire 
David  Khalili  is  giving  it  to  them 
again,  whether  they  want  it 

or  not  |  By  Matthew  Swibel 


and  Byzantine  antiques  were  his  clan's 
stock  in  trade),  Khalili  understood  the 
value  of  cultural  artifacts  from  age  10, 
when  he  traded  stamps  and  banknotes. 
When  he  turned  to  Persian  cast  metalwork 
and  Koranic  calligraphy  as  an  adult,  few 
Western  collectors  competed  in  this  field. 

Islamic  art  lacks  pictorials.  Nary  a 
nude  appears.  The  empires  and  cultures 
from  which  it  comes  rarely  appear  in 


history  schoolbooks  in  the  West.  Only 
recently  has  this  genre,  a  stepchild  of 
Egyptian  antiquities,  become  widely 
admired.  Last  year  the  Louvre  announced 
plans  for  a  $60  million  glass  expansion  to 
house  its  Islamic  collection,  currently  dis- 
played in  underground  corridors.  Earlier 
this  year  100  Islamic  objects  from  the 
Victoria  and  Albert  Museum  in  London 
made  a  maiden  voyage  to  the  National 
Gallery  in  Washington,  D.C.  for  a  tempo- 
rary exhibition.  And  the  V&A  is  building  a 
new  Islamic  gallery,  thanks  to  an  $8  mil- 
lion gift  from  former  Forbes  bil- 
lionaire Mohammed  Jameel  of 
Saudi  Arabia. 

Little  surprise,  then,  that  even  al- 
lowing for  rich  sultans  and  emirs 
from  the  Gulf  states,  Khalili  com- 
peted during  a  good  stretch  of  the 
1970s  and  1980s  on  a  field  with  a 
scarcity  of  players.  Prices,  reasonable 
when  he  started  in  the  1970s  in  New 
York,  were  brought  still  lower  by  the 
1979  Iranian  revolution  and  by  a 
mid-decade  depression  in  the  Turk- 
ish art  market.  Sipping  wine  today  at 
his  headquarters  in  London's  May- 
fair  (a  red-brick  Georgian  town 
house  with  stacks  of  paintings  still 
unwrapped  in  a  library)  Khalili  de- 
scribes what  once  had  been  his 
common  practice:  "I  used  to  buy  50 
pieces  for  $100,000.  Over  the  course 
of  the  following  year  I  would  keep 
the  five  best  and  sell  the  rest  for 
$500,000." 

Among  his  best  buys:  a  written 
history  of  the  world  by  Rashid  al- 
Din-from  the  14th  century,  commis- 
sioned by  a  Mongolian  khan.  Called  the 
Jami'  al-Tawarikh,  or  Compendium  of\ 
Chronicles,  it  was  his  for  $10  million  in  a 
1990  Sotheby's  auction.  The  medieval 
manuscript  could  go  for  double  that  price 
today,  says  Islamic  art  gallery  owner  Raffi 
Portakal  in  Istanbul. 

Then  there  are  the  300  Egyptian 
papyrus  documents  (accounts,  letters  and| 


legal  documents),  written  in  Ara- 
bic and  dating  from  the  8th  to  the 
early  1 2th  century.  Khalili  snatched 
these  papyri  early  in  the  1980s  from 
a  Kuwaiti  collector,  Jasim  al-Homaizi, 
who  had  bought  them  a  decade  ear- 
lier. Since  then  bids  for  similar  papyri 
have  risen  threefold,  says  Edward  Gibbs 
of  Sotheby's  in  London.  At  his  peak 
Khalili  bought  around  100  items  a  day. 
His  pace  has  now  slowed  to  at  most  an 
occasional  daily  dozen. 

Most  of  the  time  Khalili  keeps  a  low 
profile,  though  he  ventured  into  the  public 
spotlight  five  years  ago  when  he  brought  a 
successful  libel  suit  against  Associated 
Newspapers  in  London  after  the  newspaper 


Admirers  call  him 
prescient.  "He's  always  been  ahead — buy- 
ing things  that  are  out  of  fashion,  like 
postmedieval  Korans  and  Turkish  maps 
that  later  appear  exceptional,"  says  Gibbs 


pieces  paints  the  whole 
picture  of  a  culture.  It  doesn't." 

Khalili  trained  in  the  Shah's  military 
(he  never  entered  combat)  and  came  to 
New  York  in  1967  to  get  a  B.S.  in  computer 
science  from  Queens  College.  But  he  made 
his  first  millions  dealing  art  by  day — and 
spent  his  evenings  trolling  museums  and 
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chain  erroneously  accused  him  of  smug- 
gling an  antiquity  from  Iran. 

Such  accusations  have  arisen  in  part  be- 
cause of  the  secrecy  with  which  Khalili 
cloaks  his  buying.  He  has  purchased  thou- 
sands of  pieces  through  agents,  not  only  to 
conceal  the  fact  that  he  was  building  his 
own  collection  but  also  to  protect  himself 
from  price  gouging.  (Witness  the  way 
Sheikh  Saud  Al-Thani  of  Qatar  unwittingly 
drove  up  prices  for  Islamic  art  after  spend- 
ing $28  million  in  a  week  during  the  an- 
nual April  auctions  in  2004.) 


of  Sotheby's.  Detractors  think  Khalili's 
peculiar  passion  for  the  prosaic — coins, 
seals,  scientific  instruments,  manuscripts, 
to  name  a  few — has  hurt  his  reputation 
and  that  of  his  collection.  Such  quotidian 
items  lack  the  profound  value  of  relics  val- 
idated by  fine  American  and  European 
museums — masterpiece  Korans,  say,  or 
Persian  tapestries.  Khalili,  whose  fastidious 
5-foot-8  frame  belies  his  fervency,  defends 
his  breadth  of  taste  this  way:  "The  prob- 
lem is  a  lot  of  people  only  try  to  buy  objects 
of  quality,  thinking  only  having  master- 


galleries,  memorizing,  he  says,  500  labels  at 
a  time.  The  spoils  of  his  quest?  When,  for 
example,  he  spotted  something  offered  in  a 
gallery  as  19th-century  art,  he  would  know 
if  it  was  in  fact  from  the  Renaissance — and 
hence  far  more  valuable. 

He  received  pointers  on  buying  from 
Richard  Ettinghausen,  author  of  books  on 
Islamic  painting  and  a  consultant  who  put 
together  the  Metropolitan  Museum  of  Art's 
Islamic  galleries.  Well-known  Persian  deal- 
ers and  collectors  involved  Khalili  in  trades, 
including  Mehdi  Mahbouian,  known  as  a 
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personal  adviser  to  the  Shah.  The  late  Lilian 
Nassau,  an  art  dealer  who  traded  Russian 
ceramics  with  Khalili,  "was  like  a  second 
mother." 

He  got  turned  on  to  real  estate  after 
moving  to  London  in  1978  to  marry  his 
English  wife,  Marion,  though  he  continued 
to  deal  in  art  until  the  mid-1980s.  He  also 
picked  up  a  Ph.D.  in  Islamic  lacquerware 
from  the  University  of  London,  where  he 
now  underwrites  a  chair  in  Islamic  art. 

In  the  next  decade  Khalili  inked  office 
and  residential  deals  topping  $150  million 
in  England,  Scotland  and  abroad.  Public 
records  show  his  privately  held  property 
development  firm,  Favermead,  and  its 
seven  subsidiaries  listed  $31  million  in 
assets  for  2003,  but  Khalili's  reach  extends 
beyond  that  pile  of  assets.  He  sold  a  London 
mansion  near  the  late  Princess  Diana's 
Kensington  Palace  to  fellow  Forbes  billion- 
aire Bernie  Ecclestone  for  $90  million  in 
2001.  Not  everything  he  touches,  though, 
has  turned  golden:  Private  equity  invest- 
ments in  technology  made  through  a  fund 
that  counts  Ronald  Lauder  among  its  part- 
ners are  still  under  water. 

The  artwork  he  has  now — purchased 
over  35  years  for  around  half  a  billion 
dollars — he  vows  he  will  never  sell.  "As  a 
collector,  when  you  start  saying,  'I  bought 
it  for  $10,000 — what  will  it  be  [worth]  in 
five  years?'  you  go  wrong,"  says  Khalili. 


"With  a  collection,  don't  ever  buy  for 
investment.  Everything  I  have  collected  is 
going  through  the  roof,  probably  ten-  to 
twelvefold,  but  if  you  are  not  interested 
in  selling  any  of  the  art  it  doesn't  mean 
anything." 

Tell  that  to  the  Lloyd's  insurance 
consortium,  which  underwrites  Khalili's 
artwork  for,  we  are  told,  a  sum  exceeding 
1  billion  pounds  sterling.  That  translates  to 
less  than  $2  million  in  annual  premiums — 
a  figure  that  does  not  include  what  muse- 


ums and  institutions  pay  to  indemnify 
items  they  borrow  and  put  on  display. 

Judging  the  collection  accurately  is  dif- 
ficult, not  just  because  few  people  have 
seen  it  in  its  entirety  but  because  art  en- 
thusiasts and  auction  houses  often  base 
their  opinions  on  published  catalogs. 
Though  Khalili's  trust  has  spent  $7.5  mil- 
lion publishing  a  handsome  38-volume 
catalog  (edited  by  such  scholars  as  Julian 
Raby,  director  of  the  Smithsonian's  Freer 
and  Sackler  galleries  in  Washington,  D.C.), 
it  is  as  yet  incomplete  and  still  omits,  for 
example,  certain  metalwork  and  coins. 

Khalili,  who  carries  U.S.  and  British 
passports,  tells  FORBES  he's  very  close  to 
finishing  the  paperwork  to  purchase  a 
building  in  central  London,  which  he 
intends  to  transform  into  a  museum.  He 
expresses  his  ambition  in  halting  English: 
"There  is  going  to  be  a  museum  to  be  the 
house  for  the  collections,  and  through  that 
institution,  which,  please  God,  will  be  the 
Khalili  museum,  we  will  create  the  finest 
boutique  museum  in  the  world."  It  will 
come  with  a  $100  million  endowment  and 
will  open  its  doors,  he  says,  in  2010  or 
thereabouts.  "The  world  has  1.2  billion 
Muslims  representing  almost  25%  of  the 
countries  around  the  globe,"  Khalili  notes. 
"That  gives  you  an  indication  that  the  art 
and  culture  of  Islam  is  something  that 
needs  to  be  appreciated."  F 


Can't  We  All  Just  Get  Along? 

Nasser  David  Khalili  tries  to  build  bridges  between  Muslims  and  Jews.  In  2004  London's 
Hermitage  Rooms  at  Somerset  House  billed  a  provocative  show  of  his  Islamic  art 
"Heaven  on  Earth:  Art  from  Islamic  Lands."  His  charity,  the  Maimonides  Foundation, 
dropped  off  busloads  of  Jewish  and  Muslim  students  to  see  the  show  and  to  work 
together  on  a  related  art  project.  "I  have  always  maintained  that  religion  and  politics  have 
their  own  language,"  says  Khalili,  "but  the  language  of  art  is  universal." 

Last  year  his  foundation,  on  whose  advisory  board  sit  ambassadors  to  the  U.K.  from 
nine  Arab  states  and  Israel,  paid  an  Islamic  publishing  house  $20,000  to  translate  into 
Arabic  and  print  3,000  copies  of  a  children's  book— a  retelling  in  English  of  the  stories  of 
Joseph  and  Moses,  as  taken  from  the  Koran.  The  books,  distributed  to  Palestinian  chil- 
dren, are  meant  to  show  them  the  shared  heritage  of  Islam  and  Judaism. 

Then  there's  the  Maimonides  soccer  league  for  Muslim  and  Jewish  schoolchildren, 
ages  9-12,  hosted  by  the  popular  Arsenal  Football  Club  at  its  London  field.  Cheered  on  by 
Prince  Charles'  charitable  trust,  over  120  children  from  20  different  Jewish,  Muslim  and 
secular  schools,  synagogues,  mosques  and  faith-based  community  centers  have  peace- 
fully competed— without,  so  far,  any  brawling  from  their  parents  in  the  bleachers.  —M.S. 
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201  Ft.  Lurssen  built  Motor  Yacht  PHOENIX.  Launched  in  June  of  2004,  this  magnificent  six  deck  ship  is  still  under  full  warranty  from  the 
venerable  Lurssen  shipyard.  PHOENIX  features  superb  accommodation  for  twelve  guests  in  six  staterooms.  Elevator  access  to  all  six  decks, 
a  full  gymnasium,  a  helicopter  landing  deck,  an  entertainment  deck  lounge  with  11  Ft.  ceilings,  and  a  garage  that  houses  twin  custom 
tenders.  Please  contact  Moran  Yacht  &  Ship,  WORLDWIDE  CENTRAL  AGENTS  for  complete  information  and  a  magnificent  book  on  this  ship. 


KISMET  130  FT.  Feadship  Motor  Yacht.  One  of  the  finest  maintained 
Feadships  available.  Accommodations  for  ten  guests  in  five  cabins. 
Equipped  with  a  wide  array  of  water  toys  and  gourmet  galley.  Crew 
accommodations  for  eight.  Available  for  sale  as  the  owner  is  building 
a  larger  yacht  and  wants  an  immediate  sale.  CENTRAL  AGENTS. 


LADY  M  II  145  FT.  2002  Intermarine  Motor  Yacht.  This  beautiful 
Motor  Yacht  is  now  available  for  sale.  Luxurious  accommodations 
for  ten  guests  in  five  staterooms  of  classic  elegance.  Equipped  with 
all  the  charter  toys  including  wave  runner,  sunfish,  baby  grand 
piano  and  fishing  tender.  WORLDWIDE  CENTRAL  AGENTS. 


s 


Moranlldh! 


1300  S.E.  17th  St.,  Suite  204,  Ft.  Lauderdale,  FL  33316 
(954)  768-0707  •  Fax:  (954)  768-0057  •  info@moranyachts.com 

www.moranyachts.com 
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FLAMINGO  DAZE  2004  151  FT.  Hakvoort  Motor  Yacht  designed  fpr 
chartering  and  can  accommodate  ten  guests  in  five  cabins.  Spectacular 
Glade  Johnson  interior.  Toys  include  kayaks,  bicycles,  waverunners, 
wakeboards,  waterskis,  diving  equipment,  underwater  scooters, 
Segways  and  more  WORLDWIDE  CENTRAL  CHARTER  AGENTS. 


Introducing  the  first  "true  yacht  finished"  Expedition  Motor  Yacht  ever 
built,  NORTHERN  STAR.  Under  construction  by  Lurssen  Werft  in 
Germany,  NORTHERN  STAR  represents  208  Ft.  (63.5m)  of  the  finest 
European  craftsmanship.  Available  for  charter  "ANYWHERE  YOU 
DESIRE  IN  THE  WORLD."  WORLDWIDE  CENTRAL  CHARTER  AGENTS. 


The  2003  192  FT.  Lurssen  CAPRI  is  available  for  summer  and  fall 
charters  in  the  Mediterranean  and  winter  in  the  Caribbean.  Opulent 
guest  accommodations  for  twelve.  Main  deck  owners'  suite  features 
an  office.  CAPRI  is  equipped  with  a  gymnasium,  diving  equipment, 
water  sports  toys,  magnificent  observation  lounge  with  bar  and  very 
generous  outdoor  areas.  WORLDWIDE  CENTRAL  CHARTER  AGENTS. 

*  Not  offered  for  sale  or  charter  to  U.S.  residents  while  in  U.S.  waters. 


SECOND  CHANCE  105  Ft.  Hatteras— TRADE  IN.  Exquisite,  luxurious 
interior.  Sleeps  eight  guests  in  four  spacious  staterooms.  SECOND 
CHANCE  features  a  large  country  kitchen  with  dining  area,  state-of- 
the-art  entertainment  system  and  navigational  equipment.  A  great 
deal,  as  owner  is  eager  to  sell.  Maintained  by  experienced  captain 
and  crew.  WORLDWIDE  CENTRAL  AGENTS. 
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BANK  SAYS  'NO'?... 
WE  SAY 'YES!' 

We'll  pay  you  cash  for  your  company's  ongoing 
receivables  within  24  hours.  Approvals  by  phone. 
Personalized  service.  No  upfront  fees.  No 
collateral  required.  References  available.  Call 
today  to  CASH  $50,000  minimum  to  $2,500,000. 
It's  more  affordable  than  you  think. 

Mr.  Weil  (CEO)  800-499-6179 
(or  888-505-7332  for  recorded  information) 
www.4capitalsolutions.com 


Business  Opportunities 


American  Diagnostic  Centers 


Net  annual  income  of  $500,000 

Own  and  operate  a  Medical  Diagnostic 
Center  in  your  area.  Business 
Management  experience  is  a  must. 
$800,000  Cash  investment  required  .  Can 
reach  profitability  in  6  months. 

(866)  862-1222 
info@americandiagnosticcenters.com 
www.americandia  gnosticcenters.com 
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Newsletter 


NANOTECH  IS  HOT... 
BUT  DON'T  GET  BURNED! 

Nanotechnology  is  changing  the  world  and 
creating  the  investing  opportunity  of  a 
lifetime.  We  told  our  readers  to  buy  Flarnel 
(FLML)  at  $1.60  and  it  is  now  over 
$25. ..our  Nanosphere  Portfolio  is  up  over 
190%  since  March  2002  and  a  recent 
recommendation  popped  31.49%  in  one 
week.  Butbewareofthehype!  The 
Forbes/Wolfe  Nanotech  Report  separates 
the  true  leaders  from  the  overpriced. 
Subscribe  Risk-Free,  save  67.5%,  pay  just 
$195,  and  get  2  Free  Reports. 

Call  800-523-7967  or  go  to 
www.forbeswolfe.com/frb 
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Curtis  Hesler,  Editor  of  The  Professional 
Timing  Service,  recommended  Enerplus 
Resources  (ERF)  at  S17.  It's  now  $35,  and  still 
pays  a  10%  dividend.  He  now  believes  that  there 

are  (our  major  opportunities-crude  oil,  gold, 
stocks,  and  bonds-thai  will  make  and  break  mil- 
lionaires during  the  next  24  moittls.  Subscribe 
today  and  get  three  more  energy  stocks  set  to 
double  in  his  new  special  report  Oil:  Slam  Dunk 
Investing  for  Income  &  Capital  Sains. 
Call  toll  free  1-877-733-7876  or  go  to 
www.fcrtesnewslettersxoni/pts 


Charter  a  motor  yacht,  motor  sailer  or  sailing  yacht  (tor  6  to  50  guests, 
from  50'  to  200'  and  $700  to  S20.000  per  day  for  entire  yacht  with 
its  Rill  crew)  from  VALEF  YACHTS,  agents  for  the  largest  fleet 
ot  crewed  yachts  for  charter  in  Greece. 

IT  COSTS  NO  MORE  THAN  BEING  ON  A  CRUISE  SHIP 

BUT 

•  You  can  plan  your  own  itin'erary  with  your  own  captain 
•  Your  food  with  your  own  chef 
•  Your  drinks  w  ith  your  own  steward,  or  leave  it  up  to  them 
- '  to... pamper  you. 

-    VALEF  YACHTS  LTD 

International  Headquarters:  "25  i  Fir  Rd..  P.O.B.  385,  Ambler,  PA  19TO2  U.S.A. 
Tel:  (215)  641-1624  •  (215) 641-0423  •  (800)  223-3845  •  Fax:  (215)  641-1746 
E-mail:  info@ valefyachts.com  •  Website:  VALEFYACHTS com 
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Life  insurance  rates  have 
just  dropped  to  all-time  lows. 

Call  today  for  free  quotes.  Our  new  computer  system  will  compare 
the  rates  of  over  60  leading  companies,  reveal  best  buys  to  you. 


10-Year  Term  Life  Insurance 

Sample  Monthly  Premiums 

Age 

$1,000,000 

$2,500,000 

$5,000,000 

40 

$29 

$64 

$123 

45 

$46 

$107 

$210 

50 

$68 

$163 

$322 

55 

$106 

$258 

$505 

60 

$157 

$358 

$755 

65 

$257 

$573 

$1,140 

70 

$395 

$978 

$1,949 

Also  available:  15,  20,  25,  30  year  and  level-premium-for-life  plans 

0  Call  1-800-441-0072  right  now  for  free  quotes  &  advice 

0  Or  visit  www.lifequotes.com  for  instant  quotes 

0  NEW!  Also  quoting  auto,  health,  home  and  more... 

^  Call  right  now  for  free  quotes 

1-800-441-0072 

Ad  Code:  FORBS  3/05 

Life  Quotes,  Inc.  Since  1979 

NOTE  The  sample  Pennsylvania  female  rates  shown  above  are  not  specific  to  any  individual  person  or  insurer  Please  call  1-800-441-0072  or  visit  www  lifequotes.com 
to  obtain  life  insurance  quotes  specific  to  your  health  history  profile.  ©2005  Quotesmith.com,  Inc.,  8205  South  Cass  Avenue.  Suite  102,  Darien.  Illinois.  60561  and  Life 
Quotes,  Inc..  32045  Castle  Court.  Evergreen.  CO  80439  All  rights  reserved.  CA  agent  #0A13858.  LA  agent  #200696,  MA  agent  #333509159.  Quotesmith.com,  Inc. 
dba  lnsure.com  Insurance  Services  in  CA  under  agent  #0827712.  in  LA  under  agent  #205078  Quotesmith  com.  Inc.  dba  lnsure.com  Insurance  Services.  Inc.  in  UT 
under  agent  #90093  Quotesmith.com  dba  lnsure.com  and  Life  Quotes.lnc  in  CO 
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Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment 
and  88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of 
people  who  rent  our  ROM  for  30  days  wind  up  purchasing  it 
based  upon  the  health  benefits  experienced  during  that  tryout, 
and  the  ROM  performance  score  at  the  end  of  each  4  minute 
workout  that  tells  the  story 


of  health  and  fitness 
improvement.  At  under  20 
cents  per  use,  the  4  minute 
ROM  exercise  is  the  least 
expensive  full  body  complete 
exercise  a  person  can  do. 
How  do  we  know  that  it  is 
under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from 
10  to  over  100  years  old  and 


highly  trained  athletes  as  well.  The  ROM  adapts  its  resistance 
every  second  during  the  workout  to  exactly  match  the  user's 
ability  to  perform  work.  It  balances  blood  sugar,  and  repairs 
bad  backs  and  shoulders.  Too  good  to  be  true?  Get  our  free 
video  and  see  for  yourself.  The  best  proof  for  us  is  that  97% 
of  rentals  become  sales.  Please  visit  our  website  at: 
www.FastExercise.com.  


"ROM  is  the  best 
time  management 
tool  ever. " 


The  typical  ROM  purchaser  goes  through  several  stages: 

1.  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:  ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319  •  Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 
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Look  Closely.  You'll  Only  See  This  Once. 

You  probably  think  you've  seen  it  all.  But  now  there  is  something  that's  never  happened  before  and  will  never 
happen  again.  It's  Seven  Canyons  -  a  private  destination  club  that's  completely  surrounded  by  100,000  acres  of 
pristine  National  Forest  in  Sedona's  stunning  Red  Rock  Country.  You  can  make  this  extraordinary  club  a  valued 
part  of  your  life  by  acquiring  one  of  our  few  remaining  club  memberships  or  by  purchasing  a  shared 
ownership  in  a  luxurious  Villa.  You're  invited  to  discover  why  Seven  Canyons  will  become  a  sustaining  source 
of  pride  and  enrichment  for  you  and  your  family.  For  a  personal  appointment  please  contact  us  today. 

A  wonder  like  this  can  happen  only  once. 


928-203-2100  Toll-free:  866-367-8844  www.sevencanyons.com  email:  info@sevencanyons. corn 

All  proposed  amenities,  activities  and  other  features  are  based  on  current  plans  which  are  subject  to  change  without  notice.  Areas  and  types  of  developments  may 
change. ADRE  public  report  has  not  been  issued.  All  Villa  sales  are  conditional. Obtain  the  property  report  required  by  federal  and  Arizona  law  and  read  it  before 
signing  anything.  Void  where  prohibited  by  law. The  information  contained  in  this  ad  is  not  intended  to  be  an  offering  to  residents  in  any  jurisdiction  where  prior 
registration  is  required.  For  further  information  contact  Cavan  Realty,  Inc.  at  928-203-2100. 
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Advertisement 


GET 
YOUR 
SHARE... 


of  the  $150  BILLION  DOLLAR  BEAUTY  MARKET! 

America's  most  exciting  and  fastest  growing  beauty  product  franchise  is  coming 
to  a  city  near  you.  GLAMOUR  SECRETS  offers  an  unprecedented  opportunity 
for  a  franchisee  to  enter  the  explosively  fast  growing  beauty  product  industry 
in  a  very  high  margin,  profitable,  fun  business  with  incredible  growth  potential. 
Full  training,  merchandising,  advertising  and  operational  support. 
Glamour  Secrets  provides  a  very  unique  shopping  experience  in  award 
winning  designed  stores.  Build  some  serious  equity  for  your  future. 
Individual,  area  and  multiple  store  franchises  available  across  the  U.S. 

Contact  info  Dlllf 
Doug  Warren  1.866  71  3  7487  x  222doug@glamoursecrets.com  ^'j"l'wir 
www.glamoursecrets.com 


RARE  DALI  PRINTS 

//  you  own.  or  Olt  Considering  the  purchase 
i>l  a  Salvador  Dali  prim.... 

Our  exclusive  catalog  features  full-color 
pictures  of  more  than  500  signed  limited 
edition  Salvador  Dali  prints.  Each  print  is  fully 
documented  bv  Albert  Field,  curator  of  the 
Salvador  Dali  Archives,  and  guaranteed 
authentic.  The  catalog,  "Salvador  Dali:  A 
Retrospective  of  Master  Prints, '  is  a  must 
for  anyone  interested  in  works  signed  bv 
Dali.  Call  now  and  we  will  rush  you  a  free 
copy  of  "The  SalvadorDali  Collector's 
Newsletter".  (SI  5  per  issue) 


Salvador  Dali 


A  Retrospective 
of  Master  Prints 


l-(800)  275-3254 

ask  for  Dept.  FM 

hllp://ww»  daligallcrv  com  •  FAX  1 UMS4-20S0 
Brana  Fine  Art  .  3 1 103  Rancho  Viejo  Road  #2-193  •  San  Jaun  Capistrano.  CA  92675 


Capital  Available 


Land  Investment 


CEO  Clubs  Returning  to 

China 

www.ceoclubs.org 
212-925-7911 


Forbes 


Richard  Lehmann  is  Forbes'  secret  weapon 
on  bonds,  convertibles,  and  preferreds. 
His  high-yielding  model  portfolios  have 
beaten  stocks  for  the  last  5  years!  Let 
Lehmann  show  you  how  to  build  wealth 
safely  with  high-  yielding  fixed  income 
securities.  Subscribe  today  and  receive 

three  FREE  special  reports.  Call  toll  free 
1-877-733-7876  or  go  to 

www.forbesnewsletters.com/lehmann 


Investm 


Investors  Wanted 

Multi-Family  Trailer  Parks 
Southern  U.S. 
Fantastic  Return,  Steady  Income. 
Call:  631-374-7342 
631-219-5902 


ATTORNEYS  ACCOUNTANTS 
DEALMAKERS  Public  or  private 
funds  available  for  expansion  of 
projects  with  excellent  manage- 
ment and  growth  potential. 
ARBOC  INC.561-627-7110 


usiness  Services 


Secures  E  Mail  Program 

Send  and  receive  coded  E  Maifwith  a 
computer  program.  Prevents  unauthonzed 
persons  form  reading  your  mail. 
Send  for  free  information  on  this 

remarkable  program. 
A  free  trial  program  is  available. 

miltonloc@aol.com 


BACK  PAIN? 


There  is 
an  answer! 

Send  for  FREE  information 
on  NEW.  guaranteed 
seat  and  back  supports 
designed  by  a  leading 
back  pain  specialist 

Posture  Education 

609  Sleepy  Hollow  Road 
Briarcliff  Manor,  NY  10510 
www.postureeducation.com 


CALL  TOLL-FREE  1-800-392-0363 


Missouri  Land: 

Your  Best  Investment 
Low  Taxes-Great  Values-High  R.O, 

Call  For  Free  Catalog 
Missouri  Land  Brokers 
1  • 877-526-9058 
www.missouriland.com 


Forbes 


Forbes 


TjxFebelCollec^ 

Masterpiece  or  Fake?  Bargain  or  Ripoff? 
Let  The  Forbes  Collector  leach  you  the 
difference.  From  American  landscape 
painting  and  modern  photographs,  to  classic 

automobiles  and  baseball  memorabilia, 
The  Forbes  Collector  will  help  you  navigate 
the  collecting  markets  and  show  you  where 
the  hidden  gems  are.  Don't  miss  this  monthly 
nsider's  guide  Subscribe  today  and  get  3 

valuable  Free  Reports. 
Call  toll  free  1-877-733-7876  or  go  to 
www.forbes.com/collector 


Financial  Services 


TriistProfessionals.com 
Asset  Protection  for  Everyone 


International  Tax  and  Estate 
Planning 
Financial  Privacy 
IBC's,  Foundations,  other 
international  structures 

Call  800-745-2981  toll  free,  or  visit 
our  comprehensive  Web  site. 


To  plan  your  order,  to  renew 
change  your  address  o 
other  customer  service 
visit  our  site  at.... 
www.forbes.com/customerservici 
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INCREASING 
SALES  & 
EARNING  MORE 
MONEY 

...Is  True  Nirvana 


Unlimited  Sales  Leads  &  Mailing  Lists  with  Sales  Genie7 


Yes  -  Happiness  is 
earning  more  money. 

No  matter  whether  you  are  a  smail 
business  owner  or  a  sales  executive 
-  increasing  sales  and  making  more 
money  is  true  nirvana.  I  know  it.  I 
have  been  through  it. 

Now,  I  can  help  you  do  it! 

How?  First,  you  get  an  account.  Then, 
you  can  select  your  criteria,  sort, 
preview,  and  download  your  sales 
leads  and  mailing  labels  within 
seconds.  You  can  get  sales  leads  and 
mailing  lists  for  any  geographical 
area.  You  have  unlimited  access. 


Vm  Gupta,  Founder  &  CEO 


12  different  databases 
with  all  the  sales  leads  and 
mailing  lists  you  need! 

13  Million  U.S.  Businesses 

2.6  Million  Brand  New  Businesses 
1 1 .5  Million  Executives  &  Professionals 
600,000  Manufacturers 
218,000  Big  Businesses 
5  Million  Small  Business  Owners 
180  Million  Residents 
65  Million  Homeowners 
15  Million  New  Movers 
3.1  Million  New  Homeowners 

1.7  Million  Bankruptcies 
12.5  Million  Households  with  Children 


For  FREE  One-Day  Trial,  call  Rob  Martin  at 
866-313-0399  or  visit  us  at  SalesGenie.com 

*  Up  to  2  users 


A  Service  of  /ft/e>US^^ 


With  Sales  Genie  ",  you  will 

Sell  more.  Earn  more. 

5711  South  86th  Circle  •  P0  Box  27347  •  Omaha,  NE  68127 
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Bankers,  we  quickly  and  quietly 
buy  charged-off  loans  and 
deficiencies.  If  you  are  charged 
with  liquidating  these  assets  &  want 
to  close  fast,  contact  us. 
E  -  rick@petersongoldman.com 
P- 214-953-2250  x  1027 


Peterson,- Goldman  &  Villani,  Inc 
Dallas,  TX 


Mailing  Lists 


New  Homeowners, 
Rich  Americans, 
New  Movers 


Select  by:  Age,  Income.  Home  Value,  Occupation 

Call:  1-800-266-7704 

E-mail:  sandi@infoUSA.com 
www.infoUSA.com  02FOR 


Art  Wholesale 


We  Buy,  Sell  Fine  Art  &  Collections. 

Peter  Max.  Warhol,  Neiman,  Erte' ,  Agam, 
Dali,  Haring,  Lichtenstein,  Behrens, 
Britto,  Fairchild,  Fazzino,  Hofmann, 
Schvaiko,  Maimon,  Tarkay,  and  More  - 
Over  20,000  Artworks  in  Inventory. 
Gallery  Art. 

20633  Biscayne  Blvd.  Aventura,  Fla. 
(888)932-6166  www.Gallart.com 


ASSET  PROTECTION 


Domestic  &  Offshore  Strategies 
Companies,  Trusts,  Private  Banking 

•  Maximum  Privacy 
•Tax  Savings 

•  Estate  Planning 

•  Global  Investments 


^  Premium  Ergonomic 
Task  Seating 

■  T  Full  features,  mesh  hack 

Internet  special  -s399. " 
plus s30*  shipping 

www.e-chairusa.com 


theO-'chairUSA  866-474-8748 


Sales  Leads  &  Mailing  Lists 


14  Million  Businesses-Select  by  geography, 
sales  volume,  business  type,  contact  name, 
credit  rating  and  more. 

13  Million  Executives  &  Protessionals- 

Reach  the  right  decision  makers. 


Call:  1-800-264-4241 

www.infoUSA.com 


Hawaii  Vacation  Homes 


■y  Maui  &  Hawaii  ^ 

(£)  Private  Luxury  '(Jj 
j)  Vacation  Homes  ^ 

\}  Beachfront  Estates  &  Villas  J' 
"www.TropicalVillaVacations.com 
888-875.2818  ext  202,  206,  205 


Nevine  Carmelle  E.A.,  M.S.T. 
1-800-621-2920 


China  Tours 


H|  Access  China  Tours 

Superior  Deluxe  Packages 
20  Itineraries  From  9  To  22  Days 

Private  &  Business  Trips 


1-800-788-1399 
www.AccessChinaTours.com 


Capital  Available 


Working  Capital 

P.O./  Trade  Finance/ 
Letters  of  Credit 
Domestic  and  International 
Accounts  Receivable  Factoring 
Capstone  Business  Credit,  LLC 


212-755-3636 
212-755-6833  (Fax) 
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Business  Opportuniti 


Own  A 
Private  Banl 

800-733-219! 


Oil  &  Gas  Wells  for  Sa 

100%  W.I.  In  3  wells.  Net  appro » 
$9,000°°  per/mo.  Upside  potentia 
$450,000.  We  have  over  100 
Oil  &  Gas  properties  for  sale. 
Incomes  from  $2,000  per/mo. 
To  1  million  per/mo. 
Call  806-548-0760  or  c; 
1-800-880-7202 


OFFSHORl 


♦Companies  fot»w>e  ** 

♦Banking  coflv^ 

♦Credit  Cards  r>  via 

♦Privacy  )C?Pltai  As* 

-  Managemei 

(800)  710-0002     Fre*  Brochure 
Visa/MC/Amex  www.asse(protectlon.c 


48HourAwards.com  I 

Offering  the  finest  Corporate  Awari 
personalized  and  shipped  in  48  how 
www.  48  Hour  Award  s .  corn 

760  West  16th  St.,  Building  D,  Costa  Mesa,  CA 

1-800-559-3686 

Please  see  our  web  site  for  further  informant 


Business  Opportunities 


Watches 


Guess  What  Every 
Traveler  Must  Carry! 

Now  for  the  first  time  "Bottom  Floor 
Opportunities  are  open  in  a  'Billion 
Dollar  AYear"  industry.  Call.  onl>  if 
you  can  comfortably  invest  $  1 4,900 
and  are  egar  to  earn  a  mid  six  figure 
annual  income." 

Call:  888-369-1646 


NATIONAL  WATCH  &  DIAMOND 
■  BUY  •  SELL  •  TRADE 


OVER  300  PRE-OWNED 

ROLEX  IN  STOCK 
also  Cartier.  Breitling  &  Tag 
Largest  Selection  of 
Certified  Diamonds 

1-800-8-WATCHES 

Visit  Our  Web  Site:  nationalwatch.com 

Bth  S  Chestnut  Streets,  Phila  ,  PA  nwo  a  bin  pmb 


,  Timeshare 


TIMESHARES 


.  BEST  RESORTS, 
PRICES  &  WEEKS 

,  GREAT  RCI  &  II 
EXCHANGES 

•  FREE  CATALOG 


CALL  800-640-7639 
HOLIDAYGROUP.com 


save  up  to... 

70* 

off  retail! 


Credit  Report 


Unlimited  Business  Credit  Report 
On  14  Million  U.S.  Businesse 


Only  S75  per  Month*! 
Call  888-797-0831 

CREDIT.net 

a  division  of  infoUSA 
'  Online  access,  per  jser.  1 7FT2 


Fbrbes 


The  Forbes  Stock  Market  Course 


The  Forbes  Stock  Market  Course 

is  an  easy-to-read  common 
'sense  guide  to  building  wealth.  It  is 
a  perfect  holiday  gift  for  family  and 
friends... for  anyone  who  is  interested 
in  investing.  The  newest  edition  gives 
you  a  better  understanding  of  every- 
thing from  Financial  Statements  to 
Fundamental  and  Technical  Analysis  - 
Stocks  and  Bonds  to  Futures  and 
Options  -  Mutual  Funds  to  Hedge 
Funds.  As  a  reader  of  Forbes  Magazine 
you  are  invited  to  take  advantage  of  a 
special  holiday  price  of  just  $99.95 
(save  $50  off  the  regular  $149.95  price.) 

Go  to  www.forbe5inc.com/smc2  and  place  your 
order  now  or  call  1-800-429-0106 
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Media  Ontions 


1-800-442-6441 

mediopt@ao..co 


Following  on  the  Success  of  Leaders  in 
London  and  Leaders  in  Dubai,  II R  Presents. 


une  13-14, 
2005 

The  Theatre 
Madison 
Square  Garden 


Register  Call:  888  670  8200 
Web:  wvyw.leadingmindsny.com 


Organized  by: 


INSTITUTE  FOR 
INTERNATIONAL  RESEARCH 


Media  Sponsor: 


Forbes 


ing 


Minds 


2005 


A  Forum  on 
Strategic  Leadership 

2  days  of  Innovative  Insight  from 
the  World's  Most  Provocative  Minds 

Rudy  Giuliani 
Barbara  Walters 
Lou  derstner 
Malcolm  Cladwell 
Seth  Codin 
Donald  Trump 
Mark  Burnett 
Tom  Peters 
Robert  Redford 
David  Neeleman 

Moderated  by 
Charlie  Rose 

Also  Presenting: 
Brad  Anderson, 

CEO  and  Vice  Chairman,  Best  Buy  Co.,  Inc. 
Beth  Comstock, 

CMO,  General  Electric  Company 

John  M.  Kelley, 

COO,  Xerox  Global  Services 

Cregg  Zank 

CTO  and  Executive  Director  of  Science  and 
Technology,  Dow  Corning  Corporation 


Sponsor: 


leadingmindsny.com/forbes 

Free  Articles,  downloads  and  White  Papers  are  available  on  the  Leading  Minds  2005  Resource 
Bank.  Please  visit  www.leadingmindsny.com.  Your  priority  code  is  FBS1104. 


REGISTER  BEFORE  MARCH  10  AND  SAVE  $300.00 


THOUGHTS 

On  the  Business  of  Life 


wo  years  ago,  at  New  Jersey's  Rahway  State  Prison,  some  lifers  sold  authorities  on  a  program  of  a  day's 
indoctrination  for  13-to- 16-year-old  delinquents  who  were  not  yet  in  prison  but  had  records  that 
JLm     indicated  that's  where  they  would  wind  up.  New  York's  WPIX-TV  documented  one  such  day.  Other 
states  should  get  this  type  of  prison  program  under  way;  other  TV  stations,  by  showing  documentaries  like  WPIX's, 
would  offset  the  gory  glamour  that  so  many  programs  seem  to  give  to  crime  and  criminals.  Only  by  showing 
what  a  living  death  prisons  are  can  prisons  serve  their  crime-prevention  role.  — MALCOLM  S.  FORBES  (1978) 


Organized  crime  in  America  takes 
in  over  $40  billion  a  year  and  spends 
very  little  on  office  supplies. 

—WOODY  ALLEN 


Like  art  and  politics,  gangsterism  is  a 
very  important  avenue  of  assimilation 
into  society. 

— E.L.  DOCTOROW 


My  rackets  are  run  on  strictly  American 
lines  and  they're  going  to  stay  that  way. 

— AL  CAPONE 


It  is  a  rather  pleasant  experience 
to  be  alone  in  a  bank  at  night. 

— WILLIE  SUTTOJ 


The  world  of  crime  is  a  last  refuge  of  the 
authentic,  uncorrupted,  spontaneous  event 
—DANIEL  BOORSTir 


After  all,  crime  is  only  a  left-handed  form 
of  human  endeavor. 

—JOHN  HUSTOf 


Getting  caught  is  the  mother  of  invention. 

—ROBERT  BYRNE 


J  am  all  for  bringing  back  the  birch 
but  only  between  consenting  adults. 

—GORE  VIDAL 


Obviously  crime  pays,  or  there 'd  be 
no  crime. 

— G.  GORDON  LIDD1 


The  truth  of  the  matter  is  that  muggers 
are  very  interesting  people. 

—MICHAEL  WINNER 


/  ran  the  wrong  kind  of  business, 
but  I  did  it  with  integrity. 

—SYDNEY  BIDDLE  BARROWS 


/  believe  that  people  would  be  alive  today 
if  there  were  a  death  penalty. 

—NANCY  REAGA> 


Behind  every  great  fortune  there  is  a  crime. 

—BALZAC 


What  is  robbing  a  bank  compared 
with  founding  a  bank? 

— BERTOLT  BRECHT 


//  crime  fighters  fight  crime  and 
firefighters  fight  fire,  what  do 
freedom  fighters  fight? 

—GEORGE  CARLIN 


I  wouldn't  be  in  a  legitimate  business 
for  all  the  money  in  the  world. 

— GENNARO  ANGUILO 


A  Text... 

Behold,  the  day  of  the  Lord 
cometh,  and  thy  spoil  shall  be 
divided  in  the  midst  of  thee. 

— ZECHARIAH  14:1 

Sent  in  by  George  Taylor,  Sweet  Home,  Ore. 
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www.johnstonmurphy.com  800.445.8218 
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See  how  affordable  a  million  dollars  of  life  insurance  can  be. 


monthly  premiums  for  10  year  term  life  insurance 

Age         $500,000  $1,000,000  $2,000,000 

45  $33  $56   $107 

50  $47  $88  $172 

55  Q$81  $148   $292 

60  $-131  $248  $490 

PREFERRED  BEST  NON-TOBACCO  RATES* 


Call  for  a  free,  no  obligation  quote 

1-800-955-9211 

www.TermProvider.com 

lermProvider 


"flwit:  Best  Caropany  rating.  A+  (superior).  Undervyritten  and  issued  by  West  Coast  Life  Insurance  Company.  San  Francisco.  CA.  Policy  form  001 1 392FL  is  term  life  insurance  to  age  95  with  rates  guaranteed  for 
l  O,^e^s^onktaaa,fccb  use  of  any  kind  within  the  last  60  mdnths.  Rates  shown  include  a  S50  policy  fee.  Suicide  limitations  apply.  Available  in  most  states.  Eor  Florida  residents,  the  soliciting  agent  is  Gary  Paulzak, 
^terfiSProvider,  in£L  of  Fort  Walton  Beach.  FL.  All  quotes  are  subject  to  underwriting,  LM031 1-0600, 


TAGHeuer 

WHAT  ARE  YOU  MADE  OF  ? 


onnoisseur's  Vodka. 


Jean-Marc  XO 

Hand  Crafted  in 
Small  Batches 


I 


Features 


"I  think  it  has  to  do 
with  horsepower, 
horses,  the  female 
passion  for  things 
equestrian.  Men  may 
feel  conflicting 
emotions,  a  mix  of 
admiration  and  envy, 
but  women. ..women 
just  melt."  page  so 


70   Hotel  California 

An  oasis  of  cool  tones  and  pale  colors  for  spring, 
by  Mark  Grischke.  Photographs  by  Michael  Stratton 

80  Napoleon  Schlepped  Here 

Our  Napoleonic  correspondent  puts  the  gas  in  gastrotourism, 
with  a  Bonaparte-inspired  motor  tour  of  southern  France. 
The  little  emperor  never  ate  so  well, 
by  George  Semler 

88   Buy  the  Seat  of  Our  Pants 

A  young  ad  man  channels  James  Dean,  and  scores  the  biggest 
number  in  the  denim  business, 
by  Mike  Salisbury 

92  Jean  Genie 

How  to  dress  up  the  perfect  pair  of  jeans,  one  leg  at  a  time. 
Photographs  by  Michael  Stratton 


COVEF  Megan  McKenzie  (IMG  Models),  and  Michael  Walton  (Wilhelmina),  photographed 
by  Michael  Stratton  at  the  Parker  Palm  Springs  hotel  in  Palm  Springs,  CA.  Her  jacket,  $1,350, 
shorts,  $595,  belt,  $125,  and  shoes,  $320,  by  Michael  Kors,  at  Michael  Kors,  New  York 
and  Beverly  Hills;  jacket  and  shorts  also  at  Bergdort  Goodman,  New  York,  and  Andrisen- Morton, 
Denver.  Cashmere-and-linen  top,  $990,  by  Lucien  Pellat-Finet,  at  Lucien  Pellat-Finet,  New 
York,  (212)  255-8560,  www.lucienpellat-finet.com.  Vintage  earrings,  $295,  at  JewelFever, 
www.jewelfever.com.  His  linen  sport  coat,  $995,  linen  shirt,  $225,  and  jeans,  $225, 
by  Michael  Kors,  at  Michael  Kors,  New  York  and  Beverly  Hills;  shirt  also  at  select  Barneys 
New  York  stores;  yeans  also  at  Camouflage,  New  York.  Belt,  $125,  by  Martin  Dingman, 
at  Taylor  Richards  &  Conger,  Charlotte,  NC,  and  Stanley  Korshak,  Dallas.  Sandals,  $300,  by 
A.  Testoni,  at  A.  Testoni,  New  York,  (212)  223-0909.  Hair  by  Roberto  DiCuia  for  Art  Partners 
Makeup  by  Terri  Apanasewicz  for  www.cloutieragency.com.  Styled  by  Mark  Grischke. 
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16   EDITOR'S  LETTER  |  Ringing  in  our  15th. 

18   THE  FYEYE  |  Urban  cruiser  bikes, 
avian  mansions,  designer  Frisbees, 
cool  threads  for  kiddies,  an  old-schooi 
gem  man  and  the  end  of  packing: 
all  the  best,  all  for  you. 

33   TRAVEL  |  Where  have  we  been  lately? 
Edited  by  Richard  Nalley 

96   MIXED  MEDIA  |  Chameleonic  fashion 
shots,  a  Wagner  primer,  angling  for 
largemouth  bass,  a  Michael  Mann 
classic,  your  own  private  Normandy 
invasion  and  the  book  on  pizza. 
Edited  by  Thomas  Jackson 

104    THE  BACK  PAGE  |  The  grand  dame  of 
health  spas,  Deborah  Szekely,  dishes  on 
the  early  days  of  fitness,  Aldous 
Huxley's  charm  and  CEO  volleyball. 


Departments 


Golf 

Don't  enter  the  World  Long  Drive  Championship  if  you 
can't  go  the  distance, 
by  Todd  Pitock 


47  Quintessentials 

The  Sperry  Top-Sider:  A  preppy  classic's  ship  comes  in. 
by  Mark  Grischke 

49  Wheels 

Volvo  powers  up  the  XC90.  Vespa's  PX  turns  back  the  clock, 
by  Bill  Baker 


Electronics 

Asia's  tricked-out  cell  phones  give  us  gadget  envy, 
by  Thomas  Jackson 


55  Real  Escapes 

Lord  of  the  castle,  without  the  hassle.  Former  AOL  chief  Steve 
Case  makes  enjoying  a  vacation  home  easy, 
by  Margaret  Shakespeare 

57  Wine  &  Spirits 

Three  cheers  for  Pinot  Gris,  our  favorite  underdog  white, 
by  Richard  Nalley 

61  Collecting 

At  a  recent  Christie's  auction,  vintage  guitars  play  for  their  worfj 
by  Lorraine  Cademartori 

65  Sports 

Michael  Jordan's  motorcycle  racing  team  roars  off  to  a  fast  start- 
But  is  money  enough  to  keep  him  going? 
by  Brian  Alexander 

69  Spas 

The  latest  treatments  offer  food  for  thought, 
by  Lorraine  Cademartori 
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From  the  Editor's  Desk 


Sweet  Fifteen 


s 

6 


Forbes  FYI  will  turn  (drumroll,  please)  15  this  fall  (applause,  cheers,  souiui  \ 
firing  tear  gas). 

The  Powers  That  Be  at  Forbes  thought  long  and  hard  about  how  to  ma 
historic  occasion.  There  were  those  who  said,  "Double  the  staff's  salaries 
each  their  own  private  jet  and  a  magnum  of  Petrus  '61!"  And  those  wh^ 
"You've  got  to  be  kidding."  Sadlv,  these  latter  voices  won  the  day.  In  the 
compromise  was  worked  out,  negotiated  at  the  very  highest  levels:  FYI' 
increase  its  frequency'  from  four  times  a  year  to  bimonthly. 

This  came  as  a  shock  to  the  staff.  For  years,  they  only  had  been  expected 
port  on  The  Good  Life  four  times  a  year:  the  best  wines,  best  hotels,  resta 
charter  yachts,  private  planes,  humidors,  fashion,  jewelry,  cars,  golf  course?, 
grueling  work.  Now  they  would  have  to  cover  this  thorny  waterfront  six  times 

Once  the  initial  shock  wore  off,  it  dawned  on  the  staff  that  things  could  I 
quite  a  bit  worse.  Sleeves  (French  cuffs,  with  Bulgari  cuff  links)  were  rolled : 
in  thev  plunged. 

The  astute  reader  will  correcdv  judge  trom  the  above  drivel — -and  ince;; 
14  years  of  reading  FYI — that  our  approach  to  The  Good  Life  is  not  to  t 
selves  too  seriouslv,  but  to  take  the  joy  and  zest  and  fun  of  life  very  serious^ 
like  to  think — in  fact,  we  insist — that  this  attitude  at  Forbes  FYI  is  what 
guishes  us  from  other  "lifestyle"  magazines. 

I  believe — again,  insist — that  we  have  the  finest  staff  in  town,  each  on 
titled  Ph.D.  in  Good  Life  Studies.  We  also  have  the  finest  advertising  sal^ 
in  town,  starting  with  our  publisher,  Jack  Laschever,  who  overcame  the  hi 
of  a  Harvard  education  to  rise  to  the  top  of  his  field.  He  is  ably  assisted  I 
ciate  publisher  Moira  Forbes,  to  whom  I  will  surelv  somedav  be  reponir 
enough  about  them. 

Enjoy  the  issue.  We've  got  lots  more  where  this  came  from.* 


Cu 
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The Sun 
Also  Charges 

FOR  THOSE  WHO  MUST  BE  PREPARED  FOR 
everything,  there  is  the  iSun  Sport 
portable  solar  charger.  Wherever  the  sun 
is  shining,  this  pocket-sized  gadget  can 
generate  enough  power  to  run  a  cell 
phone,  a  small  radio,  an  MP3  player  or  a 
digital  camera.  Link  two  or  more  units 
together,  and  you'll  have  enough  juice  for 
your  laptop.  $60.  www.icpsolar.com. 


•      FAUNING  ON  FLORA 

MARK  HELD,  LA'S  MOST  SOUGHT-AFTER  FLORIST,  HAS  ALWAYS 
shown  an  admirably  democratic  streak.  He  provides  elegant 
and  unique  floral  decor  to  L.A.'s  most  exclusive  events  (including  the 
Academy  Awards  Governors  Ball  for  12  years  running),  and  yet 
anyone  can  drive  up  to  his  Mark's  Garden  storefront  on  Ventura 
Boulevard  and  pick  up  a  distinctive  bouquet  of  rust-colored  calla  lilies, 
earth-tone  cymbidium  orchids  or  lush  red  roses.  Now,  thanks  to 
the  newly  launched  website,  your  cousin  in  Topeka  can  get  one  of 
Held's  ahead-of-the-curve  arrangements  delivered  to  his  front  door. 
Rust  calla  lily  bouquet,  $85.  (800)  416-8761,  www.marksflowers.com. 
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Burning 
Desire 


THE  NEWEST  OFFERING  FROM  GENERAL  CIGAR  IS  A  SMOKIN' 
torpedo  called  "Diablo."  It  comes  in  a  dramatic  black  and  red 
embossed  box  of  25.  Each  cigar  band  depicts  an  habanero 
pepper,  which  the  savvy  smoker  should  interpret  as  a  warning 
label.  The  Diablo  is  one  red-hot  heater:  dark  tobacco  wrapped  in  a 
deep  Ecuadoran  wrapper.  It  has  a  nutty  aroma  and  a  fulsome 
flavor  that  will  stand  up  to  the  bullying  of  a  big  after-dinner  Cognac. 
For  such  a  power  hitter,  the  Diablo  draws  well  and  burns  quite  evenly, 
and  even  mellows  a  bit  as  it  smokes  down.  Indeed,  one  would 
make  a  fine  companion  on  a  round  of  golf.  If  nothing  else,  it 
will  keep  the  bugs  away.  Diablo  Gran  Fuegos,  $150  for  a  box  of  25. 
(800)  526-4635,  www.cigarworld.com. 


DECLINE  BY  DESIGN] 

URPRISINGLY  STURDY  TIPPING  POINT  CHAIR  BY  PETER  MANN  WEDS  THE 
>rt  of  a  recliner  to  a  minimalist  aesthetic.  The  stainless-steel  frame 
rocks  back  to  a  hammocklike  position  but  won't  topple  over.  In  white, 
or  brown  leather  (shown),  $2,980,  and  in  white,  tan  or  black  outdoor 
,  $2,800.  Modernlink,  New  York,  (212)  254-1300;  Racova-Brecker, 
Beach,  Ft,  (954)  924-9878;  and  www.mannpeter.com. 
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Toffee 
Break 


ix  together  sweet  cream 
butter  with  cane  sugar  and 
almonds.  Boil  in  copper 
kettles.  Pour  onto  water- 
cooled  tables,  add  layer  of 
chocolate  and  another  layer  of 
almonds.  Allow  to  cool.  Break  into 
large  pieces  and  ship  to  locations 
across  the  U.S.  in  one-,  two-, 
three-  and  five-pound  boxes  of  dark 
chocolate  or  milk  chocolate. 
From  $16  to  $70  per  box.  Enstrom's 
Toffees,  Grand  Junction,  CO; 
(800)  367-8766,  www.enstrom.com. 


[ 


RETHINKING  AN  OLD  POSITIO 


YOU'LL  CUT  AN  IMPRESSIVE  FIGURE  THIS  YEAR  ON  THE  TOWNIE,  A  CRUISER 
bicycle  with  a  chopper  feel  that  doesn't  leave  your  lumbar  vertebrae  begging  for 
relief.  The  pedals  are  slightly  forward  of  center,  and  the  seat  sits  back  and  low 
enabling  fuller  leg  extension  and  therefore  less  stress  on  the  knees.  The  handlel 
are  raised  not  quite  to  recumbent  height,  so  you  don't  look  as  if  you're  sufferin 
through  physical  therapy.  Townies  come  in  men's  and  women's  styles  and 
can  be  customized  with  an  array  of  fenders,  saddlebags,  seats,  grips  and  racks 
From  $300  to  $700.  (760)  607-2453,  www.electrabike.com. 


SHISEIDO  MORE 


THIS  MONTH,  SHISEIDO  DEBUTS  A  SKIN-CARE  SYSTEM 
with  a  range  of  cleansers  and  moisturizers  for  men  with 
little  time  and  no  patience.  Step  1:  Wash  face.  Step  2: 
Moisturize  face.  It  couldn't  be  any  easier.  Cleansing 
Foam,  $20,  Total  Revitalizer, 
$60,  and  Hydrating  Lotion,  $29,  i 
by  Shiseido  Men,  at  Barneys 
New  York  and  all  Nordstrom 
stores,  (800)  723-2889. 
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FYEye 


SMART  KIDS] 

vlBINING  TRADITIONAL  STYLING  WITH  CASHMERE,  COTTON  AND  SILK  DOESN'T 
m  like  such  a  reach,  unless  you're  talking  about  kids'  clothes.  But 
)y  CZ  threads  together  style  and  comfort  in  a  soothing  palette 
/ory,  pink,  pale  blue,  navy  and  red  in  sweaters,  bloomers, 
ties,  hats  and  blankets  for  toddlers 
very  little  ones.  Wide-striped 
>.ater,  $92,  and  striped 
yon  shorts,  $66. 
w.  babycz.com. 


Your 

Better 

Half 


WHEN  YOU'RE  APART  FROM 
your  beloved  and  a  simple 
picture  isn't  enough  to  remind 
you  of  her  pretty  shape,  consider 
commissioning  a  "half-model" 
by  craftsman  Andrew  Burton. 
Burton's  Trident  Studio  will 
create  an  accurate  model  from 
your  boat's  lines  drawings, 
perfectly  matched  in  colors, 
underbody  and  custom  graphics, 
and  mounted  on  varnished, 
black-edged  cherry,  with 
an  engraved  brass  nameplate. 
If  you  don't  own  a  boat, 
no  worries:  Burton  has  crafted 
half-models  of  many  dream 
boats — both  power  and  sail — 
including  the  America's  Cup 
challenger  Endeavour  (shown 
here).  Prices  range  from 
$400  to  $1,000.  Trident  Studios 
also  makes  remote-controlled 
model  boats  that  really  sail 
($900,  kits  $450).  Call  (401) 
846-9505,  or  view  the  collection 
at  www.tridentstudio.com. 
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TEAM 
FASHIONl 


WE'VE  SOMETIMES  WONDERED  IF  FASHION  DESIGNERS  LIKE  PLAYING  GAMES  WITH 
us,  and  now  we're  sure:  This  spring,  luxury  logos  adorn  everything  from  boomerangs  to 
Frisbees.  Of  course,  Bottega  Veneta's  snappy  trainers  are  logo-free — but  that  bold  color 
combination  still  guarantees  them  a  spot  in  the  2005  season.  Leather  sneakers,  $470, 
by  Bottega  Veneta,  (877)  362-1715;  boomerang,  $225,  by  Chanel,  (800)  550-0005; 
Frisbee,  $30,  by  Y-3,  at  Jeffrey,  New  York;  Alpha,  Los  Angeles;  Standard,  Atlanta;  and 
www.adidas.com/y-3;  rugby  ball,  $45,  by  BOSS  Hugo  Boss,  (800)  HUGO-BOSS. 


PVT.  I  BR  FAB. 
PENT,  HWF,  VU 

THINK  YOU'RE  READY  FOR  SPRI 
How  about  all  those  warblers 
and  tweeters  out  in  the  backya 
All  winter  long  they've  been 
shivering  just  outside  your 
window,  hoping  for  maybe  a 
freeze-dried  worm  or  two.  Now 
time  to  show  them  you  care  (an 
not  incidentally,  dress  up  your 
yard  for  the  outdoor  season). 
Heartwood  Premium  Bird  Hous< 
builds  stylish,  eco-minded  aviai 
domiciles,  mostly  from  super- 
durable,  select-grade  Mississipp 
deep  swamp  cypress  (repeat 
this  mantra:  no  knots,  no  crack 
no  sapwood).  Except,  that  is, 
when  Heartwood  steps  up  to 
something  like  the  Bentley  mod 
shown  here.  This  beauty  is 
constructed  from  solid  mahogar 
with  a  polished  copper  roof, 
and  is  a  wonder  of  practicality, 
with  drainage,  ventilation  and 
removable  roof  for  cleaning.  Th, 
Bentley  is  $150  at  www.abirds 
home.com/heartwood.  html. 
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THE  JOY  OF  COOKING 


DOES  GUERLAIN  EMPLOY  MASTER 
perfumers  or  master  chefs?  Its 
latest  creation,  L'lnstant  de  Guerlain 
Pour  Homme,  has  layers  of  exotic 
ingredients:  aniseed,  pepper,  Lapsang 
tea  and  bitter  cocoa,  to  name  a 
few.  The  real  art,  of  course,  lies  in 
producing  a  sum  greater  than  its 
parts — which  in  this  case  means  no 
mere  grocery  list,  but  a  very  sexy 
fragrance.  L'lnstant  de  Guerlain  Pour 
Homme,  $49/2.5  oz.,  at  Bergdorf 
Goodman,  New  York,  and  select 
Saks  Fifth  Avenue,  Bloomingdale's, 
Lord  &  Taylor,  Neiman  Marcus 
and  Marshall  Field's  stores. 


•••Back  in  the  Saddle 

THE  CREATOR  OF  COWBOYS  &  IMAGES.  WILLIAM  MATTHEWS  WINS  THE  WEST  OVER 
yet  again  with  a  new  exhibit,  Open  Space,  at  his  eponymous  gallery  in  Denver  from 
March  18  to  April  16.  Shown  here:  "The  Red  House  Team"  (limited-edition  print);  21"  x  28" 
$850.  www.  williammatthewsgallery.com. 


MR.  gut; 

hits  rit; 


WHAT  DO  ROYALTY  IN  MONAC 

and  certain  hotel  guests  i 
New  York  have  in  commor 
They  both  call  on  the  serv 
of  Lawrence  Lewis.  His  da 
job  may  be  managing  the 
New  York  store  of  Monte 
Carlo  jeweler  Repossi,  but 
alter  ego  is  serving  as  the 
touted  "world's  only  Hote 
Gemologist"  for  the  Ritz- 
Carlton  New  York,  Central 
Park.  His  goal  is  to  person 
guide  guests  through  the 
often  overwhelming  world 
jewelry  and  be  a  liaison  to 
extensive  contacts  at  Cart 
Harry  Winston  and  Tiffany 
among  others.  Should  a  gi 
require  bling  for  a  ball,  ca 
for  cocktails  or  a  big  rock 
just  because,  it's  good  to 
know  Lewis  is  on  call.  And 
unlike  this  Repossi  36.5 
Burmese  ruby  and  diamon 
ring  ($116,700),  shown  ab 
Lewis'  service  is  free  with 
your  room.  Ritz-Carlton  Ne 
York,  Central  Park;  (212) 
9100,  www.ritzcarlton.com 
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Pulling  for  Good  Health 

WHEN  PLANNING  OUT  YOUR  HOME  GYM,  TAKE  A  SECOND  LOOK  AT  THE  HUMBLE  ROWING  MACHINE.  WHILE 
treadmills  and  stair-climbers  mainly  work  out  your  legs  and  sweat  glands,  rowing  also  tones  your  arms,  back  and 
abdomen.  The  handsome  Concept2  Indoor  Rower  Model  D  is  the  smoothest,  quietest  ride  we've  tried  by  far,  providing 
maximum  calorie  burn  with  minimum  impact  on  your  joints.  It  stows  easily  in  a  closet,  but  why  not  show  it  off? 
After  all,  you're  using  the  same  machine  as  the  U.S.  Olympic  rowing  team.  $850.  (800)  245-5676,  www.concept2.com. 


[clothes 
[to  go 


Wouldn't  it  be  nice  not  to  have  to  worry  about  packing 
ever?  Frequent  travelers  to  New  York  may  want  to 
check  out  Garde  Robe,  a  service  that  stores,  cleans 
and  repairs  clothing  and  transports  it  to  your  New 
York  residence  of  choice.  To  initiate  the  service, 
a  Garde  Robe  rep  picks  up  the  items  and  takes  them  to  Gardt 
Robe's  HQ,  a  climate-controlled  storage  loft.  Everything  is 
photographed  and  cataloged  on  a  "cybercloset,"  which  custome 
can  access  24/7  to  select  the  date,  location  and  time  of 
their  next  Big  Apple  arrival  and  the  clothing  they  want  waiting 
for  them.  The  company  will  also  ship  stored  items  worldwide. 
Rates  start  at  $225  a  month,  www.garderobeonline.com. 
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Someday,  when  your  grandchildren  ask  you  what  you  did  in  life,  wouldn't  it  be  nice  to  say, 
"Well,  1  saw  the  world  from  the  cockpit  of  a  MiG-25!'  You'll  endure  the  rigors  of  cosmonaut 
training  and  see  the  planet  from  a  breathtaking  82,000  feet.  MiG-25  flights.  Another  way 
the  Membership  Rewards"  program  from  American  Express  makes  life  less  ordinary. 
TO  APPLY,  CALL  1.800.THE  CARD  OR  JUST  VISIT  800THECARD.COM  TO  LEARN  MORE. 


A  WORLD  OF  SERVICE 


H  1 2005 


,N  ICELANDIC 
AG  A:  MARTIN 
FILLER'S  GIN 


.LERS  APPEAR  TO  BE  REACHING  NEW  HEIGHTS 
perate  invention  these  days,  so  the  news  that 
was  an  English  gin  being  shipped  to  Iceland 
bottled  with  "the  purest,  lava-filtered  glacier 

didn't  immediately  strike  us  giddy  with 
ation.  No,  indeed:  The  giddiness  crept  up 
after  we'd  devoted  an  evening  to  consuming  the 
jroof  Martin  Miller's  Westbourne  Strength 
;elf.  Is  the  glacier  water  a  marketing  gimmick? 
inno.  We  fixated  instead  on  the  fact  that 
i  Miller's  is  a  very  clean-tasting,  silky  gin 

sly,  tropical  exoticism  that  makes  a  damned 
lartini  in  either  the  Westbourne  ($36)  or 
jof  Premium  ($30)  bottlings. 
e  many  grandiose  and  essentially  vaporous  ideas, 
ition  of  creating  an  artisanal  gin  arose  at  a 

party,  this  one  at  the  Notting  Hill  home 
;lish  bon  vivant,  antiques  guru  and  tastemaker 
i  Miller.  Astonishingly,  these  guys  actually 
sd  through.  Martin  Miller's  Reformed  London 
n  went  into  production  in  1999  at  a  small 
;ry  in  England's  unglamorous  industrial  heartland, 
:ed  from  an  ancient  copper  still  called  Grandma, 
d  girl  aromatizes  the  small  batches  of  distillate 

proprietary  mix  of  botanicals — juniper,  of 
i,  plus  things  like  cassia  bark,  Florentine  orris 
>riander.  The  high-proof  concentrated  spirit  then 
ship  for  Iceland,  to  be  diluted 
i  receive  the  addition  of  one 
Secret  Ingredient,  alleged  to  be 
wn  even  to  the  head  distiller 
n  the  U.K.  Are  we  giddy  now? 
we're  giddy. 

this  EZ  recipe: 

l/ILET  FREEZE 

i  oz.  Martin  Miller's 
Westbourne  Strength  Gin 
leaping  tablespoon 
Minute  Maid 
Frozen  limeade 
:e  of  V4  fresh-cut  lime 

(  and  mingle  these 
ients  and  serve  over  ice. 
;y  is  to  balance  the 
less  of  the  limeade  with 
idity  of  the  lime,  so  adjust 
oportions  to  your  taste. 


FYEye 


Mi 


•••Time  Exposure 

IF  YOU  CRAVE  SIMPLICITY,  THEN  ZENITH'S  STAINLESS-STEEL 
Grande  Class  Grande  Date  is  the  watch  for  you.  Its  symmetrical  face 
is  discreet  and  straightforward,  while  the  needle-shaped  markers 
add  a  hint  of  '20s  glamour.  The  only  real  flash  is  that  crocodile 
strap — which  can  be  replaced  with  a  sporty  rubber  version  if  you 
prefer.  $7,900.  Available  at  Tourneau,  (800)  348-3332. 
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ut  a  little  paradise 

in  your  evening. 


HAWAIIAN  FUSION 
CUISINE 

roysrestaurant.com 


"Creative  seafood  dishes 
this  fish  lover's  paradise 
...the  food  explodes  witf 
tantalizing  flavors." 


-  ZAGAT  SURVEY 


CHICAGO 

DALLAS 
^JACKSONVILLE  BEACH 

LA  JOLLA 
"LAS  VEGAS 


NEWPORT  BEACH 
ORLAN  DO 
PHILADELPHIA 
PHOENIX 
RANCHO  MIRAGE 


SAN  FRANCISCO 


WOODLAND  HILLS 


in  Hawaii: 

HAWAII  (BIG  ISLA 


[rave  I 


MARCH  2005 


uth  american  excursions  |  new  york  late  nights  |  Canadian 
Jeaway  |  sweet  sea  dreams  |  pillow  talk  |  Johannesburg  jaunt 


iRGENTINE  ALPS 

)Utll  America!  Arranging  a  trip  to  Peru,  Argentina  or  Brazil  with  the  travel  company 
E  PARALLEL  is  not  as  simple  as  choosing  a  catalog  itinerary  and  plonking  down  your  platinum  card:  It's 
re  like  sitting  down  with  an  architect  to  discuss  your  dream  house.  You'll  mull  it  over  with  the  company  s 
/ear-old  mastermind,  Emmanuel  Burgio,  who  will  subject  you  to  a  friendly  barrage  of  questions  about 
r  interests,  your  pet  peeves  and  the  limits  of  your  adventurousness.  If  he  discovers  that  you're  keen 
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MARCH  2 


NEW  YORK 

Downtown:  For  years,  the 
Meatpacking  District  was 
known  as  a  kind  of  Wild  West, 
with  butchers,  artists  and 
hookers  warily  coexisting. 
In  the  21st  century,  the 
slaughterhouses  and  other 
local  color  have  all  but  been 
supplanted  by  photo  studios, 
hair  salons,  trendy  restaurants 
and  designer  boutiques — 
oh,  the  irony  of  strident 
vegetarian  Stella  McCartney 
staking  claim  to  a  piece 
of  that  steer-stained  cement! 

On  the  other  hand,  the  area 
is  one  of  the  few  truly  low-rise 
neighborhoods  left  on  the 
island,  with  gorgeous  views, 
wide  cobblestoned  streets  and 
a  haunting  trace  of  nostalgia 
for  the  rough-trade  days. 
Towering  over  all  this 
fabulousness  is  the  HOTEL 
GANSEVOORT,  where  beautiful 
people  come  to  crash  after 
spending  their  nights  and 
early  mornings  at  the  clubs  or 
restaurants  nearby. 

The  freestanding,  14-story 
Gansevoort  boasts  zinc-colored 
exterior  panels,  with  glass- 
framed  balconies  and  large 
windows  drawing  in  and 
celebrating  that  rarest  of  New 
York  elements — light,  yy 
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EYES  ON  I 

Blue  Parallel,  (8C 
256-53C 
www.blueparallel.co 
A  one-week  trip  co 
$5,000  to  $8,000  | 
person,  depending 
destination  a 
specifics  of  itinera 


on  the  flora  of  the  rain  forest  around  .Machu  Picchu,  he'll  book,  a 
botanist.  If  you  long  to  tango,  his  dancing  guide,  Laura  Chummers, 
will  escort  you  to  the  best  milongas  in  Buenos  Aires.  Want  to  play 
polo?  He  knows  all  the  best  estancias. 

"We  know  that  our  customers. .  .want  something  that  is  very 
unique,  very  authentic,  but  has  a  level  of  amenities  and  comfort 
too,"  says  Burgio.  In  the  Lake  District  of  northern  Patagonia  in 
Argentina,  also  known  as  "Little  Switzerland,"  Blue  Parallel  gave 
us  just  that.  They  set  us  up  at  Peuma  Hue,  a  little-known  500-acre 
ranch  hemmed  in  by  jagged,  snowcapped  peaks  and  the  scream- 
ingly blue  Lake  Gutierrez.  We  hiked  on  the  property's  rugged  trails,  rode  the  ranch's  hq 
and  rappelled  down  a  98-foot  rock  face.  But  wherever  the  Peuma's  amenities  fell  short  of) 
favorite  four-star  hotels,  Blue  Parallel  stepped  in.  One  afternoon  they  brought  in  a  somnj 
er  to  educate  us  on  Argentina's  ascendant  wines.  And  that  evening  a  top  chef  from  nej 
Bariloche  materialized  to  cook  us  a  five-course  meal. 

At  every  other  destination,  the  company  kept  us  occupied  with  something  fun  and  vagj 
educational,  from  a  nature  walk  on  Victoria  Island  in  Lake  Nahuel  Huapi  to  a  tango  show  all 
Esquina  Gardel  in  Buenos  Aires,  where  we  had  the  best  seats  in  the  house.  Of  course,  we  sta 
at  all  the  hottest  places — the  Llao  Llao  Golf  Spa  &c  Resort  (pronounced  zhao-zhao)  in  Nal 
Huapi  National  Park,  and  Buenos  Aires'  brand-new  Philippe  Starck-designed  Faena  Hotel 

And  we  didn't  go  hungry.  Sometimes  twice  a  day — by  choice — we  partook  of  orgaj 
grass-fed  local  beef,  barbecued  the  Argentine  way  over  wood  embers,  and  washed  down  v 
Malbecs  from  Mendoza  and  Pinot  Noirs  from  Rio  Negro.  Which  brings  me  to  my  only  c) 
cism  of  Blue  Parallel:  They  never  told  us  to  bring  dental  floss.  —THOMAS  JACKSON 


CANADA 


British  Columbia:  Gazing  out  the  seaplane  window  at  t| 

misty-mountain  Gulf  Islands,  I  half-expected  that  we  would  be  greet 
on  landing  by  some  flannel-and-fleece  version  of  Ricardo  Montalb 
("Welcome  to  Fantasy  Island,  eh?").  When  Harbour  Air's  tiny  seven-seal 
eased  into  the  marina  at  Poets  Cove,  however,  there  was  merely  our  \ 


Australia.  An  island  of  open  arms  that  reach  out  across  a  continent  of  natural 
wonders.  Explore  the  incredible  range  of  Aussie  experiences  beginning  with  the 
urban  elegance  of  the  Sydney  Opera  House  to  the  raw  beauty  of  Uluru  (Ayers  Rock) 
Take  the  first  step  toward  an  unforgettable  vacation  that's  just  right  for  you. 
The  entire  country  is  literally  at  your  fingertips  when  you  visit  Australia.com. 


ADVERTISEMENT 


fitness 


Consistency  is  the 
key  to  exercise 
success  —  beginning 
right  in  your  hotel. 


by  Kip  Cleland,  MA,  CSCS 

Fitness  Director  of  Forbes,  Inc. 


As  medical  experts  will  attest,  your  wellness  is  largely  deter- 
mined by  your  lifestyle  —  and  exercise  is  a  crucial  component 
of  this. 

We  all  know  the  benefits  of  being  in  shape.  You  look  better, 
feel  better  and  have  more  stamina.  The  key  to  acquiring  a  solid 
level  of  fitness,  I  have  found,  is  consistency.  Try  as  you  might, 
you  cannot  store  up  fitness  in  hopes  that  a  few  periods  of  con- 
centrated activity  will  carry  you  through  the  year.  Instead,  you 
need  to  exercise  day  in  and  day  out  under  all  types  of  conditions 
to  reap  the  rewards.  This  can  be  hard  enough  to  manage  with  the 
pressures  of  daily  life,  but  it  can  be  harder  still  if  you  spend  any 
length  of  time  on  the  road  for  business  travel.  Fortunately,  there 
are  some  approaches  that  can  help  you  achieve  the  consistency 
you'll  need  to  stay  in  shape. 

Keep  It  Simple 

To  begin  with,  the  most  important  thing  when  facing  an 
extended  business  trip  is  to  develop  a  realistic  exercise  regimen 
to  take  with  you.  While  you're  balancing  jet  lag  and  videocon- 
ferences  with  the  home  office  is  hardly  the  time  to  think  about 
losing  that  extra  ten  pounds  or  sculpting  the  body  of  your 
dreams.  Instead,  the  goal  on  a  trip  should  be  to  maintain  your 
condition  so  you  don't  lose  ground  when  you  return  home. 

Depending  on  your  current  level  of  fitness,  20  minutes  of 
cardio  at  a  good  intensity  and  15  minutes  of  resistance  training 


should  be  sufficient  to  keep  you  in  shape.  Add  five  minuti 
stretching,  and  you  have  the  elements  of  a  complete  workou 

Find  the  Right  Hotel 

It  helps  to  choose  a  hotel  that  has  good  gym  facilities.  Th 
harder  than  it  sounds.  A  survey  of  300  business  travelers  o 
ducted  by  Lieberman  Research  Worldwide  for  Westin  Hotel 
Resorts  found  that  hotel  fitness  rooms  often  disappoint  gu( 
Sixty-four  percent  of  business  travelers  surveyed  said  that  h 
fitness  rooms  "seem  like  an  afterthought,"  and  75%  said 
quality  of  workout  rooms  is  inconsistent  from  one  hotel  to 
next.  Not  surprisingly,  more  than  half  the  travelers  —  a  tot; 
55%  —  decided  not  to  use  a  hotel  workout  room  becau; 
was  in  such  bad  condition. 

Before  making  your  next  hotel  reservation,  ask  some  spa 
questions  about  the  gym:  When  was  it  last  renovated?  What 
and  brands  of  machines  and  equipment  are  in  use?  Are  there 
rooms  that  come  stocked  with  equipment  and  offer  the  e 
convenience  and  privacy  you  may  value?  And  are  there 
organized  fitness  classes  that  you  can  take  part  in?  If  there 
try  to  work  these  into  your  schedule  in  advance  of  your  trip. 

The  more  exercise  you  do,  the  greater  the  benefit.  Take 
time  to  choose  a  hotel  that  assists  you  in  your  exercise  go 
rather  than  working  against  you,  and  you'll  find  it  much  ea 
to  stay  fit  on  the  road. 


You  should  always  consult  your  physician  before  starting  or  changing  an  exercise  program,  or  if  you  have  any  preexisting  medical  conditio 


Responding  to  the  needs  of  its  guests,  Westin  has  recently  spent  $12  million  to  build  new  fitness 
centers.  Thousands  of  brand-new  treadmills,  cycles,  elliptical  trainers,  medicine  balls,  yoga  mats  and 
core  boards  have  been  installed  in  53  new  Westin  WORKOUT  Powered  by  Reebok  fitness  facilities 
recently  opened  in  Westin  hotels  in  North  America,  Mexico  and  the  Caribbean.  Another  40  new 
fitness  centers  will  debut  in  2005,  primarily  in  Europe  and  Asia-Pacific.  These  workout  rooms  feature 
custom-designed  fitness  facilities  with  state-of-the-art  equipment  from  Life  Fitness,  Precor,  and  Cardio 
Theater;  Reebok-designed  fitness  regimens  for  travelers;  and  in-room  yoga  workouts.  Westin  is  also 
developing  an  in-room  fitness  program  that  will  allow  guests  to  get  a  full  workout  in  the  privacy  of 
their  guest  room. 


For  more  information  on  Westin  and 
WestinWORKOUT  Powered  by  Reebok  fitness 
facilities,  visit  www.westin.com/workout. 


Westin 


Reebok  ^ 


I  ravel  +  Leisure  •  Lonae  (vosr  traveler  •  mne  consecutive  years  (1990-2004^ 


Look  around  you,  the  difference  is  Crystal  clear. 

Luxury,  as  they  say,  is  in  the  details.  It  is  so  often  the  little  details  that  make  all  the  difference.  And  on  a  Crystal  c| 
the  differences  are  many.  World's  Best  Service-.  Award-winning,  European  dining  staff  •  Always  included-.  All  port  cha 
All  non-alcoholic  beverages  throughout  the  ship.  Dining  at  all  specialty  restaurants.  Penthouse  butler  service  with  persona 
•  Luxurious  amenities-.  Egyptian  cotton  bed  linens,  Frette  bathrobes  and  a  menu  of  pillow  selections  in  all  staterooms  •  Exclu 
on  Crystal-.  Cuisine  by  Nobu  and  Piero  Selvaggio.  Wine  cellar  with  over  200  vintages.  Caesars  Palace  at  Sea®  casino.  Feng] 
inspired  Crystal  Spa.  Foreign  language  instruction  by  Berlitz  and  piano  lessons  by  Yamaha.  360-degree  teak  promenade  \ 
Worldwide  itineraries  •  To  experience  the  Crystal  difference,  call  your  travel  agent,  visit  crystalcruises.com  or  call  1  866  569 1 


CH  2005 


Trave I 


's  not  often  that  one  gets 
ed  up  about  a  hotel's 
i,  but  the  Gansevoort's  is 
ing  in  its  mixture  of  goofy 
dip.  The  columns  right 
de  change  colors  at  night, 
first  glance  it  looks  as 
gh  the  hotel  were  being 
up  by  gargantuan  light 
rs.  The  interior  columns 
lade  of  butter-soft  eel 
the  walls  decked  with 
air  panels.  Once  upstairs  in 
uite,  however,  it  was  really 
jout  the  view.  All  20 
sr  suites  (there  are  187 
is  total)  boast  glass  doors 
wee  balconies.  Inside,  it's 
n  chic,  with  blacks  and 
;  and  walnut-stained  maple 
>ers  and  tables.  The  bath- 
in  the  suite  was  a 
)pointment — with  a  tub  too 
I  and  a  backlit  glass  door 
kept  swinging  precariously 
ito  the  toilet.  But  the 
-whose  headboard  was 
3  of  a  wood  border  with 
olate-brown  suede  padding 
e  center — was  divine. 

0  was  dinner  at  Ono,  the 
evoort's  contribution  to 
rea's  culinary  scene.  The 
>f  us  feasted  on  sushi, 

id  scallop  skewers  with  five 
rs  of  dipping  sauces,  crab 

1  with  udon  noodles,  duck 
i  tuna  porterhouse,  all 

ed  down  with  "saketinis." 
fterward,  we  repaired  for 
htcap  at  the  Gansevoort's 
deck  bar,  which  provides 
d's-eye  view  of  the  pool  at 
mglophilic,  members-only 
i  House  across  the  street, 
p  in  the  night,  it  is  just 
iier  glitzy  landmark  on  the 
packing  District's 
ley  from  bovine  to  di-vine. 
ORRAINE  CADEMARTORI 


ets  Cove  Resort  &  Spa, 
outh  Pender  Island,  BC, 
anada.  Seasonal  rates, 
ugh  May:  lodge  rooms, 
about  $160;  villas,  about 
$250-$325;  cottages,  about 
$285-$410.  (888)  512-POET, 
www.poetscove.com. 


I bellman,  Ron,  who  was  more  merry  than  mystical.  "Can  you  be- 
lieve they  pay  me  to  work  here?"  he  said  as  we  admired  the  view 
from  the  dock. 

To  find  where  Ron  is  paid  to  work,  triangulate  between 
Vancouver,  Victoria  and  Seattle,  and  you'll  hit  South  Pender 
Island  in  the  Strait  of  Georgia.  Much  of  it  is  national  park- 
land, with  crystal  waters,  unblemished  rain  forest,  and  pods 
of  orcas  and  seals  cavorting  offshore.  Nestled  in  an  inlet  is 
POETS  COVE  RESORT  &  SPA,  which  was  opened  in  May  2004  by 
Alberta  oilmen  Michael  Kancvsky  and  Don  Seaman.  Almost 
a  village  unto  itself,  its  14  acres  contain  a  22-room  main  lodge,  15  cottages,  9  town  house 
villas,  an  expanding  marina  and  even  a  general  store,  albeit  one  that  sells  ash-ripened 
Camembert  and  Monte  Cristo  No.  4s. 

Ron  showed  us  to  our  two-bedroom  cottage  overlooking  the  cove.  It  came  appointed  with 
all  the  conveniences  of  home:  full  kitchen,  washer/dryer,  wood-burning  fireplace,  high-speed 
Internet  and  DVD  player.  Other  niceties  were  particular  to  Canadian  climes,  such  as  the  heated 
tile  floors  in  both  bathrooms  and  the  patio's  overhead  heat  lamp  for  a  more  comfortable  cock- 
tail hour.  Designed  by  the  firm  Wimberly  Allison  Tong  &  Goo,  decor  gurus  for  Claridge's  in 
London,  the  interior  was  elegantly  Northwestern  with  brushed-steel  fixtures,  natural  woods  and 
local  textiles.  Add  the  cottage's  private  outdoor  hot  rub  and  barbecue  grill,  and  we  could  have 
stayed  home  the  whole 
time.  Instead  we  spent  our 
nights  at  the  lodge,  eating 
fresh  seafood  and  Gulf 
Island  lamb  in  Aurora,  the 
resort's  Continental  rest- 
aurant. Later  we  hit  the 
pub  for  some  local  culture, 
namely  Vancouver  micro- 
brews  and  Canadian  foot- 
ball on  the  flat-screen  TV. 

Not  surprisingly,  it 
rained  during  part  of  our 
stay — this  is  the  Pacific 
Northwest,  after  all — so  we 
took  the  opportunity  to  visit 
Sussurus,  the  resort's  spa. 
My  friend  and  I  signed  on 
for  the  "couples  massage"  in 
a  cozy,  fire-lit  room  that  was  soon  scented  with  the  massage  oil's  notes  of  lavender,  pepper- 
mint and  cedar.  This  supposedly  shared  experience  had  one  ironic  drawback:  Midway  through, 
when  I  turned  to  my  friend  to  ask  how  she  was  feeling,  she  murmured,  "I  forgot  you  were  here." 

But  however  lovely  Poets  Cove  may  be,  the  highlight  of  our  stay  was  exploring  the  nature 
beyond  it.  The  resort  prides  itself  on  offering  rugged  pursuits  along  with  its  luxuries,  includ- 
ing whale-watching  boats  and  guided  nature  hikes.  We  opted  to  guide  ourselves  in  sea  kayaks 
to  a  trailhead  farther  up  the  shore  that  would  lead  us  into  the  national  park  reserve.  After  pad- 
dling past  schools  of  undulating  white  jellyfish,  huge  20-armed  starfish  and  bobbing  otters,  we 
hiked  90  minutes  up  800-foot  Mt.  Norman,  encountering  no  one  else  on  the  way.  Wordsworth 
and  Tennyson — and,  okay,  Tolkien — came  to  mind  in  this  otherworldly  place.  From  the  sum- 
mit, we  watched  hawks  circle  verdant  isles  that  stretched  into  the  fog,  their  caws  the  only 
sounds  besides  the  rustling  of  Douglas  firs.  —MATTHEW  REED  BAKER 


Hotel  Gansevoort,  18  Ninth 
enue,  New  York.  Rooms  start 
at  $395;  suites  start  at 
25;  duplex  penthouse  starts 
t  $5,000.  (212)206-6700, 
www.hotelgansevoort.com 
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Trave I 


SEADREAMING 
DAYS 

Mediterranean  Sea:  As 

the  sun  topped  the  silver 
hills  of  Capri,  the  deck  steward 
leaned  in  and  asked  in  a 
hushed  tone,  "Does  Madame 
need  more  caviar?"  Hmm, 
yes,  someone  finally  realized 
that  caviar  is  a  necessity. 
That's  the  experience 
promised — and  delivered — 
on  the  twin  mega-yachts 
SEADREAM  I  and  SEAOREAM  II. 

The  SeaDreams' owners 
cringe  at  the  use  of  the  word 
"cruise,"  preferring  something 
more  along  the  lines  of 
"yachting  experience,"  and  you 
can  see  their  point.  There 


SeaDream  Yacht  Club,  2601 
South  Bayshore  Drive, 
Penthouse  1 B,  Coconut  Grove, 
FL;  (800)  707-491 1  or 
(305)  631-6100, 
www.seadreamyachtclub.com. 
Rates:  approximately  $500+ 
per  person  per  day. 


are  no  hordes  of  fellow 
passengers  tramping  through 
multiple  dining  rooms  on 
these  ships.  In  fact,  there  are 
no  hordes  at  all.  Your  travel 
companions  number  about 
100 — the  other  90  people  on 
board  are  staff. 

Once  you've  downed  your 
welcome  Champagne,  the 
smiling  attendant  who  will 
shadow  you  for  the  rest  of  the 
voyage  whisks  you  to  your 
stateroom.  Not  exactly 
sprawling,  these  accom- 
modations, but  astonishingly 
well-equipped:  flat-screen 
TV,  DVD,  CD  player,  fluffy  terry 
robes,  Bulgari  toiletries, 
muitijet  showerheads  and  a 
minibar.  All  this  in  a  room 
where  you  won't  spend  much 
time  unless  you  are  agoraphobic. 

You  could  dine  in.  But, 
of  course,  if  you'd  prefer  to  dine 
out,  meals  are  also  served  in 
the  somewhat  formal  dining 
room,  on  deck  in  the  Topside 
restaurant  and  even  romantically 
a  deux  on  the  foredeck  or 
fantail.  Afternoon  tea  is  served 
in  the  library.  And  of  course 
caviar  is  available  at  all  hours. 
I  found  it  deliciously  ironic  that 
Jenny  Craig  brought  along  a 
few  dozen  pals  to  celebrate  an 


The  SeaDrea 
lurks  offshi 
at  Portofii 


anniversary  on  this  voyage. 

In  late  August  we  drifted  out 
of  the  teeming  harbor  of 
Cannes  aboard  the  SeaDream  I. 
We  sailed  all  night,  hugging  the 
Ligurian  coastline,  and  arrived 
midmorning  just  outside  the  ro- 
mantic seaside  town  of 
Portofino.  As  we  boarded  our 
small  private  launches 
to  spend  a  lazy  day  ashore, 
our  sister  yacht,  SeaDream  II, 
anchored  alongside  with 
her  horns  blasting  greetings. 

In  each  port  multiple 
excursions  were  planned  for 
various  levels  of  trekking  and 
touring.  Anchoring  off  Corsica, 


MOOD  PIL 

What's  the  secret  behind  these  neck-swad- 
dling snooze  inducers?  Could  it  be  the 
Mood  Pillow's  post-Space  Age  mi-  jm 
crobead  filling?  Maybe  so... These 
travel  pillows  are  the  best  we've  found  for 
twisting  and  crunching  and  filling  in  the  right  places 
to  support  your  need  to  nod.  And  versatile?  Hey— 
they  also  work  at  home.  •  Lewis  N.  Clark  Mood  Pillow, 
contour  or  neck  ring  models,  each  $12.50  at  www.eBags.com 


the  adventurous  headed  tov 
the  port,  where  they  boardec 
helicopters  for  a  bird's-eye  v 
of  this  ancient  island.  Other; 
were  transported  to  minitrair 
and  chugged  up  the  steep 
incline  to  Bonifacio  for  luncH 
Sorrento,  even  in  a  storm, 
drew  dozens  aboard  the 
tossing  launches  for  the  priv; 
minibuses  and  a  four-hour 
tour  of  Pompeii. 

Midmorning  on  the  fourth 
day,  after  my  tour-obsessed 
shipmates  had  again  departe 
I  was  consumed  with  guilt. 
I  had  to  do  something.  I  gaze 
past  the  small  swimming  poa 
to  the  stern,  where  the  crew  » 
extending  the  hydraulic  marii 
and  lugging  every  imaginable 
water  toy  into  the  sea.  I  felt 
encouraged  to  partake  of  this 
aqua  playground — I  mean,  th 
were  putting  it  all  in  the  wate 
for  me.  And  the  fellows  were 
more  than  willing  to  stand  at 
attention  through  45  minutes 
of  blissful  near-exercise, 
watching  to  make  sure  I  didn' 
come  ashore  next  in  Morocca 

Then:  more  lolling. 
There  are  the  double-width 
Balinese  sun  beds  on  deck  a 
stewards  whizzing  past  wit 
Bloody  Marys  and  foamir 
pina  coladas.  And  have 
I  mentioned  the  jewel- 
sized  Asian  spa  with  si 
masseuses? 
I  came  to  be  spoiled. 
Mission  accomplished. 
— MONIE  TA  TOITI'N  UAIM 
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EYES  ONLY 

The  Westcliff,  P.O. 
Box  2700,  Saxonwold 
2132,  Johannesburg, 
South  Africa.  Rooms, 
about  $420- 
$800;  suites,  about 
$620-$2,650. 
(800)  524-2420, 
www.westcliff.orient- 
express.com. 


iOUTH  AFRICA 

ihannesburg:  I. .  .had. .  .a. .  .minibar. .  .in  Africa.  •  Not  only  that,  but  a 

:1  suite  at  The  Westcliff  so  roomy  that  one  might  prefer  to  telephone  from  the  writ- 
desk  at  the  south  end  to  the  writing  desk  at  the  north  end  rather  than  shout  across 
lushed  expanse.  It  seemed  to  take  five  minutes  each  night  to  switch  off  all  the  lights. 


ied  in  1998,  The  Westcliff  hotel  is  a  posh,  seven-acre 
ve  of  understated,  neo-Georgian  calm  built  with  a  solidi- 
it  gives  it  the  illusion  of  tradition,  as  though  Johannesburg 
sprung  up  at  its  feet  while  The  Westcliff  looked  down 
its  mountainside  redoubt. 

mong  Johannesburg's  top  newer  hotels,  The  Westcliff  is  an 
le  grande  dame;  it  doesn't  strive  for  either  the  edgy,  thick- 
ings  vibe  of  the  Melrose  Arch  Hotel  or  the  suburban- 
le  remove  of  The  Saxon  out  in  Sandton.  The  city's  sky- 
iers  are  on  view  from  the  hotel's  terraces,  and  so  is  a 
rama  of  Johannesburg,  a  carpet  of  purple  at  the  end  of 
ber  with  the  jacarandas  in  full  bloom.  The  impressive 
acle  reminds  the  visitor  that  "Joburg"  (the  city's  officially 
ted  "brand  name")  is  both  the  busi- 

hub  of  sub-Saharan  Africa  and  a 

recent  creation  out  of  whole  cloth, 
mile  up  in  the  high  veld,  Johannesburg 

1  the  first  of  its  transforming  self-rein- 
ons  when  gold  was  discovered  here  in 
!8os.  Today  a  forested  city  of  six  million 
that,  according  to  one  guide,  looks  like 
"orest  on  satellite  photos,  Joburg  was  as 
n  as  a  moonscape  when  the  first  Boer 
rs  found  it.  The  city's  claim  to  have  the 
est  number  of  tree  species  in  the  world 
from  the  time  the  rand  lords,  the  early 
barons,  began  importing  exotic  gardens  and  English 
mers.  The  water-slurping  Australian  jacaranda,  signature 
if  both  Joburg  and  its  Siamese  twin — conjoined  in  urban 
A — Pretoria,  is  now  sprawling  over  everything  in  its  path  and 
g  local  ecologists  agita. 

hey  aren't  the  only  ones  with  a  case  of  nerves  around  here, 
>urse.  A  spin  through  the  leafy  precincts  of  Crescent 

2  and  Wexford  Avenue  in  the  Westcliff  neighborhood  or 
ghton  (home  of  Old  Money  and  Nelson  Mandela)  is  a 
nder,  if  one  needed  it,  of  the  city's  crime  problems.  The 
es,  one  after  the  other,  are  fortresses,  alarm-wired,  camera- 
led  and  surrounded  by  walls  topped  with  electrified  fences. 
;  Johannesburger  passed  this  off  to  me  as  "traditional 


African  architectural  style,"  which  I  thought  was  rich.  By  a  com- 
plete coincidence,  he  is  in  the  tourism  industry.)  Even  middle- 
class  homes  invariably  carry  signs  proclaiming  their  subscription 
to  an  "Armed  Response"  company — Chubb,  Commando, 
ADT.  It's  not  just  a  question  of  "beggar  thy  neighbor";  many 
South  African  insurance  companies  require  it. 

On  the  other  hand. .  .The  city  government  is  hyper-aware  of 
Johannesburg's  dicey  reputation,  and  its  focused  policing  has  un- 
doubtedly made  a  difference,  especially  in  the  central  business 
district.  For  visitors  of  a  certain  age  who,  like  me,  marched  in 
campus  protests  chanting  "Say,  what's  the  word?  Jo-HANNES- 
burg!"  the  city  today  appears  a  promising  place  in  other  ways 
as  well.  The  notorious  Constitution  Hill  prison — both  Mandela 


and  Mahatma  Gandhi  were  incarcerated  there — is  now  a 
museum  featuring  exhibits  by  former  prisoners.  Blacks  and 
whites  mingle  freely  in  the  malls  and  at  hip  restaurants  like 
Moyo  near  the  Melrose  Arch  (the  place  serves  a  righteous 
ostrich  burger).  Two  Canadian  visitors  of  my  acquaintance,  both 
women,  made  a  night  of  it  while  I  was  in  Joburg,  and  the  only 
stress  they  experienced  was  when  the  Color  Bar  in  Milpark  fi- 
nally closed  at  4  a.m.  and  they  had  no  place  left  to  go  but  home. 

By  that  hour  I  was  in  deep  snooze  mode,  dreaming  that  I 
could  hear  elephants  trumpeting  in  the  city  zoo  just  below  The 
Westcliff.  And  maybe  I  really  could.  It  was  a  sweet  dream,  with 
intimations  of  old  Africa  pressing  insistently  through  to  the  new. 

—RICHARD  NALLEY 
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LAKE  COM'},  MAY  15 


INTRODUCING 
THE  4-D00R  SUPERCAR. 


INTRODUCING  THE  QUATTROPORTE  Created  for  those  with  a  passion  for  driving,  it  offers  a  potent  400hp  V8,  first-in- 
class,  racing-inspired  front-mid  engine  design  and  an  Fl-inspired  6-speed  transmission -delivering  a  truly  superlative 
driving  experience.  With  a  top  speed  of  more  than  170mph,  styled  by  Pininfarina  and  produced  in  limited  numbers,  it  sets 
new  standards  in  performance,  design  and  exclusivity.  And  with  more  than  4  million  ways  to  customize  your  Quattroporte, 
chances  are  no  two  wiil  ever  be  the  same.  Featuring  a  comprehensive  ownership  program  including  a  4-year/50k- 
mile  limited  warranty  and  24-hour  roadside  assistance.  Contact  877-MY-MASERATI  or  visit  www.maseratiusa.com 


MASERAT 


Golf  by  Todd  Pitock 


Joins  the  Distance 


In  the  World  Long  Drive  Championship, 

only  one  thing  matters  —  power  off  the  tee. 


s  anyone  who's  ever  gone  to  a  golf  tournament 
i    knows,  it's  fun  to  watch  big  drives.  They're 

golf's  answer  to  the  home  run  or  the  Hail 
—  an  explosive,  distilled  moment  of  mas- 
e  glory.  They're  why  John  Daly  draws  a 
r  crowd  than,  say,  Brad  Faxon, 
iw  power  inspires  dreams,  and  some- 
;  delusions  of  grandeur  or  bursts  of 
jadocio.  During  a  preliminary  round 
t  year's  RE/MAX  World  Long  Drive 
npionship,  the  premier  event  of  the 
-known  Long  Drivers  of  America, 
ctator  gave  his  measurements  to  a 
an  sitting  next  to  him. 
can  get  it  up  to  300, 320,"  he  said,  draw- 
breath  through  his  lower  teeth.  "I'm 
:or  my  size,"  he  added,  "but  I'm  not  huge." 
is  sweet  talk  couldn't  quite  reach  her, 
2;h,  because  her  attention  was  on  the  com- 
?rs,  most  of  whom  were  long  and  huge,  strap- 
men  and  women  safely  north  of  six  feet  tall.  They 
:d  like  they'd  play  a  more  rugged  or  aerobically 
g  sport.  Many  of  them  had.  Carl  Wolter,  the  2002 
I  champion  and  current  top-ranked  LDA  player, 
v  javelin  at  Penn  State.  Six-foot-three  Gabrielle 
e  is  better  known  as  a  professional  volleyball  player, 
heir  sport  is  long  drive,  where  they  compete  to  see 
can  hit  a  golf  ball  the  farthest.  The  most  exasperat- 
arts  of  the  game  have  been  eliminated.  There's  no 
)ing,  no  putting,  no  pins.  There  is,  come  to  think  of 
golf  course. 

he  field  of  competition  is  like  a  driving  range,  with 
box  and  a  50-yard-wide  landing  area  called  "the 
that  the  ball  has  to  settle  on  for  a  shot  to  count. 

mding  on  the  event,  players  have  between  three  and 

minutes  to  hit  six  or  eight  balls.  The  longest  single 

wins. 

here's  nothing  easy  about  it,  especially  with  a  crowd 
ng  and  hooting  in  the  stands,  or  even  worse,  sitting 
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FIRST  IN 
FLIGHT 

•  Here's  what  you're  not  thinking  about 
on  the  tee:  nanoparticles,  performance 
mantle  layers,  aerodynamic  dimples. 
You're  thinking  grip,  balance, 
head  down,  swing  through  the  ball, 
relax.  What  the  hell's  a  nanoparticle 
anyway?  All  you  need  to  know  is  that 
Wilson  Staff's  new  Tx4  Tour  balls 
come  loaded  with  them.  The  Tx4's 
nanoparticle  core,  Fusion  mantle  and 
flat-bottomed  dimpled  surface  make 
it  gun  off  the  tee,  cut  the  air  like 
butter  and  fly  dead  straight  down 
the  fairway.  You  won't  understand 
the  science,  but  you'll  be  impressed. 
$35/dozen.  www.wilsonstaff.com. 


IMPROVE 
YOUR  STANCE 

•  Italian  designer  Luciano  Barbera  has 
produced  a  pair  of  water-repellent, 
white-sand  nubuck  leather  golf  shoes 
that  are  creamy  smooth  and  should  do 
his  country  proud.  The  Italians  haven't 
produced  a  Tiger  Woods— last  year  their 
highest-ranked  player,  317th  in  the 
world,  was  Alessandro  Tadini — but  when 
it  comes  to  shoes,  no  one  can  touch 
them.  $450.  www.lucianobarbera.it. 


morbidly  quiet.  Let's  put  it  this  way.  If  you 
can  hit  a  ball  250  yards,  reasonably  straight, 
you  can  play,  too — with  girls  under  14.  If 
you  can  launch  one  310  or  so  yards,  you're 
in  with  Gramps  and  his  55-and-over  bud- 
dies. On  a  clear,  dry  day,  the  men  in  the 
open  division  routinely  strike  it  370-plus 
yards.  On  the  fly.  To  push  the  point  just 
a  little  further,  the  median  PGA  Tour 
player's  drive  is  about  280  yards,  and  its 
longest  hitter  last  year,  Hank  Kuehne, 
averaged  a  pipsqueaky  314. 

Although  still  small,  organized  long 
drive  is  not  entirely  new.  It  started  in 
1975  as  a  Go/f  Digest-sponsored  once-a- 
year  event,  and  the  NCAA  also  has  a  com- 
petition. In  1994,  two  competitors,  Art 
Sellinger  and  Randy  Souza,  started  Long 
Drivers  oi  America  as  a  governing  body 
with  a  dual  structure  that  included  a 
professional  tour  and  grassroots  pro-am 
events  that  all  culminate  in  a  season-end- 
ing championship.  The  first  tournament 
in  1995  had  one  division  with  48  men  com- 
peting for  a  $100,000  purse,  including 
$30,000  for  first  place.  In  2001,  Sellinger 
bought  out  Souza's  interest,  becoming  sole 
owner  and  chief  executive  officer.  Last 
year,  alongside  eight  tour  events,  the  LDA 
held  more  than  500  qualifying  events  for 
the  world  championships  in  24  countries. 

"It's  very  small  in  Sweden,"  one  Nordic 
competitor  observes.  "It's  not  nearly  as  big 
as  it  is  here."  As  they  say,  everything's  a 
matter  of  perspective,  but  the  sport  has 
certainly  grown. 

The  2004  championship  in  Mesquite, 
Nevada,  had  eight  divisions,  divided  by 
age  and  gender,  with  304  players  and  a 
purse  of  $400,000,  including  a  $100,000 
first  prize  for  the  men's  open  champion. 
The  sport  also  got  some  television  cover- 
age: The  Worlds,  which  took  place  in 
October,  were  aired  on  Christmas  Day 
and  five  other  times  on  ESPN  and  ESPN2; 
eight  other  tour  events  were  also  aired  and 
re-aired  a  total  of  24  times. 

Despite  the  stratospheric  shots,  though, 
long  drive  is  below  the  radar  even  for 
many  golf  fans,  let  alone  the  general  pub- 
lic, and  some  golf  purists  remain  dismis- 
sive. Enthusiasts  say  the  critics  really  just 
don't  understand  the  sport,  and  that 
it's  just  a  matter  of  time  before  long  drive 
gets  its  due. 

"Long  drive  would  be  the  perfect 


Olympic  sport,"  says  Lee  Brandon,  I 
2001  women's  world  champion.  "TM|: 
not  a  purer  form  of  power,  quickrjl; 
agility  and  form.  You  can't  compare : 
18  holes.  It's  completely  different." 

Yet,  like  the  boxing  versus  black 
debate,  comparisons  persist,  and  gaum 
have  been  thrown  down  a  few  times  to 
tie  the  issue.  Jason  Zuback,  a  four-t  l 
world  champ  who  once  hit  a  ball  511  ym 
squared  off  against  Rory  Sabatini  vn 
Sabatini  was  the  PGA's  third-lonj 
driver.  Zuback  beat  him  by  more  that 
yards.  The  most  jaw-dropping  showdd 
was  three  years  ago,  when  Pinnacle  offd 
$100,000  to  any  qualifying  long  drivers 
could  beat  John  Daly,  a  name  synonym; 
with  big  shots.  Nine  of  the  dozen  It 
drivers  spanked  Bigjohn  as  Pinnacle  e:i 
mopped  their  brows,  recalling  their  c 
cussion  of  whether  to  insure  the  evfl 
(They  had.) 

Whether  Daly,  Kuehne  or  Tiger  Wo 
could  compete  if  they  wanted  to  is  a  i 
quent  topic,  but  the  truth  is  that  app| 
to-apples  comparisons  between  long  di 
and  18-hole  golf  are  almost  impossiS 
PGA  Tour  players  live  by  the  axiom  I 
you  drive  for  show  and  putt  for  douj 
long  drivers  don't  carry  putters.  Tr) 
there's  equipment.  Long  drive  gear  essi 
tially  conforms  to  United  States  Gi 
Association  standards.  No  turbocharg 
clubs  like  the  Hammer  are  allowed.  I 
there  are  some  differences.  The  key  to  cj 
tance  is  swing  and  ball  speed.  Fast  swi 
plus  square  contact  equals  a  long  shot.  U 
LDA  drivers  can  be  48  inches;  the  USC 
allows  48  inches,  but  most  USGA  play 
use  a  44-  or  45-inch  driver.  The  three 
four  inches  can  mean  ten  miles  per  ho 
which  adds  yards.  The  face  of  the  clubhe 
for  long  drive  has  fewer  grooves,  aj 
the  ball  of  choice,  the  Pinnacle,  is  geat 
toward  distance  rather  than  control, 
short,  you  can  go  all  out  for  yardage  wh 
you  don't  have  to  worry  about  finding  a 
hitting  your  second  shot. 

Even  so,  the  long  drivers  are  so  di 
matically  stronger  that  you  can't  dism 
them  over  the  relatively  minor  differenc 
in  gear.  The  LDA  guys  train  to  bui 
trunk  strength  and  flexibility — anythi 
to  increase  ball  speed,  a  stat  that's  like 
marathoner's  resting  pulse  or  a  footb 
plaver's  bench  press.  Wolter,  for  examp 
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ball  speed  that  can  reach  220  m.p.h. 
Woods's  is  about  180. 
('s  about  the  athletes,  not  the  equip- 
,"  says  Art  Sellinger,  the  LDA's 
r  and  chief  executive  officer,  and  a  for- 
wo-time  national  champion.  "Could 
ne  train  to  get  the  extra  distance? 
>e.  But  I  do  know  that  I'm  way  past 
'ime  and  I  can  outhit  anyone  on  the 
Tour." 

should  be  said,  too,  that  the  players 
all  Titans  taking  a  break  from  Mount 
pus.  At  the  Worlds,  for  example,  were 
•s  such  as  Brian  Tutich,  a  slightly  built 
oot-eleven  club  pro  from  Greensburg, 
sylvania,  who  qualified  with  a  385 -yard 
in  less  than  ideal  conditions.  Tutich's 
s  an  almost  perfect  swing, 
latural  strength  is  the  number-one 
dient,"  says  Ben  Witter,  a  long  drive 
;r  who  has  reached  the  Worlds  finals 
/hose  proteges  include  Wolter  and  a 
dozen  other  top  contenders.  "But 
s  also  timing.  The  guys  who  truly  hit 
are  blessed  with  a  pretty  good  golf 
5.  There's  also  a  strong  mental  com- 


ponent— as  strong  as  anything  in  regular 
golf.  It  doesn't  matter  if  you  can  blast  it 
400  yards  on  the  range  if  you  can't  do  it  in 
the  heat  of  competition." 

For  all  long  drive's  appeal,  though,  it 
remains  an  open  question  whether  the  LDA 
is  an  up-and-coming  big  alternative  sport, 
a  la  the  Professional  Bowlers  Association,  or 
a  failure  like  the  next  XFL.  RE/MAX  has 
been  steadfast  sponsoring  the  Worlds,  and 
Pinnacle  has  continued  to  be  involved  in  the 
tour  and  its  challenge  events.  But  deep- 
pocketed  sponsors  for  long  drive  are  scarce: 
When  the  subject  comes  up,  the  strain  in 
Sellinger's  voice  is  discernible.  Nevertheless, 
there  are  reasons  to  be  optimistic.  The  LDA 
players  are  regular  guys,  most  of  them  with 
dayjobs.  Pinnacle  likes  them. 

"They're  the  best  bang  for  the  buck," 
says  Pinnacle  brand  manager  Bryan 
Gillis.  "It  costs  $75,000  to  get  [an  average 
PGA  Tour  player]  to  come  to  an  event. 
We  can  get  one  of  these  guys  for  $5,000, 
and  they  put  on  a  great  show.  They  all 
know  how  to  talk  to  people." 

For  the  past  three  years,  Team  Pinnacle, 


which  consists  of  ten  LDA  pros,  took  over 
the  company's  challenge  after  the  Daly 
debacle.  Now,  a  competition  measuring 
length  and  accuracy  will  determine  the  top 
amateur  long  driver,  while  the  pros  put 
on  exhibitions,  instead  of  competing. 
Meanwhile,  the  team  has  done  a  series  of 
Pinnacle  ads  on  television.  In  one,  a  guy 
tells  his  hairstylist  he's  going  to  play  golf 
on  the  weekend.  The  stylist  then  gets 
moved  aside  by  a  group  of  brawny  bullies 
who  brutalize  the  guy's  lid  with  clippers 
and  haul  him  outside,  where  he  drives  a 
ball  off  the  pavement.  The  ad  is  amusing 
and  attention-getting,  a  kind  of  quick 
guy-flick. 

\et,  it  doesn't  tell  you  who  the  players 
are,  and  despite  being  top  stars  in  the 
sport,  they're  all  but  anonymous,  which 
seems  emblematic  of  long  drive's  strug- 
gle. They're  there,  but  not  quite  there, 
like  someone  hitting  a  ball  400  yards — 
out  of  bounds.  • 

Long  Drivers  of  America,  (888)  233-4654, 
www.  longdrivers.  com. 
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MORRELL  WINE  EXPERIENCE 

Choosing  the  best  wines 
has  been  made  simple 
with  the 
Morrell  100  Best  Catalogue 


Order  the  best  wines  of  the  year  online  at 

www.morreilwine.com 

or  call  us  at  1 -800-96-WINES 

E-mail  us  at 
catalog@morrelIwine.com 

and  we  will  send  you  our  four  color 
wine  catalogue  for  free. 


800  96  WINES  •  WWW.MORRELL.WIN  EXOM 
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Quintessenfials  by  Mark  Grischke 


Old  Salt 


The  symbol  of  all  things  prep  turns  70. 


he  good  life  has  always  indulged  a  deep  nautical 
streak.  For  proof,  see  The  Official  Preppy  Handbook, 
which  came  disguised  as  a  paperback  novelty  item 
te  the  fact  that  its  editor,  Lisa  Birnbach,  knew  her 
:t  as  well  as  Margaret  Mead  knew  her  Samoans.  The 
'book  detailed  the  rituals  of  America's  Old  Guard: 
ark  Avenue,  Palm  Beach  and  Main  Line  families 
e  prep  school  educations,  country  club  manners 
achting  togs  were  later  appropriated  by  legions  of 
rle  marketers.  All  along,  preppies  have  been  insou- 
heirs  to  great  traditions — one  of  which,  enshrined 
de  of  place  on  the  cover  of  the  Handbook,  is  the 
vTop-Sider. 

ul  Sperry — yachtsman,  prep  and  inventor  of  the 
Bider — probably  had  no  idea  in  1935  that  the  funny- 
ng  shoe  he'd  created  would  become  a  cultural 
He  just  wanted  better  traction  on  the  deck  of  his 
ner,  the  Sirocco.  According  to  company  legend  (and 
;sic  prep  tradition),  Sperry  noticed  how  the  grooved 
of  his  cocker  spaniel  gave  the  animal  great  footing 
:  —  so  he  reproduced  those  wavy,  multidirectional 
sing  a  razor  blade  to  cut  a  herringbone  pattern  on 
Dttom  of  a  standard  rubber  sole.  He  patented  the 
n  and  struck  up  a  deal  with  the  Converse  Rubber 
jany  to  supply  him  with  raw  materials.  The  rest,  as 
ay,  is  history. 

rer  the  years,  the  Top-Sider  has  gone  in  and  out  of 
with  the  landlubbing  public  while  remaining  con- 
fly  popular  with  seafarers.  Like  many  things  prep, 
op-Sider  is  beloved  for  its  subtext — i.e.,  I  own 
t.  Authenticity  is  key;  and  the  grittier  and  more 
tained  the  shoe,  the  more  effectively  its  wearer  can 
off  the  attitude  of  having  just  alighted  from  a  sail 
d  the  globe.  Now,  in  this  anniversary  year,  Sperry 
iring  versions  of  the  shoe  in  coral,  emerald  green, 
ue  and  banana  yellow.  All  very  pretty,  to  be  sure  — 
ill  no  substitute  for  the  original.  Sperry  Top-Sider, 
t  www.sperrytopsider.coin.  • 
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Of  all  the  vehicles  on  the  road,  nothing 
becomes  a  part  of  you  like  a  rugged,  ageless 
pickup.  And  of  all  the  cigars  in  America, 
nothing  enhances  your  moments  of  reflection 
like  the  smooth,  timeless  taste  of  a  Macanudo. 
That's  what  inspires  the  passion  that  makes 
Macanudo  America's  best-selling  premium  cigar. 


MACANUDC 

An  American  Passioi 


THE  BEST-SELLING   PREMIUM  CIGAR   IN  AMERI 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  V 


Wheels  by  Bill  Baker 


^  Swede  with  Speed 


T 


olvo  has  long  been  a  darling  with  social-responsi- 
bility advocates  in  Washington.  But  in  the  last 
five  years,  an  extreme  makeover  has  turned  the 
lish  safety  cubes  into  very  handsome  vehicles  that 
:  require  membership  in  the  Sierra  Club, 
ase  in  point:  the  Volvo  XC90  all-wheel-drive  sport 
y.  It's  the  largest,  best- selling  Volvo  in  the  fleet,  as 
is  the  best-selling  European-made  SUV  in  the  U.S. 
ntil  now,  the  XC90  engine  has  come  in  two  sizes: 
)r  6-cylinder  with  turbocharging.  But  Volvo's  U.S. 
:eting  recently  convinced  the  Goteborg  head  office 
a  V8  was  needed  to  compete  with  the  BMWs, 
:edes  and  Land  Rovers  cruising  Rodeo  Drive, 
he  wizards  at  Yamaha  said  that  they  could  conjure 
4.4-liter,  311  hp  DOHC  aluminum  V8  engine  that  is 
)act,  clean-running  and  thunders  like  Thor's  ham- 
The  engine  produces  a  sexy  rumble  that  suggests 
on  gas  gobbling,  but  we  got  a  satisfactory  17  mpg. 
new  six-speed  Geartronic  (you  can  shift  manually 
1  like)  automatic  transmission  and  A  WD  with  elec- 
c  traction  control  completes  the  package.  Asking  price: 
?5,  well-equipped,  www.volvo.com. 


CAUTION:  WINDING 
ROAD  AHEAD 

Nothing  could  go  better  with 
a  vintage  Aston  Martin  DB7 
than  a  pair  of  the  company's 
new  driving  gloves.  About 
$260.  www.astonmartin.com 


THE 

M0T0RSC00TER 
DIARIES 

Remember  that  summer  in 
Florence  20  years  ago, 
and  the  almond-eyed  beauty 
you  seduced  into  giving  you 
a  sunset  tour  of  the  city  on 
her  Vespa?  What?  Drawing 
a  blank?  Well,  the  lusty 
memories  should  come  rushing 
back  once  you  climb  aboard 
the  "new"  Vespa  PX  150 
Serie  America,  a  reissue  of 
the  classic  Italian  scooter  that 
became  a  romantic  legend 
worldwide.  Introduced  in  1977, 
the  PX  became  synonymous 
with  freedom  and  youth  and 
learn-as-you-go  small  engine 
repair;  two  million  copies 
were  sold.  The  new  PX 
will  look  precisely  as  it  does 
in  your  dreams,  but  will 
incorporate  new  technologies 
that  ensure  reliability. 
$4, 300.  www.  vespa usa.  com. 
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Jealousy  rears  its  ugly  head) 


It's  about  quality,  not  quantity.    •  Visitcrownroyal.com 

CROWN  ROYAL'IMPORTED  IN  THE  BOTTLE-BLENDED  CANADIAN  WHISKY«40%  ALCOHOL  BY  VOLUME  (80  PR0OF)»©2005  THE  CROWN  ROYAL  COMPANY.  STAMFORD.  CT 


Electronics  by  Thomas  Jackson 


Cell  Phones  You 
"an't  Have... Yet 

In  Japan  and  South  Korea,  the  future  is  already  here. 


I  I  e've  got  some  pretty  slick  phones  on  the 

II  American  market  today.  From  Motorola's  Razr 
*  to  Nokia's  art-deco-inspired  7280,  each  is  a 
etful  of  gadgets — camera,  MP3  player,  video  game 
ale  and  PDA — magically  converged  into  one  sleek 
age.  But  compared  to  their  Asian  counterparts,  our 
isets  look  a  bit  like  grandpa's  Automatic  Electric. 
:  Japanese  carrier  NTT  DoCoMo's  new  90  li  series. 
;e  wireless  hot  rods  are  capable  of  four-way  video- 
fencing  and  high-speed  mobile  Internet  surfing  (up 
4  kilobytes  per  second).  The  90ns  can  send  e-mail 
attachments  as  large  as  500  kilobytes.  They  can  act 
V  remote  controls  and  have  3-D  screens  with  up  to 
44  colors.  Each  model  has  at  least  a  two-megapixel 
:ra  and  miniature  "3-D  sound"  speakers.  One  even 

biometric  fingerprint  sensor  to  ensure  that  no  one 
ise  the  phone  but  its  owner,  and  three  of  the  five 
sis  come  with  a  nifty  function  called  FeliCa,  which 
les  the  90ii  to  serve  as  a  digital  wallet.  You  down- 
cash  into  the  phone's  guts,  then  simply  swipe  it  over 
iCa  reader  at  the  local  mini-mart.  Almost  anything 
rou  might  place  in  your  wallet — a  gym  membership 
rideo-store  card  or  tickets  to  a  concert — can  be  dig- 
i  on  a  FeliCa-enabled  handset.  Some  apartment  / 
lings  in  Tokyo  are  even  making  their  locks  com-  / 
ile.  Now  that's  convergence, 
here  are  a  few  reasons  why  we  don't  have 
les  like  the  90ii  here  in  the  U.S.A.  For  one,  a 
ile  device  is  only  as  advanced  as  the  network 
is  on,  and  our  networks  are  a  mess.  While 
apanese  and  South  Koreans  have  aggres- 
f  cleared  real  estate  on  the  wireless  spec- 

specifically  for  lightning-fast,  third- 
ration  systems  (3G),  our  FCC  has  taken 
»re  laissez-faire  approach  toward  the  big 


I'll  take  one  with 
everything:  the 
Sharp  SH901iC, 
available 
only  in  Japan. 
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SOUTH  BEACH 
DESIGNER  PENTHOUSE 

$15,000/month 

THIS  EXCEPTIONAL  COVETED  3/3, 
1,746  SQ  FT  UNIT  IS  LOCATED  IN  THE 
PRESTIGIOUS  SETAI,  A  PRIVATE, 
LUXURIOUS  FORTY-STORY  GLASS 
BUILDING  WITH  TROPICAL  GARDENS 
AND  SPARKLING  POOLS  AT  THE 
EDGE  OF  THE  ATLANTIC  OCEAN. 


FEATURING  DESIGNER  FURNITURE  W/ ART 
DECO  INFLUENCE,  ORIGINAL  VINTAGE  ART 
PRINTS,  TRAVERTINE  FLOOR,  MEDIA 
ROOM/BEDROOM  W/  PLASMA  TV  & 
SURROUND  SOUND,  BREATHTAKING  OCEAN 
&  CITY  VIEWS  FROM  2  OPEN  TERRACES, 
EUROPEAN  KITCHEN  W/  STATE-OF-THE-ART 
APPLIANCES  AND  LUXURIOUS  BLACK 
GRANITE  BATHS  W/  WHIRLPOOL  TUB. 

BUILDING  AMENITIES  INCLUDE  24  HR 
SECURITY,  5  STAR  HOTEL  SERVICES, 
SPA  &  WORLD  CLASS  FITNESS  CENTER, 
VALET  PARKING  AND  MUCH  MORE... 


For  more  information  please  contact 
Eloy  Carmenate  at  305.582.7179 
eloy@ivrrealty.com  I  www.ivrrealty.com 


1  e$ 

IL  VlLLAGGIO 

Realty.  !nc 


carriers'  use  of  bandwidth.  The  result  is  an 
electromagnetic  soup  where  our  existing 
second-generation  (2G)  networks  jockey 
for  position  with  UHF  channels,  digital  TV 
broadcasts,  emergency/medical  networks 
and  even  garage  door  openers'.  With  so 
much  clutter,  carriers  are  struggling  to 
find  space  for  3G  networks  similar  to 
DoCoMo's,  although  Verizon  has  cobbled 
together  a  semblance  of  one  in  32  cities. 
The  FCC  recently  announced  that  it  won't 
auction  space  for  true  3G  networks  until 
the  middle  of  2006.  Meanwhile,  DoCoMo 
is  already  mapping  out  a  staggeringly 
fast  4G  network  that  will  allow  users  to 
download  data  at  speeds  of  100  megabytes 
to  1  gigabyte  per  second. 

The  second  reason  is  simply  that 
American  consumers  may  not  covet  or 
need  cutting-edge  phones  as  much  as  their 
Asian  counterparts  do.  A  large  proportion 
of  the  Japanese  population  experienced  the 
Internet  for  the  first  time  when  DoCoMo 
launched  its  i-mode  service  in  1999,  and 
handsets  remain  their  most  popular  portal 
to  cyberspace.  In  this  country  we  tend  to  do 
our  surfing  on  "big  screens,"  which  gives 
us  less  incentive  to  exploit  our  phones' 
Internet  features.  As  of  Q3  2004,  wireless 
data  services — text  messaging,  Internet 
surfing,  etc. — accounted  for  8  percent  of 
Sprint  PCS's  average  revenue  per  user;  the 
American  industry  average  is  even  lower. 
DoCoMo's,  on  the  other  hand,  make  up 
almost  25  percent  of  average  revenue  per 
user.  In  addition,  Asian  consumers  tend  to 
place  a  higher  value  on  phones  as  high-tech 
fashion  accessories,  jumping  to  purchase 
the  latest  products  with  the  most  unique, 
experimental  functions.  Americans,  mean- 
while, tend  to  opt  for  value  and  reliability. 

To  wit,  it's  hard  to  imagine  Americans 
jumping  to  buy  a  product  like  Sanyo's 
Sonic  Speaker  phone.  Available  only  in 
Japan,  the  TS41  conveys  sound  to  its  user 
not  by  emitting  audible  waves  but  by  send- 
ing vibrations  to  the  cochlea  through  the 
bones  of  the  ear.  Whoa.  The  supposed  ad- 
vantage of  this  system  is  that  the  phone  can 
be  "heard"  in  the  loudest  of  places,  like  the 
cacophonous  floor  of  the  Tokyo  Stock 
Exchange.  In  South  Korea,  LG  has  taken 
niche  marketing  to  an  almost  absurd  level 
with  its  KP8400,  a  phone  with  a  built-in 
blood  glucose  meter,  designed  specifically 
for  diabetics.  But  one  Far  East  phone  fea- 


ture is  sure  to  be  embraced  by  Amer 
consumers  as  soon  as  they  can  get  it:  1 
vision.  Samsung  has  released  a  "swing- 
phone  in  South  Korea  called  the  SCH-B 
that  can  actually  pick  up  satellite 
broadcasts.  Not  streaming  video;  the 
thing.  LG  has  one  too,  a  clamshell  caj 
the  SB- 100.  In  this  country,  the  tech\ 
ogy  is  still  nascent.  Samsung  itself 
a  new  model  available  here  called 
MM-A700  that  can  stream  short  clips  f\ 
CNN  and  other  networks  at  15  fra| 
per  second  over  the  Sprint  PCS  netwt 
while  Qualcomm  plans  to  launch  a  sen 
in  2006  that  will  broadcast  up  to  15  en 
nels  of  live  programming,  along  with  m 
more  "clip-cast"  channels. 

Not  to  be  completely  outdone,  we 
leading  the  industry  on  a  few  fronts, 
push-to-talk  capability  of  Nextel  phone 
an  all-American  technology  already  ba 
exported  to  Europe  and  Asia.  And  the  r 
big  thing  here  is  a  generation  of  hyb 
phones  that  will  work  on  both  wide-a 
mobile  networks  and  within  Wi-Fi 
spots  using  a  technology  called  Voice  0 
Internet  Protocol  (VoIP).  With  onq 
these  devices,  a  user  will  be  able  to  talkc 
the  Net  from  a  Wi-Fi  hot  spot,  then  a 
a  conventional  mobile  digital  network  a 
where  else.  A  system  like  this  could  free 
desperately  needed  wireless  spectrum, 
abling  carriers  to  build  ubiquitous  wi 
area  digital  networks  with  3G  capabilit: 

One  of  the  coolest  new  foreign  gadg 
is  an  LG  model  with  an  ingenious,  w 
didn't-I-think-of-that  keypad  that  giveg 
individual  button  to  each  letter  of 
alphabet — without  expanding  the  phfl 
to  the  size  of  a  Blackberry  or  Treo.  1 
design's  marvel  is  that  it  spares  users 
cumbersome  task  of  triple-tapping  th 
phone's  number  keys  to  compose  e-m 
and  text  messages.  Instead,  it's  one  butt< 
one  letter.  This  is  the  kind  of  innovati 
that  could  get  America's  technophol 
masses  transmitting  data  like  mad 
makes  you  wonder,  what  will  those  cr 
South  Korean  inventors  think  of  ne 
But  wait.  The  company  that  created 
Fastap  keypad,  Digit  Wireless,  is  based 
Cambridge,  Massachusetts,  and  hea 
by  former  Apple  ergonomics  whiz  Dai 
Levy.  Right  now  the  design's  available  01 
in  Canada,  but  Digit  Wireless  is  world: 
hard  to  bring  it  home  to  the  States. 


Forbes  FYI  and  The  Washington  Design  Center   Invite  you  to 


A  Celebration  of  The  Good  Life 


The  CEO  Design  House 

April  1  to  June  25,  2005 

Monday-Friday,  10  a.m.-5  p.m.  and  Saturday,  10  a.m.-3  p.m. 

Be  inspired  at  Washington,  D.C's  premier  design  destination. Visit  The  CEO  Design  House  to  see,  feel  and  experience 
how  nine  world-class  designers  interpret  The  Good  Life.  And  be  sure  to  look  for  a  special  advertising  section  featuring 
The  CEO  Design  House  within  the  issue  of  Forbes  FYI  distributed  on  June  6,2005. 


The  Washington  Design  Center 

300  D  Street,  SW 
Washington,  D.C. 


For  more  information,  call  202-646-6118, 

or  visit  merchandisemart.com/dcdesigncenter 


KOHLER 


THE 
WASHINGTON 
DESIGN 
CENTER 


Real  Escapes  by  Margaret  Shakespeare 


You've  Got  Vail 

The  next  big  thing  from  AOL  founder  Steve  Case: 

a  private  club  of  vacation  homes  worldwide. 


)rive  through  the  gates  of  Punta  Ballena,  an 
exclusive  Los  Cabos  enclave.  Slip  into  the  court- 
yard of  your  villa.  A  fire  flickers  in  the  living- 
n  grate.  The  Sea  of  Cortez  ripples  in  the  moonlight, 
dent  staffers  steal  away  after  filling  your  kitchen  with 
dy  made  breads  and  tortillas,  laying  out  the  salsas  and 
ng  up  a  pitcher  of  margaritas.  Slip  between  crisp  white 
is  in  the  master  suite  and  drift  off.  No  worries  about 
duling  the  pool  guy  or  scrounging  for  breakfast:  The 
sekeeper  will  hand  you  a  steamy  eye-opening  mug 
re  your  morning  round  of  golf  at  Qyerencia,  and  have 
'os  rancheros  ready  on  your  return. 
io,  it's  not  your  imagination.  It's  what  America  Online 
ider  Steve  Case  imagines  is  the  next  wave 
ixury  travel.  As  the  new  majority  owner 
chairman  of  Exclusive  Resorts,  Case  has 
rht  up  or  built  up  more  than  300  private 
iences  like  Punta  Ballena  in  places  as 
rse  as  Vail;  Maui;  Jackson  Hole;  Devon, 
land;  and  Trump  International  Hotel 
Jew  York  City.  By  joining  Exclusive 
Drts'  luxury  residence  club,  you  can  stay 
ich  and  every  one  of  them.  "It's  about 
ce,  control  and  convenience,"  Case  says. 
:  obsess  about  making  our  members 
3y,  have  advisors  to  help  them  decide 
re  to  go  and  how  they  want  their  service 
onalized.  We  know  they  want  space  to 
ad  out  and  be  with  family  and  friends. 
:king  the  kitchen  or  booking  a  reliable 
/sitter  is  our  problem,  not  theirs." 
Exclusive  Resorts  charges  a  one-time  mem- 
hip fee  of SJ75, 000,  which  is  80  percent  refundable  if  you 
bdraw.  Annual  dues  are:  $15,000,  $20,000  or  $25,000, 
nding  on  usage  plan  (jo,  45  or  60  days).  For  more  infor- 
ion:  (800)  44J-8988,  www.  exclusiveresorts.com.  • 


All  yours:  a  cozy  four-bedroom  with  a  view  in  Beaver  Creek,  Colorado. 


FORBES  FY  I  55 


FLEMING'S  PRIME  STEAKHOUSE  &  WINE  BAR 

Discover  100  wines  by  the  glass  and  the  finest  prime  steaks 
in  an  atmosphere  that's  gracious  and  lively. 


WHERE  EVENINGS  OUT  BECOME  MEMORABLE  TIMES. 


Austin  Baltimore  Baton  Rouge  Birmingham  Boston  Cleveland  Coral  Gables  Denver  Edgewater  El  Segundo 
Houston  Las  Vegas  '  Naples  Nashville  '  Newport  Beach  Omaha  Phoenix  Rancho  Mirage  Richmond  St.  Louis 
Salt  Lake  City    San  Diego    Sarasota    Tampa    Tucson    Tulsa    Tysons  Corner    Winter  Park  flemingssteakhouse.com 


J 


Wine  &  Spirits  by  Richard  Nalley 


White  Wine  From 

a  Black  Sheep 

Pinot  Gris  makes  the  Pinot  family  proud. 


hardonnay  may  be  the  human  race's  default  set- 
ting for  "white  wine,"  but  it  is  certainly  not  the 
^  only — and  maybe  not  even  the  best — option  on 
menu.  Just  for  the  sake  of  switching  things  up,  you 
ht  consider  auditioning  a  wine  that  isn't  rich,  oaky, 
ery  or  sweet.  Maybe  a  wine  with  a  little  spice  to  it  and 
t  of  crispness?  One  that  transmits  juicy,  straight-ahead 
srs  like  peach,  melon  and  citrus  without  a  cloy  in  a 
leful?  Pinot  Gris — or  its  wayward  Italian  sibling, 
>t  Grigio  (same  grape,  different  name) — just  might  be 
■  next  white-wine  love  affair. 

Vhat  Pinot  Gris  lacks  in  marquee  value,  it  makes  up 
n  sheer  agreeableness.  In  the  Pacific  Northwest,  Pinot 
» is  renowned  as  the  dream  match  for  the  oily  richness 
dmon.  In  Alsace,  it  is  a  go-to  wine  with  smoky  pork 
ps,  sausage  and  choucroute.  In  northeastern  Italy, 
re  most  of  the  fine  Pinot  Grigio  hails  from  (yes,  damn 
here  is  fine  Pinot  Grigio),  the  wine  hits  the  table 
igside  nearly  everything  ending  in  "o,"  from  risotto 
irosciutto,  though  probably  not  stinco  (braised  veal 
iks).  The  question  is  why  this  lovely  wine  doesn't 
ear  on  more  American  tables  more  often,  except  in 
alandest,  "pizza  white"  versions  of  Pinot  Grigio.  You'd 
ik  we  were  confused  about  what  Pinot  Gris  actually 
ind  we  probably  are. 

3inot  Gris  (pronounced  "gree")  is  the  black  sheep,  or 
ivay,  the  purple-brown  sheep,  of  one  of  the  grape 
Id's  most  noble  families.  It  is  not  just  related  to  the 
sured  Burgundian  red,  Pinot  Noir,  it  sometimes  pops 
side  by  side  with  it  on  the  same  bunch  of  grapes, 
sc  Pinots  (so-called  because  of  the  "pinecone"  shape 
leir  clusters)  are  a  pretty  eccentric  group  of  fruits. 
Hie  fundamental  fact  is  that  the  family  patriarch, 
3t  Noir,  is  notoriously  unstable — not  in  an  Ozzy 
>ourne  sense,  but  because  it  is  so  promiscuous 
reducing  mutations.  The  Pinot  Gris,  now  lovingly 
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cultivated  on  its  own,  began  as  one  such 
"sport"  (to  use  the  breezy  scientific  term) 
of  Pinot  Noir.  It  is  a  happy  accident  that 
keeps  on  happening. 

Not  that  everyone  is  completely  over- 
joyed. Back  home  in  Burgundy,  the  grape 
was  traditionally  used  as  "Pinot  Noir 
Helper"  to  add  richness  to  a  feeble  vintage 
of  Pinot  Noir  or  to  soften  an  overly  rough 
one.  While  still  legally  allowed,  that  sort 
of  thing  is  frowned  upon  these  days. 
Burgundy's  growers  have  relegated  Pinot 
Gris  to  the  fringes — all  but  run  it  out  of 
town,  really — in  favor  of  its  oak-loving 
cousin,  Chardonnay  (a  cross  of  Pinot  Noir 
and  something  called  Gouais  Blanc). 

While  Chardonnay  grew  to  fame  as 
"white  Burgundy,"  Pinot  Gris  began  turn- 
ing up  in  odd  corners  of  the  wine  world 
under  murky  aliases:  In  France  alone,  Pinot 
Gris  is  also  known  as  Tokay  d'Alsace,  Pinot 
Beurot  in  Burgundy  and  Malvoisie  in  the 
Loire.  The  Germans  know  it  as  Rulander, 
except  when  they  label  it  Grauburgunder. 
You  don't  even  want  to  know  what  the 
Hungarians  call  it. 

But  the  important  piece  of  news  here  is 
not  so  much  that  Pinot  Gris  has  an  inter- 
national identity  crisis,  but  that,  purely  on 
its  own  merits,  the  grape  has  come  to  be 
cherished  by  wineries  from  New  Zealand  to 
Napa  Valley.  Pinot  Gris  is  a  lot  of  things  to 
a  lot  of  people,  not  all  of  them  good.  In 
warmer  regions — including  those  in  most 
of  central  and  southern  Italy — the  grape  is 


SIX  GREAT  PINOT  GRIS  IN  A  RICH,  FULL-BODIED  STYLE 

Domaine  Zind-Humbrecht  2002  Tokay  Pinot  Gris, 

Herrenweg  de  Turckheim  (Alsace) !  $42 
Domaine  Weinbach  2002  "Cuvee  Laurence" 

Tokay  Pinot  Gris  (Alsace)  I  $73* 
Josmeyer  1995  Pinot  Gris,  Selection  des  Grains 

Nobles  (Alsace)  I  $140* 
Tenuta  Kofererhof  2003  Pinot  Grigio 

(Alto  Adige)  I  $22 
Etude  2003  Pinot  Gris,  Carneros  (Napa  Valley)  I  $22 
Tramin  2003  Pinot  Grigio  "Unterebner" 

(Sudtirol-Alto  Adige)  I  $30 

*  sweet/dessert  styles 


SIX  GREAT  PINOT  GRIS  IN  A  MEDIUM-BODIED  STYLE 

Marc  Kreydenweiss  2002  Tokay  Pinot  Gris, 

Lerchenberg  (Alsace)  I  $24 
Ponzi  2003  Pinot  Gris  (Willamette  Valley)  I  $15 
Eyrie  2002  Pinot  Gris  (Willamette  Valley)  I  $16 
di  Leonardo  2003  Pinot  Grigio  (Friuli)  I  $10 
Tiefenbrunner  2003  Pinot  Grigio  (Stidtirol)  I  $14 
Palliser  Estate  2003  Pinot  Gris 

(Martinborough/New  Zealand)  I  $19 


picked  early  with  an  eye  toward  keeping  its 
acidity  up,  and  produces  a  relatively  neu- 
tral-flavored grape  whose  chief  claim  to  our 
affections  is  the  crispness  of  its  wine.  But  in 
places  where  the  grape  aspires  to  greater 
things,  Pinot  Gris  nearly  always  develops  a 
more  substantial  weight,  a  touch  of  unctu- 
ousness.  You  don't  quaff  this  stuff:  It  pro- 
vides a  more  languorous  sensual  payback. 

One  thing  Pinot  Gris  is  not,  anywhere, 
is  Pinot  Noir-like.  For  reasons  unclear  to 
modern  science,  Pinot  Gris  differentiates 
itself  by  changing  a  different  color  (some- 
where between  pale  brown  and  medium 
purple)  when  ripening  side  by  side  with 
Pinot  Noir,  and  also  develops  its  own  dis- 
tinctive flavor  and  texture.  Pinot  Gris  does 
share  certain  Pinot  family  traits,  however, 
including  up-and-down  yields,  instant 
blandification  when  it's  overcropped  and  a 
hypersensitivity  to  where  it's  planted. 

Couple  this  with  the  grape's  prima  donna 
temperature  demands — warm  though  not- 
too-warm  days  to  ripen  up,  but  with  cool 
nights  to  keep  acidity  from  respiring  out — 
and  you  begin  to  see  why  making  great 
Pinot  Gris  takes  a  special  calling.  Even  in 
places  where  it's  a  good  fit,  like  Alsace, 
Friuli,  Trentino-Alto  Adige  and  Oregon's 
Willamette  Valley,  the  wine  involves  plenty 
of  risk  and  offers  uncertain  reward.  Devote 
the  same  amount  of  care  to  Pinot  Noir,  for 
instance,  and  you  can  effortlessly  charge  $50 
to  $100  a  bottie.  But  unless  you  are  Domaine 
Zind-Humbrecht,  Domaine  Weinbach  or 

 ^    a  handful  of  other  top  Alsatian 

producers,  that  level  of  retail  pric- 
ing is  a  hard  sell  with  Pinot  Gris. 

And  unlike  Chardonnay,  fine 
Pinot  Gris  is  not  "a  winemaker's 
wine"  that  can  make  up  with 
cellar  cosmetics  (like  aging  in 
charred  oak  barrels  and  secondary 
fermentations)  what  it  lacks  com- 
ing in  from  the  vineyard.  Some 
wineries  more  or  less  successfully 
give  Pinot  Gris  oak  treatment, 
but  it  works  best  as  a  light  touch, 
an  accent  that  doesn't  bury  the 
wine's  fruit  character.  Others 
cold-ferment  the  wine  in  stainless 
steel  to  lock  in  that  fruitiness, 
which  either  helps  bump  up  its 
melon,  citrus,  peach/pear  flavors 
or  turns  the  wine  into  something 
that  tastes  like  fruit  cocktail. 


In  all  the  best  Pinot  Gris,  whether 
duced  as  an  Alsatian  dessert  wine  or  a 
table  wine  from  the  foothills  of  the  It 
Alps,  the  grape  itself  has  the  mojo  t< 
the  star.  Great  Pinot  Gris  is,  in  that  sej 
very  much  a  purist's  wine.  "Anyone 
plays  games  with  it  is  trying  to  make  it 
something  it's  not,"  states  David  Let 
Oregon's  Eyrie  Vineyards,  the  pior 
Pinot  Gris  producer  in  the  United  Sta 

The  fact  that  Eyrie's  first  Pinot 
vintage  was  1970  and  came  from  a  t 
unknown  boondocks  of  the  wine  w< 
shows  how  novel  an  idea  this  grape  i 
American  drinkers.  (In  1992,  "Pinot  Gri, 
wasn't  considered  a  "regional  varietal."] 

Pinot  Gris/Grigio  is  not  only  rec 
nized  now,  but  depending  on  how 
measure  hotness,  it  may  even  be  Hot!  1 
Hot!  In  California,  acreage  planted  to  P 
Gris/Grigio  has  more  than  doubled  si 
2001,  which  could  be  taken  as  a  referenc 
on  the  waning  popularity  of  Chardonr 
It  could,  that  is,  except  that  Califo 
Chardonnay  is  as  popular  as  ever,  and  at 
current  pace  it  would  take,  well,  let's  just 
a  really  long  time  before  Pinot  Gris'  5, 
acres  catches  up  to  Chardonnay's  98,0) 
California  has  also  managed  to  imp 
some  of  the  grape's  Old  World  confusi 
factor,  since  the  state's  wineries  tend 
label  bottles  "Pinot  Grigio"  or  "Pinot  G 
based  on  whim  rather  than  wine  style, 
most  California  wineries  tend  to  mal^ 
pretty  rich  version  of  the  wine. 

Up  in  chilly  Oregon,  where  they  use 
name  "Pinot  Gris,"  the  grape  has  becoi 
the  state's  signature  white  wine.  At  1,8 
acres,  Pinot  Gris  covers  almost  twice 
much  vineyard  land  there  as  Chardonn 
much  of  the  best  in  the  Willamette  Val 
south  of  Portland.  In  the  state  where  Dai 
Lett  once  maintained  a  lonely  vigil  th 
are  now  more  than  90  wineries  mak 
Pinot  Gris.  Though  these  wines  are  sty 
tically  all  over  the  map,  many  of  the  b 
Oregon  Pinot  Gris  have  settled  happ 
into  a  niche  somewhere  between  the  fi 
bodied,  powerful  style  of  Alsace  and 
lighter  wines  of  central  Italy. 

Wherever  it  is  made,  the  point  i 
let  the  essence  of  Pinot  Gris — flavor! 
juicy  and  seductively  easy  to  sip — s 
through.  Once  American  wine  lovers  f 
ure  out  what  that  essence  is,  chances 
that  we'll  take  a  shine  to  it,  too.  • 
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Each  of  us  is  born  with  a  unique  bone  structure. 

The  same  is  true  of  great  sports  cars. 


Genetic  heritage  is  what  defines  us  as  individuals.  Beautiful,  with  a  unique 
lightweight  aerospace  aluminium  structure,  the  DB9  is  a  thoroughbred 
sports  car;  proving  that  beauty  is  far  more  than  just  skin  deep. 

2005  Robb  Report  Car  of  the  Year 


ASTON  MARTI 


Power,  Beauty  and  Soull 


Scottsdale  Aston  Martin 

Phoenix  •  AZ 
Telephone:  (480)  538-6800 
Contact:  Stan  Briggs 

Aston  Martin  of  Beverly  Hills 

Beverly  Hills  •  CA 
Telephone:  (310)  659-4050 
Contact:  Tim  O'Hara 

Aston  Martin  Marin 

Corte  Madera  ■  CA 
Telephone:  (415)  496-2100 
Contact:  Steve  Cana 

Bauer  Aston  Martin 

Sa'nta  Ana  ■  CA 
Telephone:  (714)  953-4800 
Contact:  Matthew  Thomas 

Cole  European 

Walnut  Creen  •  CA 
Telephone:  (925)  935-2653 
Contact:  Martv  Henson 

Cush  Aston  Martin 
San  Diego  •  CA 
Telephone:  (858)  54 1 -0200 
Contact:  Kellie  Burns 


Desert  European 

Rancho  Mirage  ■  CA 
Telephone:  (760)  773-5000 
Contact:  Austin  Lewis 

Galpin  Aston  Martin 

Van  Nuys  ■  CA 
Telephone:  (818)894-3800 
Contact:  JoeVanDeVeere 

Aston  Martin  Silicon  Valley 

Los  Gatos  ■  CA 
Telephone:  (408)  354  4000 
Contact:  Mark  Reeve 

Sill-TerHar 

Broomfield  •  CO 
Telephone:  (303)  469-1801 
Contact:  Jeremy  Child 

Miller  Motorcars 
Greenwich  ■  CT 
Telephone:  (203)  629-4726 
Contact:  Cyndi  Koppelman 

Aston  Martin  ofTampa 

Tampa  •  FL 

Telephone:  (813)  371-8200 
Contact:  Tom  Heinz 


Aston  Martin  Palm  Beach 

West  Palm  Beach  •  FL 
Telephone:  (561)  659-6206 
Contact:  Patricia  Romeo 

Aston  Martin  Naples 

Naples  ■  FL 

Telephone:  (239)  263-6070 
Contact:  Ken  Hansen 

The  Collection 

Coral  Gables  •  FL 
Telephone:  (305)  444-5555 
Contact:  George  Jaile 

Aston  Martin  of  Atlanta 

Roswell  •  GA 
Telephone:  (678)  802-5007 
Contact:  Craig  Forbes 

Lake  Forest  Sportscars 

Lake  Bluff  •  IL 
Telephone:  (847)  295-6560 
Contact:  Ashley  Misner 

Aston  Martin  of  New  England 

Waltham  •  MA 
Telephone:  (781)  547-5959 
Contact:  Pat  Roussel 


Aston  Martin  ofTroy 

Troy  ■  Ml 

Telephone:  (248)  643-6900 
Contact:  Joe  Fortuna 

Moore  Aston  Martin 

St.  Louis  •  MO 
Telephone:  (636)  394-0900 
Contact:  Ted  Dickey 

Gaudin  Aston  Martin 

Las  Vegas  •  NV 
Telephone:  (702)  284-7000 
Contact:  liana  Vann 

Foreign  Cars  Aston  Martin 

Greensboro  •  NC 
Telephone:  (336)  294-0200 
Contact:  Trent  Conrad 

F.C.  Kerbeck  Aston  Martin 

Palmyra  ■  NJ 
Telephone:  (856)  829-8200 
Contact:  Joe  Innaurato 

Ray  Catena  Aston  Martin 

Edison  ■  NJ 

Telephone:  (732)  205-9000 
Contact:  Peter  Klein 


Midwestern  Auto 

Dublin  •  OH 

Telephone:  (614)889-2571 
Contact:  Mike  Finneran 

Bobby  Rahal  Aston  Martin 

Wexford  •  PA 
Telephone:  (724)  940-3530 
Contact:  Mark  Harnden 

Aston  Martin  of  Dallas 

Dallas  -TX 

Telephone:  (214)  522-1007 
Contact:  Kurt  Fegraeus 

Star  Motor  Cars 

Houston  ■  TX 
Telephone:  (713)868-6800 
Contact:  Richard  Wahl 

Aston  Martin  Tysons 

Vienna  ■  VA 

Telephone:  (703)  442-8200 
Contact:  Phillip  Jones 

Aston  Martin  Seattle 

Seattle  •  WA 
Telephone:  (866)  855-8446 
Contact:  Michael  De  O'Campo 


Decarie  Motors 

Montreal.  Oue,bec  ■  C 
Telephone:  (514)  334  ! 
Contact:  Cheryl  Bias 

Aston  Martin  of  Ontaril 

Toronto.  Ontario  ■  Canal 
Telephone:  (416)  530-181 
Contact:  Leo  Rubino  I 

MCL  Motor  Cars 
Vancouver,  BC  •  Canada 
Telephone:  (604)  738-55] 
Contact:  Herb  Mills 


vw.astonmartin.com 


Collecting  by  Lorraine  Cademartori 


While  My  Guitar 
Gently  Reaps 

Mintage  guitars  are  making  a  lot 

of  noise  in  the  collectibles  market. 


1 

here  are  few  images  more  iconographic  in  Amer- 
ican popular  culture  than  a  musician  with  his  gui- 
tar. To  baby  boomers  especially,  the  steel-stringed 
•ument  symbolizes  those  carefree  days  when  six 
ths'  allowance  could  buy  a  lifetime  of  musical  fun  in 
brm  of  a  knockabout  guitar.  So  it  came  as  a  bit  of  a 
k  when,  last  December,  Christie's  auction  house  in 
'  York  sold  the  late  Beatle  George  Harrison's  guitar 
ist  under  $600,000;  at  another  Christie's  auction  ear- 
n  the  year,  "Blackie,"  Eric  Clapton's  favorite  Fender 
tocaster  from  the  1970s,  sold  for  almost  $1  million. 
Collectibles  with  celebrity  cachet  are  nothing  new. 
these  sales  drew  attention  to  the  value  of  all 
ities  of  fretted  instruments.  "Guitars  had 
1  overlooked  in  the  auction  market  [for 
g  time],"  says  Kerry  Keane,  Christie's 
irtment  head  for  musical  instru-  A 
ts.  "But  we've  seen  an  increased 
'est  in  them  in  the  last  15  years." 
/lost  in  the  field  concede  that  the 
>r  reason  vintage  guitars  are  so 
ht  after  is  that  the  instrument  was 
:cted  in  the  mid-20th  century,  no 
t  sound  or  design  improvements 
forthcoming.  "The  golden  era  in 
irican  guitar-making  [was]  the  1930s 
'40s,  then  the  1950s  and  1960s  for  the 
:rics,"  says  Keane.  "It  hasn't  gotten  any 
tr,  and  it's  not  going  to.  Just  as  musicians 
lor  for  17th-  and  18th-century  Italian  cellos,  100 


The  asking 
price  of  this 
early  D'Angelico 
archtop  guitar: 
approximately 
$100,000. 


years  from  now  they'll  be  clamoring  for 
mid-20th-cenrury  American  guitars." 

Serious  musicians  and  aficionados,  as 
well  as  boomers  prone  to  playing  air  gui- 
tar when  no  one's  looking,  have  realized 
that  a  guitar's  appeal  only  grows  over  time. 
This  translates  to  good  investment  strat- 
egy. "We  have  never  seen  the  prices  grow 
as  quickly  as  [in]  the  last  three  or  four 
years;  we're  shocked  every  couple  of  weeks 
when  we  hear  about  something  being  of- 
fered at  a  price  that's  so  much  higher  than 
what  we  thought  the  price  [should  be]," 
says  Stan  Jay  of  Mandolin  Brothers,  Ltd., 
in  Staten  Island,  New  York.  For  example, 
a  1959  Fender  Sunburst  Stratocaster  with 
a  slab  fingerboard  initially  would  have 
cost  about  $250,  but  by  1997,  it  was  fetch- 
ing between  $8,000  and  $9,000.  Now,  says 
Jay,  you'd  have  to  ante  up  to  $17,000  for 
the  same  guitar. 

Guitar  collecting  has  also  been  helped 
along  by  recent  unpredictability  in  the 
stock  market.  When  your  portfolio  flat- 
lines,  any  investment,  however  unconven- 
tional, starts  looking  good.  "I  really  got 
into  it  when  the  market  was  taking  a 
big  hit.  [I  thought]  that  guitars  might 
be  a  more  sheltered  or  protected  invest- 
ment, and  particularly  for  the  true  vintage 
ones,  that  has  been  the  case,"  notes  Tom 
Kaney,  a  senior  executive  with  Glaxo- 
SmithKline  in  Philadelphia.  Kaney  has 
a  collection  of  62  guitars,  split  between 
electrics  and  acoustics  and  covering  an- 
tique, exotic,  custom-made  and  contem- 
porary styles.  "It's  a  balanced  portfolio,"  he 
says,  chuckling. 

So  what  constitutes  a  "vintage"  guitar? 

Pulling  Strings 

Information  for  nascent  guitar 
collectors  can  be  found  at: 

Vintage  Guita;  magazine  or 

its  website,  www.vintageguitar.com. 

Mandolin  Brothers,  Ltd.,  Staten 
Island,  New  York;  (718)  981-8585, 
www.mandolinbrothers.com;  also 
through  its  "Vintage  News"  newsletter. 

Matt  Umanov  Guitars,  New  York; 

(212)675-2157, 

www.umanovguitars.com. 

Fender  Musical  Instruments  Corp., 
Scottsdale,  AZ;  (480)  596-9690, 
www.fender.com. 

uitar  Corp..  Nashville; 
(800)  4GIBS0N,  www.gibson.com. 


To  Stan  Jay,  "vintage"  means  an  instrument 
"from  a  good  period  in  which  materials  or 
techniques  were  used  that  were  no  longer 
used  after  that  time,  or  [one  that  dates  be- 
fore] a  major  change  in  a  company  that 
built  it."  For  example,  when  Leo  Fender, 
inventor  of  the  modern  electric  guitar,  sold 
Fender  Musical  Instruments  to  CBS  in 
1965,  his  departure  from  the  company  was 
seen  by  some  as  its  death  knell.  Today,  pre- 
CBS  Fender  Telecasters  (descended  from 
the  original  Broadcaster)  and  Stratocasters 
remain  hugely  in  demand,  with  asking 
prices  well  into  five  figures. 

A  similar  shift  happened  to  C.F. 
Martin  &Co.  of  Nazareth,  Pennsylvania, 
maker  of  the  D-28,  probably  the  most 
popular  acoustic  guitar  of  all  time.  Martin 
hasn't  been  able  to  use  Brazilian  rosewood 
as  the  standard  wood  on  its  guitars  since 
1969,  and  although  the  company's  output 
increased  substantially  in  the  1970s,  many 
guitar  collectors  view  Martins  from  that 
transitional  era  as  relatively  inferior. 

Fender,  Gibson,  Gretsch,  Guild  and 
Martin  are  often  named  as  the  standout 
American  brands,  and  each  manufacturer 
has  an  era  agreed  upon  by  collectors  as  its 
best.  But  make  is  only  one  factor  in  deter- 
mining a  guitar's  worth:  Others  are  pro- 
venance or  chain  of  ownership,  rarity, 
condition  and  whether  a  certain  model  is 
in  fashion.  For  instance,  electric  guitar 
fans  see  a  Gibson  Les  Paul  Standard  from 
the  late  1950s  as  the  Holy  Grail.  They 
originally  sold  for  about  $265,  but  "I  can 
remember  when  they  were  worth  $60,000, 
then  $35,000,  then  $250,000,"  says  Keane. 
Their  rarity  translates  to  desirability — 
only  about  1,500  were  made  from  1958 
through  i960.  But  vintage  Les  Pauls  also 
reflect  the  last  big  technological  advance: 
two  rows  ot  humbucking  pickups.  And  of 
course,  there's  the  look.  The  maple  top 
and  beautiful  cherry  sunburst  finish  makes 
a  Les  Paul  one  of  the  quintessential  cool- 
looking  guitars. 

Rarity  is  what  also  drives  the  demand 
for  D'Angelico  guitars.  John  D'Angelico 
was  an  Italian  violin-maker  who  moved  to 
New  York  and  handcrafted  1,164  guitars 
between  1932  and  1964.  Today  his  guitars 
can  sell  for  as  much  as  $75,000  at  auction 
and  are  considered  the  ne  plus  ultra  of 
"archtop"  guitars. 

What  collectors  are  not  seeking  out  is 


a  guitar  with  nonoriginal  parts,  regarc 
of  vintage.  But  musicians  are  notoriou 
noodling  with  their  guitars  to  achieve 
tain  effects,  so  neophyte  collectors  sh< 
be  careful.  "The  most  important  thir 
to  trust  the  person  you're  buying  it  frc  $ 
notes  Matt  Umanov,  owner  of  the  epq 
mous  guitar  store  in  New  York.  For  a 
Mandolin  Brothers  offers  written 
site  appraisals,  which  vet  an  instrumg 
structural  integrity  and  make  note  of] 
repairs  that  need  to  be  made.  First-tirj 
might  seek  out  the  high-profile  qua 
pieces  like  a  Gibson  ES-335  or  a  1930s 
Martin  D-28,  both  familiar  in  the  n| 
ketplace  and  easily  identifiable.  But  col 
terfeits  are  out  there,  according  to  Gib! 
chairman  and  CEO  Henry  Juszkiew 
"Because  instruments  haven't  been  trea 
as  art  per  se,  the  same  sort  of  infrastij 
ture  that  maintains  an  artwork's  integ 
doesn't  exist."  The  best  way  of  establj 
ing  authenticity,  he  says,  is  through  1 
chain  of  ownership  or  custody. 

Of  course,  to  every  rule  there  are 
ceptions,  like  Clapton's  "Blackie,"  wbj 
the  guitarist  customized  without  I 
apparent  negative  impact  on  its  vail 
And  that's  where  the  desire  to  emulate 
idol  comes  into  play.  "Every  guitar  I  a 
bought  was  because  someone  I  admi; 
played  it,"  says  Keane.  "It  wasn't  unn 
was  40  that  I  could  afford  to  buy  an 
Martin  because  Stephen  Stills  plaj 
one.  Eric  Clapton  was  the  same  way.  1 
bought  his  first  Les  Paul  after  seei 
[Texas  blues  legend]  Freddie  King's  U 
Hide  Away  and  Dance  Away"  which  she 
King  playing  a  gold-top. 

Unlike,  say,  a  Ming  vase,  vintage  g] 
tars  are  the  kind  of  expensive  collectib 
you  can  play  with  without  fear  of  nan 
ing  them,  or  their  value.  Guitars  simj 
sound  better  over  time  as  wood  ages.  fi 
there's  the  rub.  Notes  vintage  special 
Scott  Terry  of  Augusta,  Georgia,  "Tf 
hardest  part  of  investing  in  guitars 
knowing  that  to  yield  the  dividends,  y> 
will  one  day  have  to  give  up  the  pieces  tU 
vou  have  grown  to  love." 

That's  easier  said  than  done.  Some  co 
lectors  might  find  themselves  cashing 
on  even  more  valuable  investments  befc 
turning  to  their  beloved  guitars.  After  a 
notes  Henry  Juszkiewicz,  "You  can't  rea 
play  an  etching."  • 
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fhe  Granddaddy  of  all  ETFs. 

ice  their  launch  in  1993,  exchange  traded  funds  (ETFs)  have  become  one  of  the  world's  fastest  growing  investments. 
II  started  with  Spiders  (SPY),  the  first  of  the  species.  As  powerful  as  ever,  Spiders  still  have  the  highest  market  value 
long  the  more  than  140  ETFs  that  exist  today.  Each  Spider  puts  the  strength  of  the  entire  S&P  500  to  work  in  your 
rtfolio.  That's  500  of  America's  leading  companies  in  every  share.  Spiders  are  tax-efficient  and  have  low 
inagement  fees?  Like  stocks,  they  can  be  traded  all  day  long,  and  of  course,  Spiders  are  subject  to  similar  risks, 
is  granddaddy's  been  around,  but  can  still  add  some  muscle  to  any  portfolio.  www.SPDR.com. Ticker  symbol 
nex:SPY.The  entire  S&P  500  in  every  share. 
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-i  investor  should  consider  investment  objectives,  risks,  charges  and  expenses  of  the  investment  company  carefully 
fore  investing.  To  obtain  a  prospectus,  which  contains  this  and  other  information,  go  to  www.SPDR.com  or  call 
300-THE  AMEX.  Please  read  the  prospectus  carefully  before  investing.  *Usual  brokerage  commission  applies. 

ice  inception  in  1993,  the  SPDR  Trust  has  distributed  only  $0.16  in  short  and  long-term  capital  gains.  S&.P  500*  and  SPDR"  are  trademarks  of 
e  McGraw-Hill  Companies,  Inc.,  licensed  for  use  by  PDR  Services  LLC  and  American  Stock  Exchange  LLC.  SPDRs  are  not  sponsored,  endorsed,  sold  or 
moted  by  Standard  6k  Poor's  and  S&P  makes  no  representation  regarding  the  advisability  of  investing  in  SPDRs.  ©2005  American  Stock  Exchange  LLC 
PS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  SPDR  Trust,  a  unit  investment  trust. 


Sports  by  Brian  Alexander 


Bike  Like  Mike 

Michael  Jordan  is  motorcycle  racings 

newest  (and  richest)  impresario.  All  he 
has  to  do  now  is  find  the  winners  circle. 


■  ver  the  years  I've  seen  basketball  icon  Michael 
W  Jordan's  face  and  logo  on  T-shirts  worn  by 
^  natives  in  Asian  jungles,  on  TV  commercials  in 
zil  and  in  office  buildings  in  Greece.  Still,  I  was  sur- 
ed  last  summer  to  see  a  tractor  trailer  painted  with 
lan's  familiar  "Jumpman"  logo  parked  in  the  infield  at 
zda  Raceway  Laguna  Seca  near  Monterey,  California, 
mall  team  of  mechanics  scurried  around 
truck,  working  on  a  couple  of  sleek  racing 
:orcycles  painted  in  flowery  Carolina  Blue. 
:ir  clothes  were  also  uniformly  emblazoned 

1  the  Jumpman,  a  logo  unfamiliar  to  racing. 
Vlichael  Jordan  and  motor  sports?  Was  His 
ness  attempting  to  conquer  another  new 
itory  outside  of  basketball?  You  recall  his  ill— 
d  shot  at  pro  baseball.  And  then  there  was  the 

2  he  threatened  to  try  qualifying  for  the  PGA 
ir.  Was  the  next  stop  motorcycle  road  racing? 
^ot  exactly.  Jordan  is  not  actually  riding. 
s  playing  the  role  of  motor  sports  impresario 
le  at  the  same  time  promoting  his  product 
.  But  unlike,  say,  Pfizer's  NASCAR  involve- 
lt,  which  was  presumably  part  of  an  intricate 
Dorate  strategy,  Jordan  is  something  of  an 
dental  sponsor. 

^ike  a  lot  of  motorcycle  stories,  this  one  be- 
5  in  a  gas  station.  James  Casmay  and  a  few 
er  Chicago-area  bikers  were  out  for  a  ride  in 
spring  of  2003  when  Jordan,  a  motorcycle  enthusi- 
rolled  up.  Says  Casmay:  "One  of  the  guys  went  up 
started  talking  to  Mike  and  said,  'If  you  want  to  go 
ng,  here's  my  card,  give  us  a  call.'" 
fordan  called.  Through  Casmay  and  his  friends,  Jordan 
:  Montez  Stewart,  an  African-American  motorcycle 
:r  on  the  local  club  circuit.  "We  had  no  intentions 
tarting  a  race  team,"  recalls  Casmay,  who  was  run- 
g  a  small  investment  company  at  the  time.  "But  after 


Montez  Stewart 
looking  good 
in  Carolina  Blue. 
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EXTRA 
POINTS 


CORPORATE  IMPACT 

•  Are  there  days  when  you  think 
there's  just  no  relief  from  your 
company's  incompetence 
and  unreasonable  demands? 
Well,  if  you're  willing  to  take 

the  short  view,  there  is.  This  desktop 
speed  bag  is  made  by  legendary 
boxing  outfitter  Everlast.  It  features  a 
tough  leather  bag  anchored  to  a 
sturdy  steel-spring  construction.  The 
company  boasts  that  it  "installs 
in  seconds,"  meaning  that  you  slap  its 
huge  suction  plate  on  your  desk  and 
pound  away.  The  perfect  end  to  a  staff 
meeting.  $25.  www.everlast.com. 

SOME  DISTANT  BACKWATER 

•  So  you've  reached  the  top  of 
Mount  Katahdin,  but  you're 
collapsing  from  thirst  instead 
of  enjoying  the  view.  If  only 
you'd  started  your  hike  by 
strapping  on  the  Nalgene 
Aspect  3.0XR  hydration 
pack  Made  of  taste-  and  smell-resistant 
CXC  polymer,  the  Aspect  3.0XR's 
three  liter  reservoir  has  a  connecting 
hose  for  easy  drinking,  and  its  cap 
opening  is  wide  enough  for  ice  cubes, 
which  also  makes  it  simple  to  clean.  Made 
of  durable  and  water-resistant  nylon, 
the  pack  itself  features  plenty  of  room 
for  food  and  supplies,  as  well  as  a  fleece- 
lined  pocket  to  baby  your  sunglasses. 
$100.  www.nalgene-outdoor.com. 


introducing  Montez  to  Mike,  we  said, 
you  know,  this  is  fun  on  the  streets,  but 
it's  more  tun  on  the  track."  So  the  group 
rented  a  track  for  a  day.  Jordan,  enthralled, 
asked  if  there  was  anything  he  could  do 
to  boost  Stewart's  racing  career. 

This  was  a  little  like  David  O.  Selznick 
asking  a  Cedar  Rapids  community-theater 
ingenue  if  she'd  like  to  go  to  Hollywood. 
Jordan,  after  all,  comes  fully  equipped  with 
a  sports  management  company,  SFX 
Sports  Group,  a  division  of  media  giant 
Clear  Channel  Communications,  Inc. 
Clear  Channel,  through  SFX,  runs  motor 
sports  races  and  other  events,  such  as 
rock  concerts,  all  over  the  country.  What's 
more,  Jordan  has  his  own  apparel  com- 
pany Brand  Jordan,  a  division  of  Nike — 
ready  to  supply  sponsorship  money.  All  he 
had  to  do  was  make  a  call. 

"Michael  Jordan  said  he  wanted  to  get 


into  road  racing,"  says  Ken  Abbott,  a  Clear 
Channel  Motorsports  Group  executive 
who  serves  as  the  team's  general  manager. 
"We  said,  'Well,  let's  make  sure  he  is  suc- 
cessful.' We  have  thousands  of  contacts." 

That's  not  hype.  Abbott  got  his  call 
around  the  end  of  January  2004.  The  team 
had  no  bikes,  no  crew,  no  budget.  Almost 
overnight,  Yamaha  had  provided  new 
bikes  fresh  off  the  boat  from  Japan  at  a 
discounted  price.  Then  those  bikes  were 
sent  to  Gemini  Technology  Systems,  a 
Wisconsin  company  that  makes  motorcy- 
cles race-ready  and  provides  crew  and  race 
team  management.  Gemini  even  applied 
the  Carolina  Blue  color  scheme  to  honor 
Jordan's  old  college  team.  Roughly  two 
months  after  Jordan's  decision  to  enter 
racing,  Montez  Stewart  was  on  the  start- 
ing grid  at  Daytona  for  the  first  American 
Motorcyclist  Association  (AMA)  road 
racing  event  of  the  2004  season. 

At  Davtona,  Stewart  qualified  in  both 
the  Superstock  and  Supersport  classes  (the 
team  did  not  compete  in  the  more  modi- 
fied Superbike  class).  While  this  was  some- 
thing of  a  victory  in  itself,  he  finished  far 
down  in  the  pack  in  both  classes  —  about 
where  he  finished  in  his  other  races  on  the 
n-race  circuit  that  ended  in  October. 

Now,  with  the  2005  race  season  begin- 
ning this  month,  fans  and  competitors 
are  wondering  how  long  Jordan  will  want 
to  stay  in  the  game.  The  oldest  axiom  in 
motor  sports  states  that  the  best  way  to 
make  a  small  fortune  in  racing  is  to  start 
with  a  big  one.  At  one  end  of  the  financial 
spectrum  is  the  "privateer,"  who  has  no  fac- 
tory sponsorship  and  who  often  amounts 
to  little  more  than  a  guy  towing  a  trailer 
behind  a  pickup — which  he  then  uses  as 
a  Holiday  Inn.  No  one  connected  with 
Team  Jordan  will  name  last  year's  exact 
budget  figure,  but  experts  estimated  a 
team  like  Jordan's  would  have  spent  be- 
tween $500,000  and  $1.5  million.  This  year 
Jordan's  team  struck  a  deal  with  Suzuki  for 
factory  support,  which  includes  bikes  and 
technicians;  such  support  and  the  addition 
of  a  second  rider  should  raise  the  budget  to 
between  $2  million  and  $3.5  million.  That 
may  be  a  fraction  of  the  $7  million  and  up 
per  year  that  the  factory  teams  spend  on 
their  racing  programs,  but  among  the 
privateers,  it's  still  a  lot  of  money. 

Which  is  why  it's  understandable  that 


some  of  Jordan's  competition  we 
entirely  pleased  to  see  Mike's  big  blue 
tor  trailer  pull  into  pit  row.  After  all, 
do  you  compete  with  Michael  Jordan 

"There  is  a  little  bit  of  jealousy 
Montez  got  such  a  good  deal,"  says  S 
Greenwood,  a  top  veteran  prival 
Greenwood  stresses  he's  happy  Jordan 
the  sport.  But  some  are  put  off  by  Jorc 
sheer  gravitational  pull,  as  well  as  bi 
admission  that  he's  doing  this,  at  lea 
part,  to  sell  his  clothing  line. 

"My  point  is  do  something  that  c< 
help  everyone  in  the  sport,  not  just  a  f 
one  privateer  insists.  "Don't  just  ha 
great  team  and  gear  for  sale." 

If  selling  tons  of  gear  is  Jordan's 
mate  goal,  he  may  have  to  eventually  tl 
bigger:  more  money,  new  bikes  and  all 
top  riders  he  can  buy.  In  other  wo 
maximum  exposure.  And  nothing  wt 
make  the  AMA  happier. 

The  organization  is  keeping  its  finj 
crossed  that  Jordan  becomes  a  permar 
member  of  the  scene.  Despite  the  boon 
recreational  motorcycling  in  this  coun 
the  road  racing  circuit  is  dominated 
manufacturers  and  riders  with  Ital 
Spanish,  Japanese  and  British  names 
the  U.S.,  champions  like  Colin  Edw 
or  Valentino  Rossi  are  virtually  unkno 
while  in  Europe  and  Asia  they're  trea 
like — well,  like  Michael  Jordan. 

Big-time  sponsors  haven't  been  mi 
interested  in  motorcycle  racing,  eitl 
There  are,  for  example,  no  Tide  or  Via 
motorcycles,  no  country  music  songs 
dicated  to  motorcycle  racing,  and  the 
no  major  network  coverage.  Jordan's  p 
ence  has  created  buzz  in  the  motorcy 
world,  and  the  AMA  hopes  that  ripple 
spread  to  bigger  media  ponds. 

"His  clout  gives  him  instant  credibilit 
says  AMA  Pro  Racing  communicati 
director  Kerry  Graeber.  "Because  of  w 
he  is,  his  reputation  and  celebrity,  he 
bring  attention.  We're  pleased  he  sees  v 
in  that  for  his  company  and  his  product: 

So,  for  the  moment,  everybody  is  wi 
ning.  Except  for  Montez  Stewart,  perhaj 
But  that  may  come  this  year,  too.  Mea 
time,  don't  be  surprised  if  you  spot  a  cert; 
familiar-looking  impresario  at  the  trac 
pitching  a  special-edition  Carolina  Bl 
motorcycle  to  go  with  his  clothes,  shoi 
and  steak  houses.  • 


al 
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ESCAPE  FOR  A  DAY... FOR  AN  HOUR... 
TO  NEW  YORK'S  FIRST  DAY  RESORT 


Hedonistic  or  holistic.  Invigorating  or  relaxing.  Secluded  or  social. 

Like  vacationing  at  a  tropical  paradise  or  slipping  away  to  your  favorite  deluxe 
hideaway,  the  Cornelia  Day  Resort  for  men  and  women  is  designed  to  be  what- 
ever you  want  it  to  be.  At  Cornelia  Fifth  Avenue,  the  choice  is  yours... 
experience  a  stress-reducing  Thai  massage  or  relax  with  the  perfect 
haircut  and  continental  shave  in  our  men's  barber  shop.  Afterwards, 
stretch  out  in  the  Relaxation  Library  with  a  great  book  and  a 
glass  of  fine  wine.  Enjoy  personal  butler  service  in  your 
own  private  suite. ..savor  gourmet  cuisine  in  Cafe 
Cornelia... or  host  an  intimate  cocktail  party  for 
friends  on  our  beautifully  landscaped  rooftop. 

The  day  resort  concept  was  inspired  by 
Cornelia  Zicu,  one  of  the  world's 
leading  estheticians.  Together 
with  her  team  of  leading 
professionals,  Cornelia 
has  developed  an 
aesthetic  that 
embodies 
tradition, 
service 
and 
touch 
with  a 

commitment  to  personalized  care 
in  every  aspect  of  New  York's  only  day  resort. 
Let  Cornelia  Fifth  Avenue  design  a  program  just  for  you. 

c 

mm 
CORDELIA 

DAY  RESORT 

663  Fifth  Avenue  at  52nd  Street,  New  York 
Call  866-663-1 700  today  for  your  appointment  or  visit  our  web  site:  www.cornelia.com. 


Spas  by  Lorraine  Cademartori 


jood  Enough  to  Eat 

The  latest  spa  treatments  are  easy  to  digest. 


he  American  obsession  with  food  extends  to  our 
spa  treatments.  If  we  can't  eat  it,  at  least  we  want 
to  have  it  slathered  on  our  bodies.  Chocolate  is  the 
:ourant  ingredient,  but  there  are  plenty  of  others 
lick  from.  In  Ojai,  California,  Spa  Ojai's  Pumpkin 
Ion  Scrub,  a  body  exfoliant,  smells  like  the  mulling 
es  that  go  into  a  top-shelf  glogg  or  cider.  Sanctuary 
at  Camelback  Mountain,  Arizona,  employs  lime  as 
cornerstone  of  its  Sabai  Thai  Ritual:  A  client's  feet 
soaked  in  lime  and  oil,  exfoliated  with  a  mixture  of 
white  clay  and  lime,  and  then  massaged  with  an 
?al  poultice  and  lime-infused  oils  and  lotions.  New 
k's  supertrendy  Bliss  Spa  offers  patrons  the  Ginger 
),  employing  fresh-grated  gingerroot  (no  word  on 
:ther  that  comes  with  wasabi  and  chopsticks). 
We  started  [adding  food  to  services]  because  it  was  a 
■  of  conveying  a  sense  of  place;  it  has  some  authen 
y  to  it,  plus  it  was  a  way  to  tie  the  spas  to  the  culi 
i  parts  of  the  resorts,"  says  Tracy  Herk,  director 
pa  development  at  Auberge  Resorts.  One  of 
properties,  Calistoga  Ranch,  leverages 
just  the  local  waters  but  its  Napa  Valley 
ition  with  its  Vineyard  Crush  treatment, 
ring  a  grape-seed  massage  and  tea  bath. 
\uberge's  Esperanza  Resort  in  Cabo  San 
:as,  Mexico,  uses  so  many  food  elements 
ts  services  that  employees  even  refer 
he  product  dispensary  area  as  the  "spa  j 
hen."  The  coup  de  grace  is  a  service 
ed  the  Corona  Beer  Face  Lift.  "We  mix 
r  with  egg  whites,"  says  Herk.  "Egg  whites 
e  been  used  in  other  cultures  for  centuries, 
we  know  that  the  yeast  from  the  beer  in  com 
ition  with  that  would  create  a  really  nice  tightening 
ct  on  the  skin."  At  press  time,  Esperanza  guests  did 
have  to  pass  a  sniff  test  before  checking  out.  • 
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e  stylish  new  Parker  Palm  Springs,  designed  by  Jonathan  Adler,  provides 

the  perfect  backdrop  for  spring  fashion's  love  affair  with  pattern  and  color. 


Styled  by  Mark  Grischke/ Photographs  by  Michael  Strattort 


Linen  suit,  $2,195,  cotton  shirt, 
$295,  and  silk  tie,  $135,  by 
Ralph  Lauren  Purple  Label.  Linen 
handkerchief  by  Robert  Talbott. 
$75.  Opposite:  Silk  blouse  with 
camisole,  $2,245,  and  tweed  skirt, 
$2,135,  by  Chanel.  Vintage  glass 
necklace  at  JewelFever.  $350. 
Gold-and-coral  ring  by  Karen  Karch 
for  Push.  $2,090.  Sunglasses 
by  Oliver  Peoples.  $325.  Shoes 
by  Christian  Louboutin.  $540. 


SEPTEMBER  I:  Golfe-Juan,  just  east  of  Cannes  •  On  March  i,  1815, 
Napoleon  Bonaparte  disembarked  here  after  ten  months  in  exile  on 
the  86-square-mile  isle  of  Elba  east  of  his  native  Corsica.  Thus  began  the 
adventure  celebrated  in  French  history  as  Le  Vol  d'Aigle,  the  Eagle's 
Flight,  Napoleon's  lightning  return  to  power,  the  imperial  eagle  flying 
from  bell  tower  to  bell  tower  from  Golfe-Juan,  via  Grenoble,  to  Paris 
and  act  one  of  Les  Cent  Jours,  the  hundred  days  leading  up  to  Bonaparte's 
second  and  final  abdication  on  June  22,  post- Waterloo.  •  "Able  was  I  ere 
I  saw  Elba"  goes  the  palindrome,  though,  in  fact,  Napoleon's  ablest  hour 
was  his  post-Elba  return.  Gathering  support  during  the  20  days  that  he 
moved  north,  the  Emperor  of  the  French  arrived  at  the  Tuileries  palace, 
where  a  throng  of  thousands  carried  him  bodily  up  the  stairs  and  into 
his  study  to  cries  of  "Vive  I'Empereur!"  •  Held  in  2004  to  honor  the  200th 
anniversary  of  Napoleon's  imperial  crowning,  the  rally  starred  the 
Association  Amie  de  l'Automobile  Ancienne  (Antique  Automobile 
Club)  of  Grenoble  on  a  four-stage  driving  tour  north  up  the  N85  route 
to  Grenoble  and  the  Alps,  a  route  chosen  carefully  by  the  once  and  future 
emperor.  Avoiding  hostile  Royalists  in  the  Rhone  Valley,  Bonaparte  ral- 
lied support  from  Grenoble  and  the  Dauphine,  traditional  an ti- Royalist 
republicans,  before  sweeping  on  to  Paris.  •  Jean  Prestail  sat  calmly  in- his 
pristine  1935  Ford  Roadster,  an  even  dozen  years  older  than  his  automo- 
bile and,  like  his  machine,  humming  flawlessly  on  original  parts.  Rene 
Verbiest  had  trucked  his  1928  Cadillac  Cabriolet  Fisher  all  the  way  from 
Belgium;  Christian  Simonetti  roared  by  in  his  royal-blue  1935  Delahaye 
g  Course.  Philippe  Salamand  caressed  his  cream-colored  1950  Salmson 

Cabriolet  E72: 19  antique  automobiles 
for  participants  from  14  countries,  y 


v  ELITE  FLEET:  antique  automobiles  on 
display  outside  the  Chateau  de  Vizille 


Vallauris,  famed  for  its  glazed  earthenware  pottery  known  as 
faience:  As  we  drove  through  town,  people  stopped  and  applauded. 
"They  love  these  things,"  said  Jean.  "Especially  women.  Women 
are  always  more  interested  than  men.  1  think  Lt  has  to  do  with 
horsepower,  horses,  the  female  passion  for  things  equestrian. 
Men  may  feel  conflicting  emotions,  a  mix  of  admiration  and  envy, 
but  women. .  .women  just  melt." 

Jean  couldn't  stop  smiling.  Behind  the  wheel  since  1939,  when 
all  the  men  were  off  in  the  war  and  the  driving  age  was  lowered  to 
16,  he's  clocked  5  million  kilometers  between  rallies,  road  trips  and 
normal  commerce.  "And  never  filled  out  an  insurance  claim"  he 
crowed,  "never  had  an  accident."  I  knocked  quickly 
on  the  wooden  steering  wheel,  as  did  Jean. 

The  Picasso  Museum  in  Vallauris  occupies  a 
lovely  chateau  built  as  a  priory  in  1568.  Dominique 
Sassi  of  the  Vallauris  town  hall  gave  us  a  brief 
explanation  of  Picasso's  work  in  Vallauris, 
beginning  in  1946,  when  the  great  Cubist 
was  first  attracted  to  the  grace  and  sim- 
plicity of  the  town's  ceramics  craft  and  for 
the  unique  reddish  color  the  local  Aleppo 
pine's  quick  flame  imparted  to  the  extraordin- 
arily resistant  clay  in  the  kiln.  Picasso  made 
more  than  4,000  ceramic  works  here. 

Things  learned  about  Napoleon:  Napoleon 
was  not  short.  The  myth  of  his  lack  of  hauteur 
came,  apparently,  from  the  mistranslation  of 
French  feet  ("pieds  du  ro?)  to  English.  The 
French  measure  of  five-foot-two  recorded 
at  Napoleon's  autopsy  translates  to  five- 
feet-six-and-a-haff  inches,  about  average  for 
Frenchmen  of  that  time.  It's  also  thought  that 
the  soldiers  of  the  Imperial  Guard,  with  whom 
the  Emperor  was  usually  seen,  were  very  tall,  creating  the 
illusion  that  Napoleon  was  short.  Then  there's  the  matter  of  the 
hats:  Napoleon's  was  horizontal,  whereas  the  guards'  shakos  were 
vertical,  to  make  them  seem  even  taller. 

Napoleon  remains  controversial:  Whereas  no  less  a  Franco- 
phile than  Thomas  Jefferson  called  him  the  "Attila  of  the  age. . . 
destroyer  of  ten  millions  of  the  human  race. .  .oppressor  of  the  rights 
and  liberties  of  the  world. .  .unprincipled  usurper,"  French  Minister 
of  the  Interior  Dominique  de  Villepin  wrote  that  "Napoleon 
remains  the  dominant  figure  in  French  history,  one  of  those 
rare  names — with  Hannibal,  Alexander,  and  Caesar — to  make 
it  into  the  Pantheon  of  universal  memory." 

Grasse,  perfume  capital  of the  world:  Grasse  was  originallv  famous 
for  tanneries  and  glove-makers,  and  only  became  a  perfume  power 
in  the  16th  century  after  Catherine  de  Medicis  complained  about 
the  stench  of  her  gloves  and  local  tanners  began  using  the  area's 
floral  resources  to  make  aromatic  dips  to  treat  leather.  By  the 
18th  and  19th  centuries,  Grasse  was  fully  committed  to 
extracting  aromas  from  flowers  for  perfuming 
women.  Napoleon  himself  appears  to  have  pre- 
ferred his  women  unscented,  judging  from  his  leg- 
endary dispatch  alerting  Josephine  to  his  imminent 
arrival:  "Je  reviens  en  trois jours;  ne  te  laves  pas..." 


Dinner  in  Grasse  at  Les  Parfums,  on  the  hotel  terrace  overlooki 
the  city,  with  a  view  of  the  Mediterranean:  Georges  Dini,  driver 
a  twin  Ford  Roadster  Model  A,  hauled  out  his  accordion  arj 
played  a  few  tunes  before  Christian  Simonetti  introduced  us  to  a 
Quadruple  A  (Association  Amie  de  l'Automobile  Ancienn 
theme  song,  a  scatological  tribute  to  the  cultivation,  consumptid 
and  eventual,  um,  digestion  of  "La  bella  polenta"  rendered 
Italian  and  accompanied  by  graphic  mime  and  movement. 
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IPTEMBER  2:  Grasse  to  Digne-les-Bains 

he  posse  mounted  up  and  moved  out  toward  the  town 
Castellane,  winding  up  through  limestone  slopes  to  tfj 
2,500-foot  Col  du  Pilon,  the  Mediterranean  shimmeriri 
flady  in  the  distance.  Terrain  and  flora  began  to  change  as  w 
moved  inland,  rocky  heights  and  pines  and  firs  replacing  scrub  o^ 
and  olive.  We  passed  Saint- Vallier-de-Thiey,  where  Napoled 
drank  a  glass  of  water  sitting  on  a  little  stone  seat  in  the  villajj 
center.  The  3,200-foot  Col  du  Pas  de  la  Faye  provided  our  la| 
glimpse  of  the  Golfe  de  la  Napoule.  We  passed  the  i2th-cen 
tury  Notre  Dame  de  Gratemoine  chapel  and  the  town  0 
Seranon,  where  Napoleon  spent  his  second  night,  havin 
covered  more  than  40  miles  since  his  landing  at  Golfe 
Juan.  Attempting  to  travel  "faster  than  the  news"  aftc 
losing  a  20-man  scouting  party  captured  in  Antibes,  th 
Emperor  and  his  men  were  off  before  dawn  on  March  3. 
Jean  Prestail's  Model  A  Roadster  cruised  happi 
past  the  turn  for  the  Gorges  of  Verdon,  France's  Gran 
Canyon,  and  crested  the  pass  above  Castellane  in  ii 
third  and  ultimate  gear,  which  kicks  in  at  aboi 
15  mph  and  seems  to  work  fine  all  the  way  to  a  to 
speed  of  around  60.  "Oui,"  says  Jean,  "three  gear 
fa y  est,  that's  it,  all  she  needs...,"  adding  anothc 
classic  shrug  in  the  national  gesture  of  resignatioi 
in  this  case  one  of  helpless  admiration  for  Mr.  Ford 
genius  machine.  "Fifteen  liters,  100  kilometers,  ma 
si  on  aime,  on  compte pas"  (15  liters,  100  kilometer; 
but  if  you  love,  you  don't  count).  The  roadster 
classic  AOOOGA  horn  unleashed  a  bellow  redolent  of  a  water  bul 
falo  in  rut,  echoed  by  Georges  the  accordionist's  identical  Roadste 
Lunch  at  the  Hotel  du  Commerce:  corn  polenta  and  civet  d 
lapin,  rabbit  stew,  local  specialties.  We  strolled  around  the  lovel 
and  ancient  town,  called  Salinae  (salt-trading  city)  by  the  Roman 
for  its  briny  springs.  After  a  hit  of  absinthe,  lethal  in  large  dose 
and  illegal  since  1915,  we  set  out  for  Senez  for  a  look  at  the  13th 
century  Notre  Dame  de  l'Assomption,  one  of  Haute-Provence 
finest  churches.  Jean,  not  surprisingly,  recruited  a  beautifi 
Japanese  journalist,  but  I  landed  a  seat  in  Philippe  Salamand 
1950  Salmson.  After  Barreme,  we  entered  lavender  country,  end 
less  pale-purple  fields  stretching  out  on  either  side  of  the  roac 
harvested  in  early  September  for  perfumes  and  lavender  wate 
from  the  Grasse  perfume  industry. 

Short  of  Digne-les-Bains,  we  left  the  N85  for  a  higher  rout( 
the  precise  path  Napoleon  used,  the  D20  road  through  the  4,000 
foot  Col  de  Corobin,  a  panoramic  approach  that  dropped  u 
direcdv  into  Digne's  Thermes,  the  thermal  baths  for  which  th 
(J  }ik    town  is  named.  At  Digne,  the  boundary  between  Provence 
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La  Lampie 
Les  Fera'is 
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Clockwise  from  top  left:  the  Route  Napoleon  symbol 
points  right;  an  early-morning  climb  up  the  Hautes-Alpes; 
Grenoble  Sunday  market;  outside  the  13th-century 
Notre  Dame  de  ('Assumption;  Laurent  Chaix's  I960 
Jaguar  MK II;  a  luscious  postwar  Alfa  Romeo.  Center: 
sculpture  of  I'Empereur  in  the  Prairie  de  la  Rencontre 


:  tree  country  and  the  snow  line,  Jean-Pierre  Martinetti,  like 
aparte  a  Corsican,  presented  an  overview  of  Napoleon  and  a 
:eet  of  Rod  Steiger's  film  Waterloo  before  dinner  at  Digne's  Le 
1  Fleuri:  foie,  rack  of  lamb,  many  bottles  of  an  excellent  local 
laine  La  Blaque  2003  and  much  hilarity. 

'TEMBER  3:  Digne-les-Bains  to  Gap 

V  apoleon  spent  the  fourth  night  of  his  return  in  the 
I  turreted  chateau  at  Malijai,  west  of  Digne,  at  the  conflu- 
JL  ence  of  the  Bleone  and  Durance  rivers,  and  there  we 
ered  for  coffee  the  next  morning.  After  a  loop  through  the 
'oute  up  the  left  bank  of  the  Durance,  we  recrossed  the  river 
isteron  in  time  for  a  tour  of  the  Citadelle  over  the  junction 
le  Buech  and  the  Durance.  Napoleon  had  feared  that  this 
"ess  dominating  the  Baume  bridge  could  bring  his  campaign 
i  abrupt  end,  but  the  leader  of  his  advance  party  managed  to 
uate  the  Citadelle,  and  the  Emperor  was  received  warmly  in 
Gateway  to  the  Dauphine."  Looking  up  at  the  Citadelle, 
>oleon  breathed  his  first  sigh  of  relief:  "Men,  we  are  saved;  we 
n  Paris!" 

Napoleon's  little  force,  more  honor  guard  than  army,  flew  the 
30  miles  into  Gap.  Our  cavalcade  made  a  stop  or  two,  first 
ne  of  the  valley's  famed  fruit  plantations,  known  for  the  cul- 
:ion  of  apples,  pears,  plums  and  cherries,  and  the  second  at  the 
naine  de  Charance,  a  17th-century  chateau  that  is  now  the 
iquarters  for  the  National  Park  of  the  Ecrins  and  the  National 
ine  Botanical  Conservatory. 

PTEMBER  4:  Gap  to  Grenoble 

1st  day.  Beginning  to  miss  it  all  in  advance:  prenostalgia, 
opposite  of  deja  vu?  Drivers  were  out  polishing  cars  early 
ifter  yesterday's  dusty  finale.  For  me,  this  was  Porsche  Day, 
n  Mustaffa  Laiche's  1957  Cabriolet  356  A.  The  cool  alpine 
ning  was  a  fresh  relief  as  shadows  dappled  the  meadows.  Pine 
sts  seemed  greener  and  the  jagged  heights  higher  as  we 
ibed  into  the  Hautes-Alpes.  Small  flower-covered  farm- 
ses  in  charming  disrepair  lined  the  roadside.  In  Corps,  the 
or  welcomed  us  with  a  spread  of  raspberry  and  prune  tomtom, 
local  pastry.  Murcon  sausage,  dark  and  spiced  with  fennel, 
gateau  de  noix  (walnut  cake)  provided  a  portentous  start  to  a 
starring  Paul  Bocuse  serving  lunch  and  Daniele  Chavant 
:ing  the  closing  dinner  in  Bresson,  near  Grenoble. 
Prairie  de  la  Rencontre":  the  field  of  the  encounter.  At 
xey  the  most  dramatic  and  legendary  event  in  the  Eagle's 
ht  took  place  on  March  7, 1815.  Blocked  by  Royalist  troops,  the 
ous  Fifth  of  the  Line  regiment  dispatched  from  Grenoble, 
>oleon  had  his  men  lower  their  weapons  and  walked  out  to 
his  former  soldiers.  Dominique  de  Villepin's  superb  Les  Cent 
■s  describes  the  scene:  "The  affectionately  dubbed  'Little 
poral,'  father  and  brother  to  these  men,  having  shared  their 
;  and  their  dreams... bivouacked  with  them.. .tasted  their  soup... 
d  for  them  when  they  were  wounded,  tweaked  them  by  the 
.guided  them  to  victory  after  victory... walked  directly  toward 
n,  fixed  them  with  a  look  both  tender  and  firm,  chin  held  high, 
finally  spoke.  'Soldiers  of  the  Fifth,  you  recognize  me,'  said 
>oleon,  unbuttoning  his  tunic.  'If  there  is  a  single  man  among 


you  who  would  kill  his  Emperor,  may  he  do  it  now.  Here  I  am!'" 

Under  a  confused  Major,  the  troops,  shaking  in  their  boots, 
paused,  lowered  their  weapons  and,  with  a  thundering  "Vive 
FEmpereur!"  charged  forward  to  embrace  their  hero,  to  kiss  his 
hands  and  grab  his  knees  and  touch  his  familiar  uniform. 

That  was  it.  The  garrison  at  Grenoble  later  deserted  en  masse 
as  Napoleon  approached  the  city;  ten  days  later  he  was  in  Paris. 

Today  the  Prairie  de  la  Rencontre,  with  the  equestrian  sculp- 
ture of  Napoleon  on  the  high  ground,  was  filled  with  antique  cars 
and  Les  Grognards  (old  soldiers,  literally  "groaners")  de  Napoleon, 
a  band  representing  the  Napoleonic  Guard,  this  one  brought  all 
the  way  from  Belgium. 

We  wound  our  way  down  the  steep  Rampe  de  Laffrey  to  the 
sumptuous  Chateau  de  Vizille,  where  Paul  Bocuse,  billed  as  "The 
Emperor  of  Gastronomy"  and  decked  out  in  Napoleonic  head- 
gear, served  his  game  pate,  "L'Oreiller  de  la  Belle  Aurore"  (The 
Pillow  of  the  Beautiful  Aurora),  to  the  entire  Rallye,  along  with 
a  refreshing  white  Apremont  2002  from  Savoie. 

Anthelme  Troussier,  81,  author  of  La  Chevauchee  Hero'ique  du 
Retour  de  File  d'Elbe  (The  Heroic  Ride  of  the  Return  from  the  Isle 
of  Elba),  on  the  front  steps  of  the  Chateau  de  Vizille,  cradle  of  the 
French  Revolution  for  its  July  21,  1788,  meeting  of  nobility  and 
clergy  that  also  included  the  Third  Estate  or  commons,  explained 
to  me  how  Napoleon,  despite  his  bloody  wars,  saved  demo- 
cratic rights  and  liberties.  "Without  Napoleon,  it  would  have  been 
back  to  Louis  XVIII  and  absolute  monarchy.  The  irony  is  that 
Napoleon  was  a  monarchist.  He  favored  a  constitutional  monar- 
chy, but  the  royals  refused  to  give  an  inch." 

Dinner  at  Chavant,  our  last,  was  hosted  by  Henri  Ducret,  pres- 
ident of  the  Rhone-Alpes  Chamber  of  Commerce's  Delegation 
Tourisme,  and  Daniele  Chavant,  owner  of  the  charming  hotel  and 
restaurant.  The  Grognards  de  Napoleon  played  at  Bresson's  Hotel 
de  Ville  and  marched  us  through  town  and  into  dinner. 

The  next  day,  after  a  browse  through  four  Sunday  markets  in 
Grenoble,  we  made  Lyon  for  escargots  and  a  hit  of  fresh  white 
Maconnais  at  Maison  Rousseau  in  Les  Halles  de  Lyon.  Later, 
at  Paul  Bocuse  in  Collonges-au-Mont-d'Or,  15  minutes  up 
the  Saone  from  Vieux  Lyon's  Hotel  Phenix,  the  Emperor  of 
Gastronomy  showed  us  why  he  is  still  Lyon's  only  Michelin-star 
hat  trick  with  a  perfect  Provencal  tomato  in  basil;  a  partly  shelled 
lobster  in  flight  among  snow  peas;  red  snapper  in  a  light  crust;  and 
thrice-prepared  wood  pigeon — leg  in  puff  pastry  with  cabbage 
and  garlic,  breast  roasted  deglace  au  Cognac  with  shiitake  mush- 
rooms, and,  best  of  all,  the  tail  pureed  and  mixed  with  foie  gras 
and  a  drop  of  brandy  on  toast.  The  Emperor  joined  us  over  the 
cheese  course,  itself  an  aesthetic  tour  de  force  with  some  50  heart- 
breaking choices  from  all  over  France. 

"Napoleon?"  Bocuse  shrugged  Gallicly.  "In  France  he  is  both 
beloved  and  reviled,  though  the  legend,  the  epic,  is  admired  by 
all.  He  is  like  Washington  and  Lee  combined,  both  victorious  and 
defeated.  My  great-great-great-grandfather  was  in  his  honor 
guard,  so  I  feel  a  special  connection,  perhaps." 

Bocuse  rose  to  his  full  height,  a  de  Gaulle-like  six-reet  or 
so,  with  his  chef  s  hat  extending  another  foot  above  that,  and 
I  could  imagine,  for  just  a  moment,  how  the  Little  Corporal 
must  have  felt.  • 
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CADllLAC.CO 


How  do  you  sell  a  product  that's 
been  around  since  the  days 
of  Jesse  James  to  a  new 
eneration  of  buyers  who  alread 
ave  more  than  enough  of  it? 


BUY 


PANTS 

By  Mike  Salisbury 
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brink  to  fit.  Button  fly. 
Now  cut  for  women. 


WOMEN  SWEAR 


I  CAN'T  TAKE  CREDIT  FOR  INVENTING  DENIM  BLUE  JEAN 


although  I  did  make  one  brand 
a  household  name — or  rather, 
a  household  number.  Five.  Oh. 
One.  But  I'm  getting  ahead 
of  myself. 

Let's  begin  with  a  few  of 
the  fun  facts  I  had  to  learn  be- 
fore I  jumped  into  the  denim 
game.  First,  blue  jeans  aren't 
naturally  blue.  Denim  is  man- 
ufactured in  vast  mills  by  the 
tens  of  millions  of  square  yards. 

The  original  cotton  yarn  is  a  dun-colored  shade  of  pale  until 
indigo-blue  dye  is  added.  Or  black  dye,  if  black  jeans  hap- 
pen to  be  in  fashion.  Or  any  other  color — remember 
those  lavender  numbers  they  sold  in  the  '80s?  Second, 
these  days  real  cowboys  do  not  wear  Levi's,  and  they  I 
certainly  do  not  wear  lavender.  They  wear  Wranglers,  ' 
preshrunk,  with  a  high  waist  so  you  don't  sit  on  your 
wallet,  as  well  as  a  wide  space  between  the  front  belt 
loops  to  make  way  for  that  manhole  cover-sized  belt  buckle 
Wranglers  are  woven  of  a  soft-type  denim  so 
they  fit  tight,  and  have  a  hidden  inseam 
stitch  that  won't  chafe  the  inside  of 
a  buckaroo's  legs  straddling  a  saddle 
all  day.  Third,  the  first  pair  of 
jeans  ever  to  appear  on  the 
market,  Levi's  patented  XX 
model,  were  invented  in 
1873  and  retailed  for  less 
than  a  dollar.  Today 
you  can  easily  pay  $500 
for  a  pair  of  vintage  re- 
production Levi's  with 
simulated  grime  and 
wrinkles  already  baked  in 
at  the  factory. 

It's  probably  a  safe  bet 
that  if  you  were  pulling  on  a 
pair  of  XXs  in  the  1800s  you 
were  a  working  stiff,  and 
back  then  you  distressed 
your  own  denim.  Laborers 
went  for  the  tough  material 
that  would  last  while  workin 
on  the  railroad  all  the  live- 
long day.  And  it  was  cer- 
tain you'd  never  live 
long  enough  to  imag 
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ine  the  word  "designer"  associated  with  the  word  "jeans. 

Ironically,  it  was  not  until  the  movies  came  along  that  den 
became  an  accepted  emblem  of  rugged  individualism,  mai 
in  the  Old  West.  The  first  jeans  to  appear  on  film  were  wj 
by  silent  movie  cowboys,  who  were  often  real-life  ranchej 
wearing  their  own  work  pants.  By  1939,  Hollywood  had  invad 
Monument  Valley,  and  Levi's  could  be  seen  on  John  Wayna 
John  Ford's  Stagecoach.  Burt  Lancaster  wore  jeans  in  Venged 
Valley,  as  did  Kirk  Douglas  in  Lonely  Are  the  Brave.  Paul  Newm 
wore  a  pair  in  Hud.  So  did  Ronald  Reagan  on  his  1960s  hit 
show  Death  Valley  Days.  Eventually  jeans  showed  up  in  Ho 

wood  urban  dramas  like  On  the  Waterfn  t 
and  in  high-school  teen  rebel  fill 
such  as  Rebel  Without  a  Cause.  I 
There  was  one  actor  and  d  fc 
movie,  however,  that  alwsj  t 
stood  out  in  my  mind  I 
exemplifying  cowboy  col  t 
__     James  Dean  in  director  Geoi 
^    Stevens's  classic,  Giant.  For 
the  most  indelible  image  of  great-: 
ting  jeans  is  Dean  slouching  under 
cowboy  hat  in  the  backseat  of  that 
black  car  with  his  legs  stretch 
boot  heels  wandering  on  the  ba 
of  the  car's  front  seat.  Betwe 
Jimmy  Dean  and  his  boots 
a  Victorian  house  in  the  ba(S 
ground  upon  a  treeless  horizai 
He  is  Jett  Rink.  Fit.  FreedoD 
Jeans.  And  the  American  Way. 

That's  the  image  I  had  been 
rying  around  when,  in  1981  — 
years  after  the  XX  hit  stores — 
Strauss  &  Co.  pointed  a  finger  at 
precocious  but  obedient  creative  din 
tor  at  Foote  Cone  &  Belding  adve| 
tising  agency  (me)  and  told  him  1 
market  its  new,  traditional,  shrinl 
IV    to-fit,  button-fly  blue  jean.  Oil 
Mm    30-second  TV  commercial.  Am 
oh,  thev  added,  we  want  to  marlq 
these  jeans  to  women,  not  men 

The  campaign  made  sen; 


Men  had  long  I 
:y     the  advantage  whe 
1    it  came  to  jean 
All  you  had  t 
do  was  lod 


kind.  Jackson  Pollock  and  classic-era  Brando  never  wore 
thing  but  Levi's  button-fly  jeans.  Neal  Cassady  wore 
I's  in  Kerouac's  On  the  Road.  Andy  Warhol  was  the 
t  person  I  ever  saw  wearing  a  sport  coat  with  jeans, 
cades  after  Death  Valley  Days,  Ronald  Reagan 
;  now  president  and  still  in  Levi's. 
On  the  other  hand,  women  mainly  didn't 
ir  Levi's  button-fly  jeans.  For  years  the  only 
ice  a  woman  had  was  to  buy  a  pair  in  an 
Toximately  fitting  men's  size  (wash  them 
:e  times,  according  to  legend)  then  sit  for 
irs  in  a  hot  tub  hoping  to  shape  the  fit 
;n  then  the  result  didn't  look  altogether 
ural.  Check  out  Marilyn  Monroe  in,  appro- 
itely  enough,  The  Misfits. 

Mow,  at  last  Levi's  had  come  up  with  sizes  espe- 
ly  cut  for  women.  But  how  were  we  going  to  get 
t  message  across?  Answer:  Make  Jett  Rink  a  babe. 
Scene:  A  female  with  long  hair  and  chilling  con- 
:nce  sits  in  the  backseat  of 


;  old  car.  Her  long,  thin  legs 
stretched  out  past  a  Victorian 
ise  that  stands  in  the  back- 
arid  on  a  treeless  horizon.  Blue- 
im-covered  legs  stretched  to 
front  seat,  emphasizing  the  fit 
ler  jeans. 

'But  wait!"  says  the  account 
ervisor  —  the  guy  looking  out  for  the 
nt's  interests.  "We've  got  to  show  how 
jeans  fit.  How  do  we  know  this  is 
girl?" 

'Ohhh.  K.  We  can  fix  that,"  I  say.  "She 
ply  pulls  her  legs  back,  see?  Kicks  open 
back  door  of  the  car,  puts  her  feet  on 
ground,  stands  up  with  her  backside  to 
camera.  We  see  the  trademark  Levi's 
k-pocket  stitching,  the  Two-Horse 
nd  leather  patch  on  the  waistband  and 
famous  red  tab  label  that  spells  Levi's. 
takes  her  cowboy  hat  off  and  shakes 
her  long  hair." 

'So,  that's  it?"  the  suit  says.  "She  just  stands  there  with  her 
k  to  the  camera?" 

"No.  There's  more."  And  like  Max  Bialystock  explaining  a 
ny  musical's  story  line,  I  continue:  "A  rusty  screen  door  squeaks 
n.  A  cowboy  comes  out  of  the  house  toward  her.  The  dusty 
d  blows  a  tumbleweed  between  her  and  the  cowboy." 
\nd?  And? 

And  putting  a  defiant  hand  on  her  hip  and  leaning  forward, 
shouts:  Travis,  you're  a  year  too  late.'" 


This  page,  from 
fop:  Andy  Warhol  in 
jeans  and  sport  coat; 
Jackson  Pollock  in  his 
signature  Levi's. 
Opposite:  Hollywood 
denim.  Top,  Paul 
Newman  in  Hud; 
bottom,  Stagecoach's 
John  Wayne. 


Beat.  "A  dog  barks  in  the  distance."  Fade 
to  black 

The  suit  asks,  "Then  a  voice- 
over  says  'Levi's  Shrink-to-Fit 
Button-Fly  Jeans  Now  Cut  for 
Women.'  Right?" 

"No.  That's  too  long,"  I  say. 
"They'll  remember  Travis." 

Still,  we  needed  to  plant 
one  more  hook  in  the  buyer's 
psyche,  something  simple  she 
could  ask  for  when  she  went 
in  the  store.  Until  now,  all 
Levi's  of  any  type  were  called 
just. .  .Levi's.  We  needed  to  separate 
this  five-pocket  architecture  from 
the  pack.  Then  I  thought  about 
those  original  XX  jeans.  Eventually 
Levi  Strauss  gave  them  the  stock 
number  501.  That  was  it — 501s. 

It  turned  out  to  be  the  biggest 
number  in  the  jeans  business. 
Three  years  later,  in  fact,  Levi's  used 
the  number  to  market  button-fly 
jeans  to  men  and  women  in  its 
famous  501  Blues  campaign. 

Yves  Saint  Laurent  once  said: 
"I  wish  I  had  invented  blue  jeans: 
the  most  spectacular,  the  most 
practical,  the  most  relaxed  and 
nonchalant.  They  have  expres- 
sion, modesty,  sex  appeal,  sim- 
plicity— all  I  hope  for  in  my 
clothes." 

We  can  only  imagine  what  the 
creator  of  the  501  would  make 
of  that.  Jeans  have  always  been 
about  image.  First  they  were  an 
American  symbol,  and  now  they 
are  available  to  anyone  through- 
out the  world.  As  of  last  year,  in 
fact,  there  were  no  longer  any  American  factories  manufacturing 
Levi's;  all  of  it's  moved  overseas.  Levi,  you're  a  year  too  late. 

Which  reminds  me.  That  line  about  Travis.  People  ask  me  all 
the  time  what  deep  significance  it  held.  Even  The  Wall  Street 
Journal  ran  a  story  speculating  on  its  hidden  meaning.  I  will  now, 
however,  reveal  the  answer:  It  didn't  mean  a  thing.  Nothing  at 
all.  But  it  sounded  cool. 

And  here's  one  more  fact  I  learned  before  I  started  hawking 
501s.  Those  weren't  Levi's  James  Dean  was  wearing  in  that 
famous  shot  from  the  film  Giant.  They  were  Lee  Riders.  - 
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SUM  FIT  ; 

Only  very  slender  guys 
can  get  away  with  skinny 
jeans.  Just  ask  Karl 
Lagerfeld,  who  at  age  64 
dropped  80  pounds  so 
he  could  slip  into  fellow 
designer  Hedi  Slimane's 
superslim  denim  (like 
•  the  ones  shown  here)  for 
Dior  Homme.  Prices  : 
approximate;  for  details, 
see  p.  102.  Jeans  by  Dior 
Homme.  $465.  Silk-end- 
wool  sport  coat  by  Z  Zegna. 
$795.  Cotton  shirt  by 
Brioni.  $450.  Cotton  vest 
by  Hermes.  $660.  Shoes 
by  JM  Weston.  $650. 


Denim  lends  itself 
to  great  fashion 
magic:  Dress  it  up 
with  a  jacket  and 
tie,  dress  it  down 
with  a  leather  sport 
coat.  The  only  rule 
is  to  look  for  pieces 
that  flatter  your 
individual  physique 


CLASSIC 

The  original  501  suits  a 
wide  range  of  body  types— 
and  now  you  can  buy  your 
pair  pre-shrunk  and  look- 
ing like  you've  owned  them 
for  years.  Jeans  by  Levi's 
Premium.  $110.  Wool 
sport  coat,  $984,  and 
cashmere  vest,  $347, 
by  Paul  Stuart.  Cotton  shirt 
by  Ermenegildo  Zegna 
Couture.  $295.  Silk  tie 
by  Charles  Tyrwhitt.  $65. 
Linen  pocket  square 
by  Robert  Talbott.  $75. 
Socks  by  Pantherella.  $35. 
Shoes  by  A.  Testoni.  $880. 


BY  MARK  GRISCHKE  •  PHOTOGRAPHS  BY  MICHAEL  STRATTON 


STRAIGHT  LEG 

A  roomier  cut  that  falls 
straight  from  the  hip  flatters 
most  guys — but  if  all  else 
fails,  denim  can  still  be 
part  of  your  wardrobe  in 
the  form  of  a  jacket  or  vest. 
Jeans  by  Armani  Jeans. 
$295.  Denim  jacket  by 
Levi's  Vintage  Clothing. 
$200.  Leather  sport  coat, 
$3, 160,  and  cotton  shirt, 
$375,  by  Calvin  Klein 
Collection.  Silk  tie  by 
DSquared.  $235.  Crocodile 
belt  by  Dolce  &  Gabbana. 
$770.  Grooming  by  Carole 
Ramer  for  Kiehl's  since 
.   1851.  Fashion  assistant: 
Adam  McCollum. 


[MIXEDMEDIA 

Fishing  for  sowbellies  |  A  field  guide  to  pizza  |  A  tribute  to  Marty  Paich's  Dek-tette  The  new  Old  West  of  HBO's  Deadwo 


MICHAEL  THOMPSON 

IMAGES;  Abrams;  $75 


Michael  Thompson  got  his  first 
big  break  in  the  photography  biz 
back  in  the  '80s,  when  he  landed 
a  job  working  for  Irving  Penn  at 
Vogue.  His  second  came  in  1990, 
when  he  shot  a  story  for  this 
very  magazine.  Since  then  he  has  evolved 
into  one  of  the  most  distinctive  fashion 
photographers  on  the  scene  today.  Leafing 


through  this  beautifully  packaged  new 
collection  of  his  work,  much  of  which  first 
appeared  in  the  pages  of  French  Vogue, 
Wand  Interview,  one  is  struck  by  what 
Village  Voice  photo  critic  Vince  Aletti  calls 
the  "chameleonic"  quality  of  Thompson's 
photographs.  Some  are  quiet  and  intro- 
spective, such  as  the  Man  Ray-influenced 
shot  shown  here,  while  others,  like  the 
cover  image,  explode  with  nuclear  color. 
There's  a  common  thread  that  runs 
throughout  his  work,  however.  Each  image, 


in  its  own  way,  elevates  its  subject  to  an  J 
otherworldly  plane  of  fabulousness — a  fea 
only  the  best  fashion  photographers 
consistently  achieve.— THOMAS  JACKSOl 

SOWBELLY,  by  Monte  Burke; 
Dutton;  $24 


Snacking  high  on  the  aquatic  food  chain 
in  tens  of  thousands  of  U.S.  lakes,  pond^ 
reservoirs,  golf  course  water  hazards, 
irrigation  ditches  and  roadside  borrow  pitij 
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HE  OBSESSIVE 

IUEST  FOR 

HE  WORLD  RECORD 
ARGEMaUTH, 

I  ASS 

3NTE  BURKE 


5  Micropterus  salmoides,  the 
smouth  bass.  Slightly  higher  up  the 
n  are  the  11  million  U.S.  anglers 

regularly  seek  out  the  largemouth  as 

'  primary  fishing  pursuit.  It's  a 

5  billion-a-year  business  supporting 

companies,  guides,  a  travel  industry, 
cs,  magazines,  television  programming, 
o  sales,  superstores  and  even  popular 

0  games.  A  tiny  fraction  of  this 
mous  number  of  anglers  become  top 
lators  themselves,  singularly  obsessed 

beating  the  still-standing  and 
roversial  world-record  bass  caught 
ieorge  Washington  Perry  in  1932 — a 
<ish  22-pound,  4-ounce  Georgia 
:ket  mouth."  In  this  new  book,  Forbes 
:  reporter  Monte  Burke  chronicles  a 

traveling  around  the  country  profiling 
iy  bass  anglers,  fishery  biologists, 

1  historians,  paranoiacs  and  other 
rful  characters  to  plumb  the  depths 
'or  shallows  of  their  souls.  He  reels 
ome  wonderful  tales  from  his  cast: 
taciturn  ex-cop,  the  meticulous 

ler  athlete  turned  bass  champion, 
rn-again  ex-con  master  lure-maker, 
)logist  trying  to  grow  monster  bass 
multimillion-dollar  state-of-the-art 
ratory  and  other  colorful  sorts.  The 
es  are  fascinating,  hilarious,  sad  and 
i  poignant.  Some  anglers  lose  their 
lies,  livelihoods,  physical  health 
minds  as  they  spend  day  after  day 
ig  from  night  jobs  out  to  open  lakes  to 
heir  noodles  in  the  sun  in  the  remote 


hope  of  besting  a  73-year-old  record.  The 
standout  chapter  in  the  book  is  Burke's 
trip  to  Cuba,  where  he  meets  up  with  gentle 
soul  Samuel  Yera,  that  country's  premier 
bass  fisherman  and  guide.  Yera's  humility 
and  grace  serye  as  a  sharp  contrast  to 
so  many  of  the  burned-out,  self-inflated, 
hyper-competitive  "bassholes"  Burke 
meets  in  the  United  States.  Yera  calls  the 
fish  that  will  eventually  shatter  the  1932 
record  "the  heartbreaker" — and  whether 
it  comes  from  a  forbidden  lake  in  Cuba 
or  from  a  man-made  reservoir  stocked  by 
a  Franken-fish  laboratory  in  Texas, 
whoever  lands  it  will  become  a  famous 
angler  indeed.  —GEORGE  SCOTT 

PIZZA:  A  SLICE  OF  HEAVEN, 

by  Ed  Levine;  Universe;  $25 

It's  a  simple  food,  really — cheese  and 
tomato  sauce  on  flat  dough,  sprinkled 
with  meat  'n'  veg — but  as  anyone  knows, 
pizza  is  much  more  than  the  sum  of 
its  toppings.  In  this  exhaustive  new  book, 
New  York  Times  food  writer  and  'za  zealot 
Ed  Levine  tucks  into  every  slice  of  lore 
and  searches  for  the  perfect  pie.  While 
navigating  the  pizza  landscape  from  East 
Coast  thin  crust  to  Chicago  deep  dish  to 
California's  "designer"  varieties,  Levine 
explains  the  meal's  Neapolitan  roots, 
offers  recipes  and  chokes  down  Pizza  Hut 
in  the  name  of  research.  Along  the  way, 
he  spices  the  pages  with  anecdotes: 
Who  knew  that  a  desperate  Frank  Sinatra, 
stuck  in  the  pizza  purgatory  of  L.A., 
would  have  his  order  delivered  cross- 
country from  the  legendary  Sally's  in  New 
Haven,  Connecticut?  Levine  also  reviews 
our  most-storied  pizza  joints.  Manhattan's 


Lombardi's,  he  says,  is  the  best  anywhere 
on  a  good  day,  but  "I  say  that  as  someone 
who  had  a  small  pie  there  recently 
that  had  virtually  no  puff,  no  lip  and 
was  all  sog."  The  book  is  topped  off  by 
contributions  from  such  pizzaholic 
literati  as  Nora  Ephron  and  Calvin 
Trillin,  proving  that  pizza  can  inspire  the 
muse  as  well  as  fill  the  stomach. 

—  MATTHEW  REED  BAKER 


M  I  N  U  T  E  S 


The  U.VTOLD  Story  of  the 


Fight  to  S  uh  vi ve 


THE     T  W I N     T 0  W E  R  S 


J  l  M  DWYER    A  ND  K  ;E  V  I  Jv   F  t  Y  N  N 


102  MINUTES,  by  Jim  Dwyer  and 
Kevin  Flynn;  Henry  Holt;  $26 

A  woman  at  a  dinner  party  recently 
lamented  to  me  that  the  current  war  on 
terrorism  had  plunged  her  into  an  ethical 
fog.  "I  wish  I  could  recall  exactly  how 
I  felt  on  the  morning  of  September  11, 
watching  those  towers  burn,"  she  said  of 
the  2001  attack  on  the  World  Trade 
Center.  "It  seemed  so  clear  what  was  good 
and  what  was  evil."  If  your  memory  of  that 
horrific  morning  has  faded  as  well,  then 
102  Minutes.-  The  Untold  Story  of  the 
Fight  to  Survive  Inside  the  Twin  Towers  is 
sure  to  reawaken  feelings  of  shock,  anger 
and  unrelenting  sadness  that  poured  out 
of  all  of  us  that  day.  Two  superb  New 
York  Times  investigative  reporters,  Jim 
Dwyer  and  Kevin  Flynn,  combed  through 
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hundreds  of  interviews  with  survivors, 
building  records,  phone  logs  and  never- 
before-heard  transcripts  of  police  and  fire 
department  tapes  to  produce  a  moment- 
by-moment  reenactment  of  the  buildings' 
destruction,  from  first  impact  to  collapse. 
There  are  stories  of  narrow  escapes, 


personal  sacrifice  and  almost  superhuman 
.courage  told  in  heart-pounding  detail. 
Approximately  12,000  people  escaped 
the  towers;  almost  3,000  didn't.  All 
of  them  expected  that  Tuesday  to  be  just 
a  routine  day  at  the  office.  It  is  Dwyer  and 
Flynn's  brilliance  as  storytellers  that 


makes  what  eventually  happened  comj 
alive  once  again.  It  would  not  be  over- 
statement to  say  that  102  Minutes  is  ail 
important  book.  Certainly  it  is  an  inv^'ual 
reminder  for  those  of  us  whose  memorij 
of  good  and  evil  on  that  day  may 
have  since  dimmed.  —PATRICK  C00l4 


» 


ERIC  FELTEN  MEETS  THE  DEK-TETTE, 
Eric  Felten;  VSOP  Records;  $15 

In  the  1950s  Mel  Torme  teamed  up  with  Marty  Paich,  a 
West  Coast  arranger  and  bandleader  who  was  exploring 
the  "cool"  side  of  big-band  jazz.  Swinging  hard  behind 
His  Velvetness,  Paich's  ten-member  "Dek-tette"  inspired 
mbbbh  Torme  to  create  some  of  his  best 
records,  including  the  classic 
Lulu's  Back  in  Town.  Present- 
day  bandleader,  vocalist  and 
trombonist  Eric  Felten  pays  trib- 
ute to  this  legendary  music  on 
his  new  CD.  It's  not  exactly  a 
Mel-and-Marty  remake — Felten 
is  the  first  to  admit  that  no  one 
could  duplicate  those  magical 
sessions.  But  if  Torme's  music 
speaks  to  you,  you'll  find  your- 
self finger-snapping  along.  Felten  croons  pleasingly,  his  voice  more 
in  the  neighborhood  of  Sinatra  than  Torme,  on  such  standards 
as  "I  Could  Write  a  Book"  and  "You're  Driving  Me  Crazy."  While 
typical  of  the  era,  the  tunes  deliberately  avoid  the  repertoire  of  the 
Torme-Paich  albums.  You  will,  however,  hear  the  signature  Dek- 
tette  instrumentation,  complete  with  tuba  and  French  horn,  and 
feel  a  similar  rhythmic  drive.  Felten  managed  to  recruit  several  vet- 
erans of  Paich's  old  group,  including  trumpeter  Jack  Sheldon  and 
alto  saxophonist  Herb  Geller,  whom  he 
features  as  soloists.  If  Felten's  homage 
appeals,  I  also  recommend  In  the  Studio 
and  in  Concert,  a  recording  of  reunions 
Torme  and  Paich  staged  in  the  late 
1980s,  still  available  from  Concord 
Jazz.  —MICHAEL  GOLD 

DECODING  WAGNER,  by 
Thomas  May;  Amadeus  Press;  $25 

No  figure  in  the  classical  music  pan- 
theon is  more  controversial  than  Richard 
Wagner.  The  composer  of  The  Flying 
Dutchman,  the  Ring  cycle  and  numer- 
ous other  works  was,  among  other 
things,  a  rabid  anti-Semite,  a  socialist 
revolutionary  turned  royalist  sympa- 
thizer, an  evangelical  vegetarian  and  a 


DECODING 

WAGNER 

An  Invitation  to  His  World 
of  Music  Drama 


womanizer  of  Jaggeresque  pi 
portions.  His  operas,  with  all  of  th 
bombast  and  hopped-up  romar 
cism,  inspired  an  ire  in  their  day  si 
ilar  to  that  which  greeted  rock  'n' 
in  the  '60s.  Friedrich  Nietzsche, 
a  man  to  mince  words,  once  wo 
dered  if  Wagner  was  a  human  bei 
or  a  disease.  But  love  him  or  h« 
him,  Wagner's  influence  is  mor 
mental  even  today.  His  blockbus 
operas  are  still  frequently  perforrrn 
and  the  term  "Wagnerian"  can 
evoked  to  describe  the  musical  scot 
of  more  Hollywood  films  than  could  be  listed  on  this  page,  fr» 
John  Williams'  music  for  Star  Wars  to  Howard  Shore's  for  7 
Lord  of  the  Rings.  In  Decoding  Wagner,  music  critic  Thomas  M 
approaches  his  subject  with  a  keen  ear  and  a  level  head,  inti 
weaving  detailed  descriptions  of  the  operas  with  an  unstinti 
account  of  his  subject's  fascinating,  yet  deeply  flawed  li 
Accompanied  by  two  full-length  CDs,  this  primer  leads  the  way 
an  appreciation  for  the  man  and  his  music  more  nuanced  the 
say,  Nietzsche's.  Decoding  Wagner  is  the  first  in  Amadeus  Presi 
"Unlocking  the  Masters"  series  of  book-CD  combos.  Also  availat 
is  The  Mahler  Symphonies:  An  Owner's  Manual  and  Getting  t 
Most  Out  of  Mozart:  The  Instrumental  Works.  — TJ 


SOME  CITIES,  Doves; 
Capitol/EMI;  $19 


On  their  brooding  2000  debut,  Lt 
Souls,  Manchester,  England's  Dov 
made  music  for  late-night,  space 
out  melancholy.  You  wanted  to  bu 
yourself  in  their  pulsing  bass  lin 
and  fuzzy  guitars,  and  watch  a  dis< 
ball  twirl.  The  band's  2002  folloi 
up,  The  Last  Broadcast,  nudged  i 
the  dimmer  lights  with  more  focust 
pop  hooks  and  a  chiming,  hopef 
single,  "There  Goes  the  Fear."  Nc 
here  comes  Some  Cities,  a  bree. 
collection  of  stomping  drums  ar 
groove-licked  guitars.  Don't  let  tf 
ghostly,  monochrome  cover  art  fo 
you;  this  is  a  colorful  record,  a  lai> 
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soundtrack  for  a  sunlit  Saturday.  Who  fed  these  guys  happy 
!  Jimi  Goodwin  has  become  a  confident  crooner,  with  a  voice 
never  gets  lost  beneath  the  densely  woven  compositions, 
of  which  offers  lively  contrasts.  The  single,  "Black  and  White 
i,"  layers  throwback  '60s  piano  over  hammering  drums.  Another 
tent  rhythm  on  "Almost  Forgot  Myself"  dissolves  into  a  gorgeous 
by  refrain.  Midway  through  the  symphonic,  grandiose  "The 


Storm,"  we  get  a  trumpet  blast  right  out  of  Motown.  Given  the  recent 
rash  of  interchangeable  records  from  so-so  British  indie  pop  bands 
(Starsailor,  Keane,  Razorlight),  it's  a  pleasure  to  hear  the  textured 
self-assurance  of  Some  Cities,  a  record  from  a  trio  of  once-down- 
beat guys  slowly  coming  out  of  their  shell.  —TAYLOR  ANTRIM 

BEFORE  THE  POISON, 

Marianne  Faithful!;  Naive  Records;  $18 

Few  pairings  seem  so  unlikely  as  '60s  boozy  chanteuse  Marianne 
Faithfull  and  pathologically  shy  alternative-music  cult  hero  P.J. 
Harvey.  But  these  two  women  have  something  in  common:  their  fe- 
rocious soulfulness.  On  this  new  collection  of  collaborations,  the 
listener  hears  it  in  Harvey's  songwriting  and  guitar  playing,  and  in 
Faithfull's  whiskey-soaked-sandpaper  voice.  After  the  up-tempo 
opening  track,  "Mystery  of  Love,"  the  album's  pace  gradually  slows 
as  Faithfull  finds  her  way  into  each  of  the  songs  and  wrings  every 
last  bit  of  pain  from  them.  Her  unique  style  is  part  jazz,  part  croon- 
ing and  part  spoken-word  hip-hop,  if  hip-hop  could  be  sung  by 
an  Austrian  royal  who  once  drunkenly  fell  face-first  into  her  soup 
while  dining  with  the  Earl  of  Warwick.  Preeminent  pop  composer 
Jon  Brion  wrote  the  music  for  "City  of  Quartz,"  the  album's  seem- 
ingly lighthearted  finale,  which  features  toy  piano  and  a  lullaby 
melody,  but  Faithfull  renders  the  lyrics  impossible  to  ignore:  "City  of 
Quartz/Charming,  someone  to  fear/Handsome,  very  much  here/Evil, 
dancing  through  fire/Whore  of  Babylon,  world-famous  clear." 

—LORRAINE  CADEMARTORI 


» 


BROTHERS  IN  ARMS;  Ubisoft;  $50 


■1B1 

Bit 


II 


Wm  m  the  ever-popular  genre  of  WWII- inspired  video  games, 
■  most  titles  center  either  on  action  or  strategy,  but  rarely 
both.  The  Commandos  series,  for  instance,  gives  you  a 
third-person  perspective,  allowing  you  to  move  men  like 
chess  pieces  from  above,  while  Activision's  first-person 
Call  of  Duty  simply  thrusts  a  gun  into  your  hands  and  lets 

a you  start  shooting.  Brothers  in  Arms,  just  out  this  month, 
combines  the  two  approaches  into  what  gamers  call  a 
"squad-based  first-person  shooter."  In  this  new  amalgam, 
not  only  do  you  sally  forth  to  personally  ice  bad  guys,  but 
you  also  direct  a  team  of  other  soldiers  to  aid  in  the  effort. 
Jet  during  the  Normandy  invasion,  the  game  puts  you  in  the  boots 
>f  a  101st  Airborne  sergeant  as  he  leads  his  men  through  eight 
lays  of  fierce  combat  from  the  village  of  Ste-Mere-Eglise  to  a  piv- 
ital  hill  outside  Carentan.  The  battlefield  is  authentic  to  the  ex- 
re  me,  from  the  landscape,  painstakingly  re-created  from  period 
naps  and  surveillance  photos,  to  the  weather  patterns,  which  mimic  those  of  the  actual  days.  The  guns  look,  sound  and  recoil  just  like  their 
eal-world  counterparts,  and  the  soldiers,  whose  uniforms  are  emblazoned  with  the  right  patches  in  all  the  right  places,  speak— and  cuss— 
ust  like  genuine  WWII-era  "Screaming  Eagles."  But  the  most  impressive  aspect  of  the  game,  appropriately,  is  the  fighting.  When  you  en- 
gage a  pocket  of  Germans  dug  in  behind  a  stone  wall,  for  instance,  don't  expect  them  to  sit  tight  and  wait  for  you.  Some  of  them  will  lay  down 
:over  fire  while  others  will  attempt  to  outflank  you.  If  you  manage  to  outmaneuver  them,  they'll  mount  a  counterattack,  setting  up  a  new  tac- 
ical  puzzle.  Only  during  the  brief  moments  when  the  shooting  ebbs  can  you  admire  the  game's  spectacular  graphics;  light  shimmers  on  pud- 
lies  left  by  the  previous  night's  rain,  artillery  bursts  flicker  on  the  horizon  and  tall  grass  waves  to  and  fro  in  the  breeze.  — TJ 
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MIAMI  VICE: 

SEASON  ONE;  Universal;  $60 


Back  in  the  '80s, 
before  Miami 
became  the 
glamorous 
celebrity  play- 
ground it  is  today,  the  city 
was  a  seedy  underworld 
of  drug  lords  and  arms 
dealers.  Or  so  it  seems 
after  rescreening  the  first 
season  of  Miami  Vice, 
the  Michael  Mann- 
produced  hit  show  of  the 
Me  Decade,  finally 
released  on  DVD.  Twenty  years  have 
passed  since  detectives  James  "Sonny" 
Crockett  (Don  Johnson)  and  Ricardo 
Tubbs  (Philip  Michael  Thomas)  made 
their  on-air  debut,  but  for  some  of  us,  it 
feels  like  no  time  at  all.  More  than  a  cop 
drama  with  good  music,  Miami  Vice 
was  a  handbook  on  masculine  cool. 
Crockett  taught  a  guy  where  to  live  (on  a 
sailboat  with  a  pet  alligator),  what  to  drive 
(a  black  Ferrari  Spyder)  and  how  to  dress 
(pink  blazer,  turquoise  tee,  white  pants, 
no  socks);  Tubbs,  in  his  gold  chain 
and  double-breasted  suits,  offered  a 
quieter,  more  urbane  counterpoint.  By 
today's  standards,  the  show's  editing  can 
feel  crude,  the  pacing  slow,  the  acting 
a  tad. ..intense,  but  there  is  much  to 
enjoy  here  as  well.  As  the  perpetually 
displeased  Lieutenant  Castillo,  Edward 
James  Olmos  is  the  steady  center  of  each 
episode,  and  Bruce  Willis  (in  a  cameo) 
makes  a  pleasingly  nasty  villain.  And  then 
there's  Don  Johnson.  Say  what  you  will 
about  the  rest  of  his  career — in  1984,  this 
guy  had  it.  Watch  him  take  down  scummy 
drug  dealers  for  a  couple  of  hours,  and 
you  might  just  find  yourself  hitting  the 
tanning  booth,  throwing  out  your  razor  and 
reconsidering  the  merits  of  pastels.  — TA 

DEADWOOD:  THE 
COMPLETE  FIRST  SEASON; 
HBO  Video;  $100 

The  HBO  website  for  the  western  series 
Deaawood  helpfully  provides  the  body 
count  for  its  12  first-season  episodes:  22 
dead,  with  many  later  consumed  by 


Chinese  opium  boss  Mr.  Wu's  yoracious 
pigs.  There  is  no  total  given  for  the 
number  of  "F"  words,  used  constantly  and 
in  every  possible  combination 
by  the  town's  denizens,  or  the 
collective  days  of  hygiene 
avoidance  by  the  local  miners 
and  hotel  manager  E.B. 
Farnum.  Not  since  McCabe  & 
Mrs.  Miller  have  we  seen 
the  Wild  West  so  seething 
and  scabrous,  so  dark 
and  heartbreaking  and  yet 
somehow  still  fueled  by  pipe 
dreams  and  hope.  Set  in 
the  real  Black  Hills  mining 
town  of  Deadwood,  South 
Dakota,  in  the  year  1876,  Deadwood 
blends  meticulous  period  research 
(apparently  the  "F"  word  was 
very  popular)  and  historical 
characters  with  inspired  invention. 
Creator  David  NYPD  Blue  Milch 
is  an  inveterate  risk-taker  who, 
among  other  things,  has  killed  off 
the  series'  marquee  character, 
Keith  Carradine's  spot-on  Wild 
Bill  Hickok,  by  the  end  of 
episode  four.  Despite  an  effort  to 
pump  up  Timothy  Olyphant's 
Seth  Bullock — a  romantic  lead 
who  seems  borrowed  from  a 
far  more  conventional  TV  show — 
the  series'  true  central  character 
is  the  sinister  saloon  keeper/pimp/master 
puppeteer  Al  Swearengen,  played  with 


mustache-twirling  relish  by  Ian  McShe 
Deadwood:  The  Complete  First  Seasor 
puts  all  the  low  deeds  and  black  come 
on  six  discs,  with  a  wealth  of  behind- 
the-scenes  extra  features,  including 
a  conversation  between  Carradine  and 
Milch  on  "The  New  Language  of  the  0 
West,"  something  Milch  seems  to  be 
creating  himself  out  of  whole  cloth — 
not  all  of  it  flannel  and  gingham. 

—  RICHARD  N AL 


CLASSIC  COMEDIES  COLLECTIONI 
Warner  Home  Video;  $69 

Do  you  already  own  the  comedy  classiq 
The  Philadelphia  Story  on  DVD?  Well, 
Warner  Home  Video  is  betting  you'll  sh 
out  for  the  new,  remastered  version- 
particularly  if  it's 


ft 


part  of  a  two-disc ! 
that  includes  film- 
historian  comment 
a  brief  film  bio  of 
Katharine  Hepbun 
and  a  wildly  enter- 
taining expose  of  tj 
male  psyche  featur 
humorist  Robert 
Benchley.  Peter 
Bogdanovich,  meai 
while,  provides 
historical  context  t; 
Bringing  Up  Baby,  the  Hepbui 
Grant  vehicle  that  revived  her  career 
and  revealed  him  to  be  a  gifted  physiq 
comedian.  Other  Depression-era  optionj 
in  the  new  Classic  Comedies  Collection! 
prove  equally  interesting,  if  not  always ; 
artistically  successful.  The  largely 
forgotten  Libeled  Lady  features  Tracy, 
Powell,  Harlow  and  Loy  at  their  most 
mischievous;  Stage  Doorwas  perhaps  t| 
first  (gently)  feminist  comedy;  and  Dmn 
at  Eight,  while  a  bit  plodding,  stands  as. 
one  of  the  smartest  films  of  its  time 
(1933)  and  perhaps  one  of  the  first  grea 
ensemble  acting  jobs:  Harlow,  both 
Barrymores  (Lionel  and  John),  Billie 
Burke,  Wallace  Beery  and,  best  of  all, 
ferocious  Marie  Dressier.  The  only  World 
War  1 1— era  offering,  To  Be  or  Not  to  Be,  \ 
clever  movie-within-a-movie,  reduces 
Hitler  to  buffoonery,  a  reminder  that  con 
edy  can  sometimes  overlook  just  how  bai 
the  bad  guy  really  is.  — LC 
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t's  the  engine  roar  on  airplanes,  noise  of  the  city,  bustle 
in  the  office  or  the  blare  of  neighborhood  yard 
work,  these  headphones  help  you  hush  them  all. 
And  they  do  it  with  the  flick  of  a  switch.  You 
can  savor  delicate  musical  nuances  in  places 
where  you  couldn't  before.  And  when  you're  not 
listening  to  music,  use  them  to  quietly  enjoy  a  little 
Clearly,  Bose  QuietComfort*  2  headphones  are  no  ordinary- 
hones.  It's  no  exaggeration  to  say  they're 
if  those  things  you  have  to  experience 
ieve. 


ce    noise    with  Bose 

nology.   David  Carno} 

tts   on   CNET  that 

iriginal  noise-reducing 

phones  "set  the  gold 

ard."  And  according 

;spected  columnist 

Warren,  our  newest 

phones  "improve 

perfection."  They 

ronically  identify  and 

:e  noise  while  faith- 
preserving  the  music, 

e  dialogue  or  tranquility  that 

Jesire.  As  Jonathan  Takitf 

rts    in    the  Philadelphia 

i  News,  "Even   in  the 

est  environment,  wearing 
phones  creates  a  calming, 
zone   for   easy   listening  or 

nooiing." 


Use  them  as  a 
concert  hall  -  or  a 
sanctuary. 


original  model."  To  enjoy  peace  and 
tranquility,  simply  turn  them  on.  To  add 
Bose  quality  sound,  attach  the  included 
audio  cord  and  connect  them  to  a  home  stereo,  laptop  computer, 
portable  CD/DVD/MP3  player  or  in-flight  audio  system.  When  you're 
done,  their  convenient  fold-flat  design  allows  for  easy  storage  in  the 
slim  carrying  case. 


Try  the  Quiet  Comfort  2  headphones  for  yourself 
risk  free.  We  don't  expect  you  to  take  our 
word  fbi  I  n>u  Ji.iiii.n  k.i:I\  these  I  km.  I 
phones  reduce  noise,  how  great  they 
und  and  how  comfortable  they 
feel.  You  really  must  experience 
them  to  believe  it.  Call  toll 
free  to  try  them  for  30  days 
on  your  next  trip,  in  your 
home  or  at  the  office  - 
satisfaction  guaranteed. 
If  you  aren't  delighted, 
simply  return  them  for 
,i  full  refund 


Presenting 
The  Bose" 
QuietComfort"  2 
Acoustic 
Noise 
Cancelling R 
Headphones. 


W    Call  1-800-474-2673, 
ext.  Q3710  today.  These 

headphones  are  available  directly 
from  Bose  -  the  most  respected 
name  in  sound.  Take  advantage 
of  our  new  payment  plan,  which 
allows  you  to  use 


r  your  music  with  our  best  headphone  sound  quality  ever. 

r  trying  QuietComfort*  2  headphones,  audio  critic 
ne  Thompson  reports  that  "Bose  engineers  have  made 
r  improvements."  The  sound  is  so  clear,  you  may  find 
>elf  discovering  new  subtleties  in  your  music.  CNET  says 
sorts  of  music  -  classical,  rock,  and  jazz  -  sounded  refined 
latural." 


"The  QuietComfort  2  lives  up  to  its  name, 

enveloping  you  in  blissful  sound  in  the  utmost 
comfort.  It's  easy  to  forget  they're  on  your  head." 
That's  what  columnist  Rich  Warren  says.  And  as 
Ivan  Berger  reports  in  The  New 
York  Times,  the  "QuietComfort  2 


FREE 
Shipping 
when you^ 
order  by 
March  3 1, 
2-005. 


your  own  major 
credit  card  to  make  low 
monthly  payments,  with  no  interest  charges  from 
Bose.  So  call  and  discover  a  very  different  kind 
of  headphone  -  Bose  QuietComfort"  2  Acoustic 
Noise  Cancelling  headphones. 


To  order  or  for  a  free  information  kit  call: 

1  -800-474-2673,  ext.  Q3710 

Discover  all  our  innovative  products  at 

www.bose.com/q371 0 
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CREDITS 


"HOTEL  CALIFORNIA,"  PAGE  70 

BILL  BLASS:  Bergdorf  Goodman,  New 
York,  and  Neiman  Marcus,  Houston 

BOTTEGA  VENETA:  Bottega  Veneta 
boutiques,  (877)  362-1715 

CANALI:  Canali,  Coral  Gables;  and 
select  Saks  Fifth  Avenue  and 
Bloomingdale's  stores 

CHANEL:  select  Chanel  boutiques,  (800) 
550-0005;  blouse  also  at  Bergdorf 
Goodman,  New  York;  skirt  also  at  select 
Neiman  Marcus  stores 

CHRISTIAN  LOUBOUTIN:  Christian 
Louboutin,  New  York,  (212)  396-1884,  and 
Beverly  Hills,  (310)  247-9300 

DIANE  VON  FURSTENBERG  BY  H.  STERN: 

H.  Stern,  New  York,  (800)  7H STERN, 
www.hstern.net 

DOLCE  &  GABBANA:  Dolce  &  Gabbana 
boutiques,  www.dolcegabbana.it;  dress  also 
at  select  Nordstrom  and  Tootsie's  stores; 
sport  coat  also  at  Fred  Segal,  Los  Angeles, 
and  select  Barneys  New  York  stores; 
pants  also  at  select  Holt  Renfrew  stores 

HALSTON:  Halston  Atelier,  Los  Angeles, 
(310)  550-5744 

HERMES:  Hermes,  (800)  441-4488, 
www.hermes.com 

HOLLYWOULD:  Saks  Fifth  Avenue, 

New  York,  Palm  Beach  and  Beverly  Hills, 

www.saks.com 

JEWELFEVER:  www.jewelfever.com;  and 
Libaire  and  Friends,  Bellport,  NY 

KAREN  KARCH  FOR  PUSH:  Push,  New 
York,  (212)  965-9699 

KENTSHIRE  GALLERIES:  Kentshire 
Galleries,  New  York,  (212)  673-6644, 
www.kentshire.com;  and  Bergdorf 
Goodman,  New  York,  (212)  872-8653 

LOUIS  VUITTON:  Louis  Vuitton, 
(866)  VUITTON,  www.vuitton.com 

MALO:  Bergdorf  Goodman  Men,  New 
York,  and  select  Barneys  New  York  stores 

MARTIN  DINGMAN:  Taylor  Richards  & 
Conger,  Charlotte,  NC;  Stanley  Korshak, 
Dallas;  The  Met,  Sarasota,  FL;  Hubert 


White,  Minneapolis;  and  Thomas  Miller, 
Woodbury,  NY 

MATTHEW  WILLIAMSON:  Gretta  Luxe, 
Wellesley,  and  Tracey  Ross,  Los  Angeles 

OLIVER  PEOPLES:  Oliver  Peoples,  New 
York,  Los  Angeles  and  South  Coast 
Plaza,  www.oliverpeoples.com 

OSCAR  DE  LA  RENTA:  Oscar  de  la  Renta, 
New  York,  (212)  288-5810;  and  to  order 
at  Bergdorf  Goodman,  New  York, 
and  select  Neiman  Marcus  and  Saks 
Fifth  Avenue  stores 

PURP7E  AGUA:  Purp7e  Agua,  (877) 
478-7773,  wvzw.purp7e-agua.com; 
and  Waltzing  Mathilda,  Bay  City,  MI 

RALPH  LAUREN  PURPLE  LABEL:  select 
Ralph  Lauren  stores,  (888)  475-7674, 
www.polo.com 

ROBERT  TALBOTT:  Robert  Talbott  stores, 
(800)  747-8778,  www.roberttalbott.com; 
Mitchells  of  Westport,  Westport, 
CT;  and  Button  Down,  San  Francisco 

ROD  KEENAN:  Paul  Smith,  New  York, 
(212)  627-9770;  and  by  special  order 
at  www.rodkeenannewyork.com 

TOMAS  MAIER:  Tomas  Maier,  Miami 
Beach,  (888)  373-0707, 
www.tomasmaier.com 

VALENTINO:  select  Valentino  boutiques; 
his  jacket  also  at  select  Barneys  New  York 
stores;  her  pants  also  at  select  Neiman 
Marcus  stores 

"JEAN  GENIE,"  PAGE  92 

A.  TESTONI:  A.  Testoni,  New  York, 
(212)  223-0909 

ARMANI  JEANS:  select  Emporio  Armani 
boutiques,  www.emporioarmani.com 

BRIONI:  to  order  at  select  Neiman 
Marcus  stores 


CALVIN  KLEIN  COLLECTION:  Calvin  Kiel 
New  York  and  Dallas 

CHARLES  TYRWHITT:  Charles  Tyrwhitt, 
New  York,  (866)  797-2701, 
www.ctshirts.com 

DIOR  HOMME:  Dior  Homme,  New  York, 
(212)  421-6009,  www.dior.com 

DOLCE  &  GABBANA:  Dolce  6c  Gabbana 
boutiques,  (877)  70-DGUSA 

DSQUARED:  Jeffrey,  New  York 

ERMENEGILDO  ZEGNA  COUTURE: 

Ermenegildo  Zegna  stores, 
(888)  880-3462,  www.zegna.com 

HERMES:  Hermes  boutiques, 
(800)  441-4488,  www.hermes.com 

J.M.  WESTON:  J.M.  Weston,  New  York, 
(877)  4- WESTON 

LEVI'S:  LEVI'S,  (800)  USA-LEVI, 
www.levi.com 

PANTHERELLA:  Pantherella  for  the  Britis 
Apparel  Collection,  Ltd.,  (800)  451-3985 
www.britishapparel.com;  Bergdorf 
Goodman  Men,  New  York;  and  Stanley 
Korshak,  Dallas 

PAUL  STUART:  Paul  Stuart,  New  York 
and  Chicago,  (800)  678-8278, 
www.paulsruart.com 

ROBERT  TALBOTT:  Robert  Talbott,  (800) 
747-8778,  www.roberttalbott.com; 
Mitchells  of  Westport,  Westport,  CT; 
and  Button  Down,  San  Francisco 

TAG  HEUER:  TAG  Heuer,  (866)  260-046 
www.tagheuer.com 

YVES  SAINT  LAURENT:  Yves  Saint  Laurer 
New  York,  Beverly  Hills  and  Bal 
Harbour,  (800)  832-3485,  www.ysl.com; 
jeans  also  at  select  Neiman  Marcus  store 

Z  ZEGNA:  Ermenegildo  Zegna  stores,  (88 
880-3462,  www.zegna.com 


The  Parker  Palm  Springs— formerly  Gene  Autry's  Melody  Ranch,  and  most  recently  Merv 
Griffin's  Givenchy  Resort  and  Spa — is  a  cool  green  oasis  in  bustling  Palm  Springs.  Spread 
out  over  13  acres,  the  storied  property  includes  four  pools  (two  indoor,  two  outdoor); 
four  red-clay  tennis  courts;  a  croquet  lawn;  two  restaurants;  and  the  P.S.Y.C. — that's  the 
Palm  Springs  Yacht  Club,  a  tongue-in-cheek  name  for  the  spa  and  gym.  The  public  areas 
are  comfy  and  casual,  and  the  rooms  are  a  sybarite's  delight,  with  extraordinary  bathroorr 
amenities  (Hermes  soap,  no  less)  and  one  of  the  most  comfortable  beds  you'll  ever  sleep 
in.  Rates  from  $250  a  night:  (760)  770-5000  or  www.theparkerpalmsprings.com. 
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Advertiser  Directory 

Free  Advertiser  Information  To  receive  free  information  from  Forbes  FYI  advertisers 
contact  advertiser  directly  by  website  visit  or  by  phone  call. 


Automotive 

Aston  Martin  North  America 

Aston  Martin  is  the  world's  most  exclusive 
sports  car  company.  Since  1914  it  has  created 
motoring  legends  culminating  in  today's 
DB7  Vantage  and  VI 2  Vanquish. 
Jl  866-NA-Aston  or  visit  www.astonmartin.com 


Roy's 

Roy's  features  Hawaiian  Fusion  Cuisine  -  the 
freshest  local  ingredients,  European  sauces,  bold 
Asian  spices,  with  a  focus  on  Fresh  Seafood 
Visit  www.roysrestaurant.com 

Retail 


Hummer 

Visit  www.hummer.com 


General  Cigar 

Macanudo  and  Partagas  Cigars 
Visit  www.cigarworld.com 


Realty 

II  Villaggio  Realty,  Inc. 

Exceptional  3/3,  1,  746  sq  ft  South  Beach 
Designer  Penthouse  in  the  Setai  with 
breathtaking  ocean  &  city  views  from 
2  open  terraces,  $15,000/month. 
Call  305-673-4808  or  visit  www.ivrrealty.com 


Spas 

Cornelia  Fifth  Avenue 

Cornelia  Fifth  Avenue  is  New  York's  first  and 
most  luxurious  day  resort  for  men  and  women. 
Individual,  group,  and  event  packages 
now  available. 

Call  1-866-663-1700  or  visit  www.cornelia.com 


Restaurants  Travel 


Fleming's  Prime  Steakhouse 
&  Wine  Bar 


Fleming's  Prime  Steakhouse  &  Wine  Bar 
offers  the  best  in  steakhouse  dining  - 
prime  steaks,  chops,  fresh  grilled  fish  and 
chicken  with  a  unique  and  notable  wine 
list  featuring  100  fine  wines  by  the  glass. 
Visit  www.flemingssteakhouse.com 


Tourism  Australia 

Hop  around  Australia  on  us  with  the  Qantas 
Aussie  Airpass  from  $999  from  Los  Angeles.  The 
Airpass  includes  3  flights  within  Australia. 
Visit  www.australia.com 


Crystal  Cruises 

Experience  gracious,  attentive  service  and  the 

ultimate  in  worldwide  luxury  cruising  aboard 

Cyrstal  Cruises'  Six-Star  fleet. 

For  a  complimentary  brochure  please 

call  866-569-6200  or  visit  www.crystalcruises.com 
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Q&A 


Spa  Lady 


In  1940,  Deborah  Szekely  and  her  husband,  Edmond,  opened 
Rancho  La  Puerta,  a  rustic  health  camp  in  the  Mexican 
border  town  of  Tecate.  Eighteen  years  later,  she  opened 
the  Golden  Door  in  Escondido,  California,  ushering  in  the  era  of 
luxurious  fitness.  We  caught  up  with  her  in  New  York  City. 


You  and  your  husband  found  yourselves  in  Mexico  during  the 
war,  and  you  hit  upon  the  idea  of  starting  Rancho  La  Puerta? 

Yes,  it  began  as  a  health  camp:  $17.50  a  week,  bring  your 
own  tents. 

What  were  the  early  days  like? 

It  was  so  like  it  is  now.  But  then  we  had  a  clean  river;  now 
we  have  swimming  pools.  And  we  had  grapevines.  And  lots 
of  goats.  And  the  mountain  climbing  that  still  is  so  much  a 
part  of  the  ranch — that  important  sense  of  early  morning 
achievement  that  our  guests  get  from  climbing  the  mountain. 

What  about  the  food? 

My  husband  and  I  were  both  vegetarians  and  health  nuts. 

In  those  days,  wasn't  going  to  a  spa  called  "taking  the  cure"? 
Yes,  from  the  German  Kurhaus  [spa  hotel].  But  we  estab- 
lished very  early  on  that  we  wouldn't  take  sick  people.  We 
would  take  the  healthy  people  and  make  them  healthier.  We 
used  to  add  the  line  "For  they  bear  the  burdens  of  the  world." 

When  did  Rancho  La  Puerta  take  off? 

We  had  been  there  ten  years  and  we  were  charging  $25  a 
week.  It  was  a  gradual  process.  We  started  the  Golden  Door 
in  1958.  The  Golden  Door  took  the  Ranch  to  the  next  level, 
because  it  became  known  as  the  poor  man's  Golden  Door. 

You  had  a  number  of  Hollywood  clients. 

Burt  Lancaster  practically  lived  at  the  Ranch.  He  was  sweet, 
kind.  He  was  never  that  busy  or  tired  that  he  wouldn't  put  his 
arm  around  some  little  old  lady  so  she  could  snap  his  picture. 

What  about  today? 

Now  there  are  personal  trainers  and  they  know  about  diet 
and  exercise.  In  the  '60s  and  '70s,  if  you  hadn't  done  a  film  for 
a  year  or  two  and  you  were  25  and  you  were  supposed  to  look 
17  or  18,  you  would  come  to  the  Door  for  a  month.  They  would 
bring  their  voice  coach.  They  would  be  sent  by  their  studios, 
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which  would  pav  the  bills....  So  we  developed  a  reputation 

So  it  wasn  't  about  pampering? 

Not  at  all.  Massage  is  not  pampering.  It  is  balance. 

Exactly  our  thinking. 

We've  had  one  man  who's  been  at  the  Ranch  105  timesi 
that's  105  weeks,  two  years  of  his  life.  And  there  are  lots 
people  who've  been  40,  50  times. 

Didn't  Aldous  Huxley  come  to  the  Ranch? 

We  started  Men's  Week  in  i960.  There  was  a  big  pictii 
in  Life  magazine  of  Aldous  Huxley.  He  spent  a  lot  of  time 
the  Ranch.  Much  of  his  book  Island  was  written  there.  II 
was  very  special.  He  was  the  only  man  who  thought  I  vt 
witty.  I'm  not,  but  he  was  wonderful. 

What's  the  basic  rhythm  at  the  Door? 

Everyone  arrives  on  the  same  day,  and  everyone  has  so) 
muscles  on  the  same  day.  The  third  day  is  the  low  day,  but  1 
the  fourth  day  they're  feeling  that  —  lift. 

Do  men  and  women  come  for  different  reasons? 

The  men  come  for  the  companionship.  For  them  it's  kin 
of  summer  camp.  It's  like  a  men's  club.  It's  "How  have  yd 
been?"  They're  on  each  other's  boards.  They've  spent  mayo 
30  to  40  weeks  with  each  other.  There's  a  tremendous  con) 
fort  level.  They  laugh  a  lot.  They  have  a  volleyball  game.  Oij 
side  is  called  "The  Cheaters"  and  the  other  is  "The  Liars." 

These  are  heads  of  major  corporations? 
Yes,  exactly!  • 

The  Golden  Door,  Escondido,  California;  (800)  424-offi 
www.goldendoor.com;  Rancho  La  Puerta,  Tecate,  Mexico;  (80c 
443~7S^S>  ww'w-  rancholapuerta.  com. 
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